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              Paper 17 : CORPORATE  FINANCIAL  REPORTING                              

Multiple Choice Questions:                          

 1.Mittal Ltd. has provided the following information: Depreciation as per accounting records 

Rs30,00,000, Depreciation as per income tax records  Rs75,00,000. Unamortized preliminary 

expenses as per income tax records Rs4,50,000, Tax rate 35%. There is adequate evidence of 

future profit sufficiency. As per AS 22 Deferred Tax Asset/ Liability to be recognized will be                                               

A. Rs15,75,000 (DTL)       B. Rs14,17,500 (Net DTL)         C.Rs72,000 (Net DTA)            D. None of these 

#B — 14,17,500 (Net DTL).                                                                                                                                   

Deferred tax liability = 35% (75,00,000 – 30,00,000)= 15,75,000                                                                            

Deferred tax asset = 35% of 4,50,000= 1,57,500         Net Deferred tax liability  =14,17,500  

 2.PRAKASH LTD. declares the following information:                                                                                   

Exchange Rate (₹/US$)                                                                                                                                                              

Purchased goods on 12.3.2016 of US $ 1,00,000                                                                                    60.60 

Exchange rate as on 31.3.2016                                                                                                                   61.00 

Date of actual payment is 12.4.2016                                                                                                         61.50 

What will be the gain/loss to be booked in the financial year 2013-14?                                                                                                                      

A. ₹ 90,000(loss)                B. ₹ 40,000(loss)                 C.₹1,30,000(loss)                 D. None of the above 

#D — None of the above                                                                                                                                                                        

As per AS-11, exchange difference on settlement of monitory items should be transferred to Profit & 

Loss A/c. Here loss to be debited to Profit & Loss A/C as:                                                                                                                

(1, 00,000 x 61.50) - (1, 00,000 x 61.00) = 50,000.  

3. During 2016, Mangal Ltd. incurred costs to develop and produce a routine, low-risk computer 

software product, as follows:                                                                                                                            

Completion of detailed program design                                                                                              ₹23,000         

Cost incurred for coding and testing to establish technological feasibility                                  ₹20,000 

Other coding costs after establishing technological feasibility                                                       ₹39,000 

Other testing costs after establishing technological feasibility                                                       ₹31,000 

Cost of producing product masters for training materials                                                               ₹30,000 

What amount should be capitalized as software cost?                                                                                            

A. ₹43,000                             B.₹70,000                               C. ₹23,000                                   D.₹1,00,000             

#D — ₹1,00,000.                                                                                                                                                                     

Costs incurred after establishing technological feasibility should be capitalized i.e. 

(₹39,000+₹31,000+₹30,000)=₹1,00,000 is to capilised and costs incurred before establishing 

technological feasibility is to be expensed as and when it is incurred.  

4. Miss Tulip purchased 1,000 shares in Tip-Top Ltd. at 600 per share in 2014. There was a rights 

issue in 2016 at one share for every two held at price of 150 per share. If Miss Tulip subscribed to 

the rights, what would be carrying cost of 1,500 shares as per AS-13.                                                              

A. 6,00,000                       B.6,75,000                       C. 75,000                        D. Data insufficient                                         

#B —  6,75,000.                                                                                                                                                               

Cost of original holding (Purchase) (1,000 x 600)  = 6,00,000  Amount paid for Rights (500 x 150)        = 

75,000  Total carrying cost of 1500 shares:    6,75,000  



 

 

 5. ANKITA LTD. has three segments with their assets inclusive of Deferred Tax Assets as shown 

below:                                                                                                                                                                           

Segment                                   Total Assets (₹ in lakh)                     Deferred Tax Assets (₹ in lakh)                             

A                                                       400                                                                  200                                                                      

B                                                      1,200                                                                160                                                                     

C                                                      2,400                                                                120                                                                   

Reportable segments as per AS-17 are                                                                                                                              

A. A, B and C                              B. A and B only                                                                                                                                                                      

C. A and C only                          D. B and C only                                                                                                    

#D — B and C are reportable segments.                                                                                                        

According to AS-17 "Segment Reporting", segment Assets do not include income tax assets. 

Therefore, the revised total assets are  3,520 lakh [4,000 lakh - (200+160+120)]                                   

Segment A holds total assets of  200 lakh (400 -200)                                                                                            

Segment B holds total assets of  1,040 lakh (1,200 - 160)                                                                               

Segment C holds total assets of   2,280 lakh (2,400 - 120)                                                                                                                 

Thus B and C hold more than 10% of total assets and hence B and C are reportable segments.  

 6.A&B Ltd. obtained a Loan from a bank for  240 lakhs on 30.04.2014. It was utilized for: 

Construction of a shed  120 lakhs, Purchase of a machinery  80 lakhs, Working Capital 40 lakhs, 

Construction of shed was completed in March 2016. The machinery was installed on the same 

date. Delivery truck was not received. Total interest charged by the bank for the year ended 

31.03.2016 was  36 lakhs. As per AS 16, Interest to be debited to Profit & Loss Account will be :                

A. 36 lakhs                           B. 18 lakhs                          C. 9 lakhs                           D. None of these                       

#B — ₹18 lakhs                                                                                                                                                     

Qualifying Asset as per AS-16 = ₹120 lakhs (construction of a shed)                                                                      

Borrowing cost to be capitalized = 36 × 120/240 =₹ 18 lakhs                                                                    

Interest to be debited to Profit or Loss Account =  (36 – 18) lakhs = ₹18 lakhs  

 7. Super Profit of ABC Ltd. (Computed) : ₹18,00,000       Normal rate of return : 12%                                       

Present value of annuity of `1 for 4 years @ 12% : 3.0374  Vathe of goodwill is —                                                                                  

A. 54,67,320                                 B. 2,16,000                                                                                                                                  

C.18,00,000                                   D.5,92,612                                                                                                                     

#A — ₹54,67,320                                                                                                                                                              

Value of goodwill = Super profit × P.V of Annuity of  1for 4 years @ 12% = ₹ 18,00,000 × 3.0374                

= ₹54,67,320.  

 8.At the time of absorption of B Ltd. by A Ltd., trade receivable of both companies shown in their 

Balance Sheets were  35 Lakhs and  18 Lakhs. On that date trade payable of B Ltd. includes payable 

to A Ltd.  4.5 Lakhs. After absorption, the amount of trade receivables will be shown in the A Ltd.'s 

Balance Sheet as                                                                                                                                                                

A. 35 Lakhs                           B.53 Lakhs                                                                                                                                   

C.48.50 Lakhs                       D. 44 Lakhs                                                                                                                                          

#C —  ₹ 48.50 Lakhs                                                                                                                                                                   

35 Lakhs + 18 Lakhs – 4.50 Lakhs =₹48.50 Lakhs.  



 

 

9.Wealth Ltd. aquired 1,50,000 shares of Health Ltd. on August 1, 2016. The Equity Capital of 

Health Ltd. is 20 lakh of ` 10 per share. The machinery of Health Ltd. is revalued upwards by 

4,00,000. The minority group interest shown in the Consolidated Balance Sheet as at March 31, 

2017 was                                                                                                                                                                                       

A. 6,00,000                         B. 4,00,000                            C. 1,00,000                        D. None of A, B and C 

#A — 6,00,000                                                                                                                                                                      

No. of shares of Health Ltd. =20,00,000/10 = 2,00,000                                                                                                

Minority interest = 200000 - 150000 = 50,000 = 25%                                                                                                               

Profit on revaluation of Machinery = 4,00,000                                                                                                                

Share of Minority Group of Silver Ltd. = 25% of 4,00,000              ₹1,00,000                                                      

Equity Share Capital : (50000 × 10)  ₹5,00,000                                                                                                            

Total minority interest  ₹6,00,000  

 10.Z Ltd. acquired a 60% interest in P Ltd. on January 1, 2017. Z Ltd. paid 700 Lakhs in cash for 

their interest in P Ltd. The fair value of P Ltd.’s assets is 1,800 Lakhs, and the fair value of its 

liabilities is 900 Lakhs. Compute the Non-controlling Interest (NCI) at fair value.                                                                         

A.360 Lakhs                       B. 700 Lakhs                            C.  280 Lakhs                       D. None of the above 

#A — ₹360 Lakhs                                                                                                                                                                           

NCI = 40% x (1,800 – 900)= ₹360 Lakhs 

11.A parent company in a group of companies shall prepare consolidated financial statements as 

per Ind AS _____ , and further it shall prepare separate financial statements as per Ind AS ______.                                                                                                                                                                                  

A. 110,27;                          B. 115,27;                          C. 2,27;                            D. None of the above.                            

#A — 110,27.                                                                                                                                                                           

A parent company in a group of companies shall prepare consolidated financial statements as per Ind 

AS 110, and further it shall prepare separate financial statements as per Ind AS 27.  

 12.Which of the following is/are the objective/s of Ind AS 113?                                                                       

(a) To define fair value;                                                                                                                                                             

(b) To set up a framework for measurement of fair value;                                                                                           

(c) Both (a) and (b)                                                                                                                                                                            

(d) None of the above.                                                                                                                                                                        

#C — Both (a) and (b)                                                                                                                                                   

Following are the objectives of Ind AS 113: (a) To define fair value;  (b) To set up a framework for 

measurement of fair value;  (c) To specify requirements of disclosure of fair value measurement. 

13.AS per Ind AS 2 Inventories are _______________.                                                                                           

A. Assets held for sale in the ordinary course of business;                                                                                                        

B. Assets in the process of production for such sale;                                                                                                   

C. Assets in the form of materials or supplies to be consumed in the production process or in the 

rendering of services.                                                                                                                                                      

D. All of the above.                                                                                                                                                                            

#D — All of the above.                                                                                                                                                        

AS per Ind AS 2 Inventories are assets: (i) held for sale in the ordinary course of business;  (ii) in the 

process of production for such sale;  (iii) in the form of materials or supplies to be consumed in the 

production process or in the rendering of services.  



 

 

14. 

 

 

15. As per Ind AS 1 a complete set of Financial Statement includes which of the following?                         

(a) A balance Sheet at the end if the period                                                                                                                     

(b) Statement of Fund Flow                                                                                                                                             

(c) Comparative information with the previous periods                                                                                              

(d) All of the above except (b)                                                                                                                                         

#D — All of the above except (b)                                                                                                                                      

As per Ind AS 1 a complete set of Financial Statement includes the following:                                                          

1. A balance Sheet at the end if the period                                                                                                                       

2. Statement of Profit and Loss Statement for the period                                                                                              

3. Statement of changes in Equity                                                                                                                                  

4. Statement of Cash Flows                                                                                                                                               

5. Significant Accounting Policies and other explanatory notes as a separate statement                                              

6. Comparative information with the previous periods                                                                                                                       

7. A balance sheet at the beginning of the earliest comparative period if the company applies an 

accounting policy retrospectively or makes retrospective statement.  



 

 

16.Amrit Ltd. has provided depreciation in accounts for  160 Iakhs, but as per tax records it is 240 

lakhs. Unamortized preliminary expenses, as per tax records is 80,000.                                                                             

There is adequate evidence of future profit sufficiently. Tax rate is 30%.                                                                                                                     

How much deferred tax assets/liability should be recognized as per AS-22?                                                                                                                                                           

A. 24.00 lakhs                        B. 23.76 lakhs                          C. 11.88 lakhs                          D. Nil                                                                                                                                                                                          

#B — ₹23.76 lakhs                                                                                                                                                        

The difference between taxable income and accounting income.                                                                   

Excess depreciation as per tax (240 - 160) = 80.00 lakhs                                                                                                

Less, Expenses provided to taxable income  0.80 lakhs i.e. Timing difference =  79.20 lakhs                                                                                                                

So, deferred tax liability = 79.20 lakhs x 30% = 23.76 lakhs  

17.Application of acquisition method as per Ind AS 103 requires which of the following?                            

(a)  identifying the acquirer;                                                                                                                                         

(b)  determining the acquisition date;                                                                                                                                  

(c)  recognising and measuring goodwill or a gain from a bargain purchase;                                                                                         

(d)  All of the above                                                                                                                                                        

#D — All of the above                                                                                                                                              

Applying the acquisition method requires the following:                                                                                       

(a) identifying the acquirer;                                                                                                                                                                                                                  

(b) determining the acquisition date;                                                                                                                              

(c) recognising and measuring the identifiable assets acquired, the liabilities assumed and any 

noncontrolling interest in the acquiree; and                                                                                                                   

(d) recognising and measuring goodwill or a gain from a bargain purchase. 

18. As per records of Pelf Fin Stock Ltd. Net Profit for the current year  199.20 lakhs, No. of Equity 

Shares outstanding  100 lakhs, No. of 12% Convertible Debentures of  100 each 2 lakhs, Each 

Debenture is convertible into 10 equity shares, Tax Rate 30%, As per AS 20, Diluted Earnings Per 

Share is :                                                                                                                                                                                   

A.1.66                              B.1.86                           C. 1.80                                   D. None of these                                                                                            

#C — ₹1.80.                                                                                                                                                                      

Adjusted Net Profit for the current year (199.2+24-7.2) = ₹ 216 lakhs                                                              

No. of equity shares resulting from conversion of debentures: 20,00,000                                                               

Shares No. of equity shares used to compute diluted EPS:  (100,00,000 + 20,00,000) = 120,00,000 

Shares Diluted earnings per share: (216,00,000/120,00,000) = ₹1.80  

 19.During 2018, Avishkar Ltd. incurred costs to develop and produce a routine, low-risk computer 

software product, as follows: Completion of detailed program design   23,000 Cost incurred for 

coding and testing to establish technological feasibility  20,000 Other coding costs after 

establishing technological feasibility  39,000 Other testing costs after establishing technological 

feasibility   31,000  What amount should be capitalized as software cost?                                                           

A. 43,000                               B. 70,000                              C.23,000                                    D. 14,000                                                                                                                       

#B — ₹70,000.                                                                                                                                                                  

Costs incurred after establishing technological feasibility should be capitalized i.e. 

(39,000+31,000)=₹70,000 is to capilised and costs incurred before establishing technological 

feasibility is to be expensed as and when it is incurred.  



 

 

20.On 1st December, 2012, VC Ltd. undertook a contract to construct a building for 85 lakhs. On 

31st March, 2013 the company found that it had already spent  64,99,000 on the construction. 

Prudent estimate of additional cost for completion was 32,01,000. What is the additional provision 

for foreseeable loss, which must be made in the final accounts for the year ended 31st March, 

2013 as per provisions of AS-7 on ―Accounting for Construction Contracts.                                               

A.64,99,000                      B.32,01,000                         C. 3,96,000                      D. 8,04,000                                                                                      

#C. 3,96,000 

   

21.M Ltd., has equity capital of  40,00,000 consisting of fully paid equity shares of  10 each. The net 

profit for the year 2013-14 was  60,00,000. It has also issued 36,000, 10% convertible debentures 

of ` 50 each. Each debenture is convertible into five equity shares. The tax rate applicable is 30%. 

The diluted earnings is —                                                                                                                                                          

A. 61,26,000;                         B. 40,00,000;                                                                                                                              

C. 18,00,000;                          D. None of the above.                                                                                                                                 

# A. — ₹61,26,000.                                                                                                                                              

Computation of Diluted Earnings: 

 

 

22.X Ltd has Purchased Raw Material from ABC Ltd on 10-Jul-2016 by paying Sum of 2,40,000 for 

100 tonnes. The above paid sum includes 20% VAT also. Company takes VAT Credit on Inputs. The 

closing stock of Raw Material on 31-Mar-2017 is 8 tonnes. Then what is the value of Closing Stock?  

A.  16,000                                B. 20,000                                                                                                                                   

C. 14,000                                 D.19,200                                                                                                                                     

#A. — 16,000.                                                                                                                                                                      

Value of Closing Stock is —                                                                                                                                        

[(2,40,000 × 100 120)÷ 100]× 8 tonnes = 16,000.   

 



 

 

23.Good Wishes Ltd. has an asset, which is carried in the Balance Sheet on 31.3.2017 at                  ` 

4,000 lakh. As at that date value in use is  3,200 lakh. If the net selling price is 3,000 lakh, 

Impairment Loss of the asset as per AS-28 will be                                                                                                            

A. 800 lakh                         B. 4,000 lakh                                                                                                                                                             

C.  200 lakh                        D. None of the above                                                                                                                                               

#A —800 lakh                                                                                                                                                   

Recoverable amount is higher of value in use 3,200 lakh and net selling price 3,000 lakh.  Recoverable 

amount =3,200 lakh. Impairment loss is (4,000 - 3,200)Lakhs    = 800 Lakhs  

 24.Ind AS 112 — ―Disclosure of  Interests in Other Entities applies to an entity that has an 

interest in __________________.                                                                                                                                                     

A. Subsidiaries;                         B. Joint arrangements;                                                                                                                           

C. Associates;                            D. All of the above.                                                                                                          

#D — All of the above.                                                                                                                                                                

Ind AS 112 — ―Disclosure of Interests in Other Entities‖ shall be applied by an entity that has an 

interest in any of the following:                                                                                                                                        

(a) Subsidiaries; (b) joint arrangements (i.e. joint operations or joint ventures);  (c) associates;  (d) 

Unconsolidated structured entities.   

25. AS per Ind AS 7 __________ activities are the principal revenue-producing activities.                             

A. Operating                         B. Financing                                                                                                                                   

C. Investing                           D. None of the above                                                                                                                  

#A — Operating Activity                                                                                                                                                         

As per Ind AS 7 Operating activities are the principal revenue-producing activities.   

 26.High-Rise Construction Ltd. undertook a contract on 1st January, 2018 to construct a building 

for   84 lakhs. The company found on 31st March, 2018 that it had already spent  58,50,000 on the 

construction. Prudent estimate of additional cost for completion was 31,50,000. Contract Value to 

be recognized as turnover in the final accounts for the year ended 31st March, 2018 as per AS 7 

(revised) will be:                                                                                                                                                                               

A. 84 lakhs                         B.10 lakhs                     C.54,60 lakhs                      D. None of these                              

# C. — 54.60 lakhs.                                                                                                                                                     

Contract work in progress (58,50,000/90,00,000 ) × 100 = 65%. Proportion of total contract value to 

be recognized as turnover  = 65% of 84,00,000 = 54,60,000.                                          

27. Ind AS 113 does not apply to which of the following                                                                                                          

A. Share-based payment transactions                                                                                                                                                 

B. Leasing transactions                                                                                                                                                              

C. Both (a) and (b)                                                                                                                                                                  

D. None of the above                                                                                                                                                              

#C — Both (a) and (b)                                                                                                                                                                    

Ind AS 113 does not apply to the measurement and disclosure requirements of the following:                     

(a) Share-based payment transactions;                                                                                                                            

(b) Leasing transactions;                                                                                                                                                        

(c) Measurements that have some similarities to fair value but are not fair value.   



 

 

28. Himmat Ltd., has equity capital of  50,00,000 consisting of fully paid equity shares of   10 each. 

The net profit for the year 2016-17 was 75,00,000. It has also issued 48,000, 10% convertible 

debentures of  100 each. Each debenture is convertible into five equity shares. The tax rate 

applicable is 30%. The diluted earnings is —                                                                                                                  

A. 78,36,000;                                                                                                                                                           

B.50,00,000;                                                                                                                                                                 

C.7,50,000;                                                                                                                                                                              

D. None of the above.                                                                                                                                                                            

#A. — 78,36,000.                                                                                                                                                

Computation of Diluted Earnings: 

 

29.At the time of absorption of B Ltd. by A Ltd., trade receivable of both companies shown in their 

Balance Sheets were 35 Lakhs and  18 Lakhs. On that date trade payable of B Ltd. includes payable 

to A Ltd. 4.5 Lakhs. After absorption, the amount of trade receivables will be shown in the A Ltd.'s 

Balance Sheet as                                                                                                                                                                 

A. 35 Lakhs                                                                                                                                                                                              

B. 53 Lakhs                                                                                                                                                                                             

C. 48.50 Lakhs                                                                                                                                                                        

D. 44 Lakhs                                                                                                                                                                                      

#C —   48.50 Lakhs                                                                                                                                                             

35 Lakhs + 18 Lakhs – 4.50 Lakhs = 48.50 Lakhs.                                                                                                          

30.

#D — P and N are reportable segments.                                                                                                                                       

According to AS-17 "Segment Reporting", segment Assets do not include income tax assets. 

Therefore, the revised total assets are 176 lakh [200 lakh - (10+8+6)]                                                                        

Segment M holds total assets of  10 lakh (20-10)                                                                                                                  

Segment N holds total assets of   52 lakh (60-8)                                                                                                           

Segment P holds total assets of  114 lakh (120-6)                                                                                                    

Thus P and N hold more than 10% of total assets and hence P and N are reportable segments.  



 

 

31. Ind AS 32 provides rules for classification of a financial instrument into the following:                                  

(a) Financial asset, Financial liability & Equity instrument;                                                                                          

(b) Financial lease, Financial liability & Equity instrument;                                                                                       

(c) Financial asset, Non-financial Liability & Equity instrument;                                                                                    

(d) None of the above.                                                                                [Need not give any explanation] 

#A — Financial asset, Financial liability & Equity instrument           

32.A Ltd. acquires 100% of B Ltd. for 4,80,000. Fair Value (FV) of B‘s net assets at time of 

acquisition amounts  4,00,000. Goodwill is ____________                                                                                                          

(a) 4,00,000                  (b) 4,80,000                                                                                                                                                

(c) 80,000                      (d) None of the above                                                                                                                                                           

#C — 80,000                                                                                                                                                              

Purchase consideration  4,80,000  FV of Net Assets  4,00,000                                                                                           

Goodwill = Consideration – Net Assets =  (4,80,000 – 4,00,000) =  80,000                                                                    

33. 44.Parthan Ltd. reports quarterly and estimates an annual income of 200 crores.                              

Assume Tax rates on first 100 crores at 30% and on the balance income at 40%.                                                                                       

The estimated quarterly incomes are 15 crores, 50 crores, 75 crores and 60 crores respectively.                                                                                      

The Tax expenses to be recognized in the last quarter as per AS-25 is                                                                                                                                         

A. 24 crores                                                                                                                                                                                 

B. 21 crores                                                                                                                                                                                                

C. 19 crores                                                                                                                                                                             

D. Insufficient Information                                                                                                                                                                      

#B.  21 lakhs.                                                                                                                                                                                          

Tax Expenses : 30% on 100 Crores = 30 Crores.                                                                                                            

40% on remaining 100 Crores =40 Crores.                                                                                                                  

Total Tax = (30 + 40) =70 Crores.                                                                                                                              

Weighted average Annual Income Tax Rate [70 ÷ 200] = 35%                                                                                         

Tax expenses to be recognized in last quarter: 35% on  60 Crores = 21 Crores.                                           

34.

#A.  4,000 (goodwill)  

 



 

 

35.G Ltd. takes over P Ltd. on 31.03.2016 There is Export Profit Reserve of  15,000 in the Balance 

Sheet of P Ltd. which is to be maintained for two more years. The journal entry will be :                                                           

A. Statutory Reserves A/c debit , to Amalgamation Adjustment A/c                                                                                   

B. Amalgamation Adjustment A/c debit , to Statutory Reserves A/c                                                                                  

C. General Reserves A/c debit, to Amalgamation Adjustment A/c                                                                                 

D. None of the above.                                                                                                                                                      

# B.  Amalgamation Adjustment A/c debit , to Statutory Reserves A/c                                                                                        

The entry will be —                                                                                                                                                        

Amalgamation Adjustment A/c Dr.     15,000                                                                                                                                  

To  Statutory Reserve A/c                                     15,000  

36.Super Profit (Computed) :                                        9,00,000                                                                                  

Normal rate of return :                                                      12%                                                                                       

Present value of annuity of ₹1 for 4 years @ 12% : 3.0374                                                                                 

Value of Goodwill is —                                                                                                                                                                        

A. 2,96,306                      B. 1,08,000                       C.27,33,660                        D.Non of the above              

# C. 27,33,660                                                                                                                                                                

Value of goodwill = Super profit × P.V of Annuity of  ₹1for 4 years @ 12%                                                                         

= 9,00,000 × 3.0374 = 27,33,660. 

37.On 1st April, 2015 Good Morning Ltd. offered 100 shares to each of its 500 employees at `50 per 

share. The employees are given a month to decide whether or not to accept the offer. The shares 

issued under the plan (ESPP) shall be subject to lock-in on transfers for three years from grant 

date. The market price of shares of the company on the grant dated is ₹60 per share. Due to post-

vesting restrictions on transfer, the fair value of shares issued under the plan is estimated at ₹56 

per share. On 30th April, 2015, 400 employees accepted the offer and paid ₹30 per share 

purchased. Normal value of each share is ₹10.                                                                                                                                          

Compute the expenses to be recognized in 2014-2015.                                                                                                     

A.6.00                                    B.2,40,000                                C. 56                                   D.50                                                      

# B. 2,40,000                                                                                                                                                                      

Fair value of an ESPP = 56-50= 6.00                                                                                                                                                            

Number of shares issued = 400 employees X 100 shares / employee = 40,000 shares                                      

Fair value of ESPP which will be recognized as expenses in the year 2014-2015                                                                  

= 40,000 shares X 6 =2,40,000                                                                                                                                            

Vesting period = 1 month  Expenses recognized in 2014-2015 = 2,40,000 

38.X Ltd. holds 69% of Y Ltd.,                                                                                                                                                 

Y Ltd. holds 51% of W Ltd.,                                                                                                                                                       

Z Ltd. holds 49% of W. Ltd.                                                                                                                                                         

As per AS 18, Related Parties are :                                                                                                                                                                           

A.  X Ltd., Y Ltd. & W Ltd;         B.  X Ltd. & Z Ltd;                                                                                                            

C.  Y Ltd. & Z Ltd;                        D.  X Ltd. & Y Ltd. only.                                                                                                                                                                           

#A. X Ltd., Y Ltd. & W Ltd.                                                                                                                                                                

X Ltd., YLtd. & W Ltd. are related to each other. Z Ltd. & W Ltd. are related to each other by virtue of 

Associate relationship. However, neither X Ltd. nor Y Ltd. is related to Z Ltd. and vice versa. 



 

 

39.ABC Ltd. has paid an advance tax of  6,40,000 during the current year. Out of this paid tax,  

40,000 is paid for tax on LTCG (Long term capital gains) Under which activity the above LTCG tax is 

categorized in cash flow statement as per Ind AS 7?                                                                                                 

A. Operating Activity                                                                                                                                                                                

B. Financing Activity                                                                                                                                                                   

C. Investing Activity                                                                                                                                                                     

D. None of the above.                                                                                                                                                               

#C. Investing Activity                                                                                                                                                    

Cash Flows arising from taxes on income should be classified as cash flows from operating activities 

unless they can be specifically identifies with financing and investing activities. In the present case 

the amount of tax paid as LTCG is thus to be classified as cash flow from investing activities.                               

40.

A. 2,85,000                               B.65,000                            C.2,00,000                          D.85,000.                                                                                           

#B: ₹65,000.

 

41.Mitali Ltd. presents interim financial report quarterly. On 1-4-2015. Mitali Ltd. has carried 

forward loss of ₹400 lakhs for income-tax purpose for which deferred tax asset has not been 

recognized. The Mitali Ltd. earns ₹ 500 lakhs in each for quarter ending on 30-6-2015,30-92015,  

31-12-2015 and 31-3-2016 excluding the loss carried forward. Income-tax rate is expected to be 

40% Calculate the amount of tax expense to be reported in each quarter.                                                                                                  

A.  ₹500                                B. ₹640                                C. ₹160                             D.  ₹1,600                                            

#C: ₹160                                                                                                                                                                          

The estimated payment of the annual tax on 2,000 lakhs earnings for the current year.                    

(2,000 lakhs - 400 lakhs) = 1,600 lakhs                                                                                                                                                                                   

1,600 × 40/100 = 640 lakhs.                                                                                                                              

Average annual effective tax rate = (640/2,000) × 100 = 32%                                                                                                     

Tax expense to be shown each quarter will be 500 × 32/100 = 160 lakhs. 



 

 

42.UV Ltd. had 20,00,000 equity shares outstanding as on 1-1-2014. On 1-10-2014 it issued 2 

equity shares bonus for each share outstanding on 30-9-2014. Net profit for 2013 was                        

18,00,000, net profit for 2014 was 60,00,000. Calculate Basic EPS 2014 and adjusted EPS for 2013. 

A. ₹1.00, ₹0.30                                                                                                                                                                      

B. ₹0.30, ₹1.00                                                                                                                                                                                                                 

C. ₹1.30, ₹2.00                                                                                                                                                                       

D. None of the above                                                                                                                                                             

#A: ₹1.00, ₹0.30

 

43.From the following information determine the amount of unrealized profit to be eliminated. 

Om Ltd. holds 80% Equity shares of Shanti Ltd.                                                                                                         

— Om Ltd. sold goods costing 60,00,000 to Shanti Ltd. at a profit of 25% on Cost Price.                                         

Entire stock were lying unsold as on the date of Balance Sheet.                                                                                      

A.15,00,000                        B.60,00,000                                                                                                                                

C. 12,00,000                       D. None of the above                                                                                                                 

#A. 15,00,000

 

44.X Ltd Acquired, Y Ltd by paying the Purchase consideration of 2000 lakhs.   The fair market 

value of assets of Y Ltd 1280 lakhs. Compute the value of Good will or Capital Reserve value                                                                                                                                                                         

A. Goodwill 400 Lakhs  & Capital Reserve 320Lakhs                                                                                       

B. Goodwill 720  Lakhs & Capital Reserve 0                                                                                                            

C. Goodwill 680 Lakhs  & Capital Reserve 40 Lakhs                                                                                               

D. Goodwill 700 Lakhs  & Capital Reserve 20Lakhs                                                                                                             

#B. Goodwill 720  Lakhs & Capital Reserve 0                                                                                               

Computation of Goodwill = (2,000 – 1,280) Lakhs = 720 Lakhs 

 



 

 

45.WEALTH Ltd. aquired 75,000 shares of SILVER Ltd. on August 1, 2014. The Equity Capital of 

Silver Ltd. is  10 lakh of  10 per share. The machinery of Silver Ltd. is revalued upwards by 2,00,000. 

The minority group interest shown in the Consolidated Balance Sheet as at March 31, 2015 was                     

A. 3,00,000                        B.2,00,000                       C.50,000                          D. None of (A), (B) and (C)                                                                             

#A. — 3,00,000  

  

46.Fast Ltd. has an asset, which is carried in the Balance Sheet on 31.3.2014 at 1,200 lakh.                  

As at that date value in use is  900 lakh. If the net selling price is  850 lakh,                                                             

recoverable amount of the Asset as per AS-28 will be:                                                                                                    

A.  850 lakh                     B. 900 lakh                         C. 300 lakh                       D. None of the above                        

# B — 900 lakh.                                                                                                                                                         

Recoverable amount is higher of Value in use `900 lakh and net selling price 850 lakh.                                      

Recoverable amount = 900 lakh.  

47.  Choose the most appropriate answer from the four alternatives given: 

(i)  A firm values goodwill under 'Capitalisation of Profits' method. Average profit of the firm for 

past 4 years has been determined at 1,00,000 (before tax). Capital employed in the business is 

4,80,000 and its normal rate of return is 12%. Tax rate is 28% on average. Value of Goodwill based 

on capitalisation of average profit will be:                                                                                                                         

(A)1,20,000                             (B) 6,00,000                                                                                                                              

(C) 5,00,000                            (D) 4,80,000  

(ii) Biomed International Ltd. is developing a new production process. During the financial year 

ending 31st Match, 2017, the total expenditure incurred was 50 lakhs. This process met the criteria 

for recognition as an intangible asset on 1st December, 2016. Expenditure incurred till this date 

was 22 lakhs. Further expenditure incurred on the process for the financial year ending 31st 

March, 2018 was 80 lakhs. As at 31st March, 2018, the recoverable amount of knowhow embodied 

in the process is estimated to be 72 lakhs. This includes estimates of future cash outflows as well 

as inflows. The amount of impairment loss for the year ended 31st March, 2018 is                                                       

(A)80 lakhs                     (B) 36 lakhs                                                                                                                                     

(C)28 lakhs                     (D)72 lakhs  

(iii) AB Ltd. holds 20% share of CD Ltd. at a cost of 10 Lakh as on 31.3.2018. The Reserves and 

Surplus of CD Ltd. on that date was  25 Lakh. For the year ended 31.3.2018 CD Ltd. made a profit of 

2,00,000 and distributed  1,00,000 as Dividend. The value of Investment of AB Ltd in CD Ltd as at 

31.3.2018 will be shown as                                                                                                                                                   

(A) 10 lakhs                         (B)15.40 lakhs                                                                                                                  

(C)15.20 lakhs                     (D)15.60 lakhs   



 

 

(iv) The following data apply to 'X' Ltd.'s defined benefit pension plan for the year ended 31.03.18:                          

• Benefits paid                                                                                                      200000                                                                    

• Employer contribution                                                                                     280000                                                               

• Fair market value of plan assets on 31.03.18                                             1140000                                                                                   

• Fair market value of plan assets as on 31.03.17                                        8,00,000                               

The amount of actual return of plan assets is                                                                                                                                     

(A)2,80,000                                                                                                                                                                          

(B) 2,60,000                                                                                                                                                                

(C)2,00,000                                                                                                                                                                              

(D) 4,60,000  

(v) On 1st December, 2017, Gruh Construction Company Limited undertook a contract to construct 

a building for 108 lakhs. On 31st March, 2018 the company found that it had already spent 83.99 

lakhs on the construction. A prudent estimate of additional cost for completion was 36.01 lakhs. 

The amount of the provision for foreseeable loss, which must be made in the Final Accounts for 

the year ended 31st March, 2018 based on AS 7 "Accounting for Construction Contracts" is                     

(A) 13.01 lakhs                                                                                                                                                                   

(B) 120.00 lakhs                                                                                                                                                                 

(C) 12.00 lakhs                                                                                                                                                           

(D)36.01 lakhs  

(vi) ABC Ltd. has equity capital of 40,00,000 consisting of fully paid equity shares of 10 each. The 

net profit for the year 2017-18 was 60,00,000. It has also issued 36,000, 10% convertible 

debentures of 50 each. Each debenture is convertible into five equity shares. The tax rate 

applicable is 30%. The diluted earnings of 2017-18 are                                                                                            

(A)  61,80,000                                                                                                                                                                 

(B)  61,26,000                                                                                                                                                                   

(C) 60,00,000                                                                                                                                                          

(D)62,34,000  

(vii)A Company takes a Machinery on lease for a term of 6 years at a lease rent of 4,00,000 p.a. 

payable at end of each year with guaranteed and unguaranteed residual value of    3,00,000. The 

gross investment will be                                                                                                                                                 

(A) 24,00,000                                                                                                                                                                      

(B)7,00,000                                                                                                                                                                           

(C) 1,00,000                                                                                                                                                                      

(D) 27,00,000  

(viii)On 1, April, 2017 Mark Ltd. acquired Mask Ltd. by using swap ratio based on EPS of two 

companies. The Earnings after Tax of 2016-17 of Mark Ltd. was 2,000 lakh and that of Mask Ltd. 

was  800 lakh. What is the EPS after merger if shares outstanding were 200 lakhs and 100 lakhs for 

Mark Ltd. and Mask Ltd. respectively?                                                                                                                           

(A) 10                                (B) 9.33                                                                                                                                          

(C)  6.67                           (D) None of the above  

 



 

 

(ix)  A factory started activities on 1st April.                                                                                                                

• Raw materials purchased during April = 80000 kgs. at 12 (out of which Excise duty = 2 per kg.). 

Stock on hand as on 30th April = 5000 kgs.                                                                                                                       

• Production during April = 14000 units (of which 10000 units were sold). In addition to the 

production, 1000 units were lying as WIP on 30th April (100% complete as to Materials and 60% 

complete as to conversion).                                                                                                                                               

• Wages and Production Overheads = 30 per completed unit.                                                                                   

• Selling Price = 110 per unit (of which Excise Duty is  10 per unit)                                                                  

Value of closing stock on 30th April will be                                                                                                                 

(A) 3,60,000                                                                                                                                                                      

(B) 4,10,000                                                                                                                                             

(C)4,78,000                                                                                                                                                          

(D)4,28,000  

(x)  Kaa Ltd. absorbs Baa Ltd. and shares are issued by Kaa Ltd. using swap ratio 3:7. The face value 

of each share is  10 for both the companies. The intrinsic value of each shares of Kaa Ltd. is  14. 

Total purchase consideration is equal to                                                                                                                        

(A) 4,20,000                                                                                                                                                                        

(B) 6,82,000                                                                                                                                                                          

(C) 3,78,000                                                                                                                                                                         

(D) 2,70,000  

 

 Answer:  

(i)  (A)  Profits after Taxes = ( 1,00,000 - 28% of 1,00,000) = 72,000                                                   

Capitalisation of Profits = 72,000/0.12 = 6,00,000                                                                                                  

Therefore,  Goodwill =  6,00,000 - 4,80,000 = 1,20,000  

 

(ii)  (B) Calculation of Cost capitalized till 31st March 2018                                                                                      

Cost Capitalised till 31st March 2017                                                                                                                                                

= Total Expenditure till 31st March,2017 — Expenses incurred till recognition criteria is met                                    

= 50 Lakhs - 22 Lakhs =28 Lakhs                                                                                                                                           

Expenditure incurred in Financial year 2017-2018 = 80 Lakhs                                                                                  

Cost Capitalised till 31st March,2018    = 800 Lakhs + 28 Lakhs =108 Lakhs                                           

Impairment Loss = Carrying amount as on 31st March 2018 – Recoverable Amount                                    

= 108 Lakhs - 72 Lakhs = 36 Lakhs.  

 

(iii)  (C)  Calculation of amount to be Capitalised Value of Investment                                                                                  

= Cost of Investment + Proportionate share in Reserve & Surplus                                                                                

= 10,00,000 + 20% of (25,00,000 + 2,00,000 - 1,00,000)                                                                                           

= 10,00,000 + 20% of (26,00,000) = 10,00,000 +5,20,000                                                                                                 

= 15,20,000   



 

 

 

 

48.  Choose the most appropriate one from given four alternatives                                                        

(i)  On 1, April, 2017, H Ltd. acquired 120000 shares out of 150000 equity shares of 10 each of S 

Ltd. at 16,30,000. On that date balance of General Reserve; Capital Reserve; and Preliminary 

Expenses in S Ltd. were  2,42,000; 3,20,000; and  70,000 respectively. The amount of cost of 

control will be                                                                                                                                                                               

(A) Capital Reserve 19,600                          (B) Capital Reserve  3,62,000                                                             

(C) Capital Reserve 2,89,600                      (D) Goodwill 36,400 



 

 

(ii) A company undertook to pay contract for a building for 90 lakhs. As on 31.03.2017, it incurred a 

cost of 15 lakhs and expects that there will be 68 lakhs more for completing the building. It has 

received 12 lakhs as progress payment. What is the degree of completion?                                                  

(A) 16.67%                  (B) 22.06%                     (C) 18-07%               (D) 14-46%  

(iii) Shiva Ltd. has obtained an institutional loan of 60 Crores for machinery on 01.06.2016. The 

machinery installed on 1st February, 2017 with cost of 52 Crores and balance loan has been 

utilized for working capital. Interest on above loan is @ 11% per annum. As per AS-16 the amount 

of interest to be capitalized for the year ended 31st March, 2017 will be                                              

(A) 4.7667 Crores                 (B) 3.8133 Crores                        (C) 5.50 Crores                  (D) 4.40 Crores 

(iv) Chandra Ltd. purchased a machinery on 01.04.2013 for 35 Lakhs. Written down value of the 

machinery as on 31st March, 2017 is 18.27 Lakhs. The recoverable amount of the machinery is 

12.45 Lakhs. The impairment loss as per AS-28 will be                                                                                            

(A) 16.73 Lakhs                  (B) 22.55 Lakhs                     (C)5.82 Lakhs                       (D)4.28 Lakhs 

(v) Kovid Ltd. agreed to absorb Shiva Ltd. Shiva Ltd. has been issued 120000 Equity Shares of 10 

which having intrinsic value of 32 each. If intrinsic value of Kovid Ltd.'s equity share is 64 each, 

then how many equity shares should be issued by Kovid Ltd. to Shiva Ltd. to meet out the 

purchase consideration?                                                                                                                                                 

(A) 240000                      (B) 120000                        (C) 18750                           (D) 60000 

(vi) At the time of absorption of B Ltd. by A Ltd., 9% debenture-holders of 480,00,000 of  100 each 

in B Ltd. are to be paid off at 10% premium by 8% debentures in A Ltd. issued at a premium of 

20%. How many debentures of 100 each are to be issued by A Ltd?                                                               

(A) 480000                         (B) 440000                    (C) 528000                           (D) 400000 

(vii) Patel Ltd. purchases 75% shares out of 60000 Equity Shares of  10 each in Chandu Ltd. at 

7,95,000. On that date balance of Capital Reserve; Securities Premium; General Reserve and 

Discount on issue of Debentures were 69,000; 1,20,000;  2,15,000; and 40,000 respectively. The 

amount of minority interest will be                                                                                                                               

(A) 2,51,000                    (B)  2,41,000                       (C)  1,98,750                      (D) 1,95,000 

(viii) On the year ended 31st March, 2017, a Non-Banking Financial Company (NBFC) had following 

advances:                                                           

                                                                    
The amount of provision which must be made against the advances will be:-                                                 

(A) 403 Lakhs                      (B) 159 Lakhs                                 (C)163 Lakhs                         (D)181 Lakhs 

(ix) Capital Employed is 255 Lakhs; Annual average profits are 57 Lakhs; Normal rate of return is 

12%. The value of goodwill on the basis of Capitalization of super profits will be                                                    

(A) 220 Lakhs                         (B) 475 Lakhs                       (C) 6.84 Lakhs                 (D) 26.40 Lakhs 



 

 

(x)  Which of the following is constituted under Article 266(2) of the Constitution of India?                        

(A) Contingency funds of India                       (B) Consolidated funds of India                                                       

(C) Public Accounts of India                            (D) All of the above  

 Answer:                

  

(ix) (A)   Super profit = Average profit - (Capital Employed × Normal Rate of Return)                                     

=  57 Lakhs – (255 Lakhs × 12%)                                                                                                                                     

= 57 Lakhs –  30.60 Lakhs                                                                                                                                          

=  26.40 Lakhs                                                                                                                                                                    

Goodwill  = 
26.4

12%
 = 220 lakhs  

(x) (C) Public Accounts of India  

49. (a)  Choose the most appropriate answer from the four alternatives given :  

 (i) Vini Ltd. has an asset, which was purchased on 01.04.2016 at Rs. 1,000 lakhs and estimated 

salvage value was Rs.100 lakhs.  The life of the asset is 5 years.  The Company applies straight line 

method for depreciation.  As at 31.03.2018 value in use is Rs.400 lakhs and the net selling price is 

Rs.375 lakhs.  The amount of impairment loss for 2017 – 2018 is                                                                          

(A) Rs.420 lakhs                (B) Rs.200 lakhs                      (C) Rs. 240 lakhs                        (D) Rs. 265 lakhs  



 

 

(ii) XYZ Ltd. obtained a Loan from a Bank for Rs.240 lakhs on 30.04.2016.  It was utilized for 

construction of a shed Rs.120 lakhs, Purchase of Machinery Rs.80 lakhs, Working Capital Rs.40 

lakhs.  Construction of shed was completed in March, 2018.  The machinery was installed on the 

same date.  Total interest charged by the Bank for the year ended 31.03.2018 was Rs. 36 lakhs.  As 

per AS- 16, interest to be debited to Profit & Loss Account will be                                                                          

(A) Rs.36 lakhs                  (B) Rs. 18 lakhs                  (C) Rs.  9 lakhs                    (D) None of the above  

(iii) As per Ind. As breach of a long-term loan covenant will lead to classification of loan as a 

liability payable on demand and classification in the financial statement to be made accordingly as 

required in the book of borrower when                                                                                                                  

(A) such breach occurs after the ends of the financial year and there is no subsequent agreement 

between borrower and lender.                                                                                                                                 

(B)   such breach occurs after the end of the financial year and before the issue of the financial 

statement.                                                                                                                                                                        

(C)  such breach occurs before the end of the financial year and there is an agreement between 

lender and borrower after the end of the financial year  and before the issue of financial 

statement to the effect that lender shall not demand the payment.                                                                       

(D)  such breach occurs after the end of the financial year and the lender has sent a demand after 

requesting immediate payment before the issue of the financial statement. 

(iv) M/s. Power Track Ltd. purchased a plant for US $ 50,000 on 3st October, 2017 payable after 6 

months.  The company entered into a forward contract for 6 months @ Rs.64.25 per Dollar.  On 

31st October, 2017 the exchange rate was Rs.61.50 per Dollar.  The profit or loss on forward 

contract for the year ended 31st March, 2018 is                                                                                                     

(A) Rs.1,37,500                    (B) Rs.1,14,583                                                                                                                             

(C) Rs.  1,14,538                  (D) None of the above. 

(v) RAJASTHANI Co-operative Society Ltd. has borrowed a sum of US $ 12.50 million at the 

commencement of the Financial year 2017-2018 for the solar energy project at LIBOR (London 

Interbank Offered Rate of 1%) + 4%.  The interest is payable at the end of the respective financial 

year.  The loan was availed at the then rate of Rs.45 to US dollar while the rate as on 31st March, 

2018 is Rs.48 to the US dollar.  Had RAJASTHANI Co-operative Society Ltd. borrowed the Rupee 

equivalent in India, the interest would have been 11%.  ‘Borrowing Cost’ and exchange difference 

will be                                                                                                                                                                                 

(A) Rs.61,87,500,  Rs.5,62,500                                                                                                                                     

(B) Rs.67,50,000, Rs.5,62,500                                                                                                                                        

(C) Rs.37,50,000, Rs. 5,62,500                                                                                                                                     

(D) None of the above.  

(vi) Accounting profit Rs.15,00,000, Book profit as per MAT Rs.8,75,000, Profit as per Income-Tax 

Act Rs.1,50,000, Tax rate 30%, MAT rate 7.50%.  The deferred tax asset/liability as per AS- 22 and 

amount of tax to be debited to Profit and Loss Account for the year ended 31.03.2018 are                                

(A) Rs.4,95,000,  Rs.5,15,625                                                                                                                                                  

(B) Rs.4,05,000, Rs.4,70,625                                                                                                                                        

(C) Rs.4,05,000, Rs. 5,15,625                                                                                                                                                     

(D) None of the above. 



 

 

(vii) TULSIAN Ltd. has initiated a lease for 3 years in respect of a machinery costing Rs.6,00,000 

with expected useful life of 5 years. Machinery would revert to TULSIAN Ltd. under the lease 

agreement. The unguaranteed residual value of the machinery after the expiry of the lease term is 

estimated at Rs.80,000.  The implicit rate of interest is 8%.  The annual payments have been 

determined in such a way that the present value of the lease payment plus the residual value is 

equal to the cost of machinery.  Annual lease payments are made at the end of each accounting 

year (PV of Rs.1 @ 8% for 3 years is 0.9259, 0.8573, 0.7938 respectively).  The unearned finance 

income is                                                                                                                                                                           

(A) Rs.24,558                         (B) Rs.2,08,186                                                                                                                        

(C) Rs.1,04,558                      (D) None of the above  

(viii) X Ltd. holds 51% of Y Ltd., Y Ltd. holds 51% of W Ltd., Z Ltd. holds 49% of W Ltd.  The related 

Parties as per AS- 18 are                                                                                                                                               

(A) Z Ltd. and W Ltd.                  (B) Z Ltd. and X Ltd.                                                                                                  

(C) Z Ltd. and Y Ltd.                    (D) None of the above.  

(ix) A firm values goodwill under ‘Capitalization of profits’ method.  Its average profits for past 4 

years has been determined at Rs.72,000.  Net assets and capital employed in the business is 

Rs.4,80,000 and Rs.5,00,000 respectively and its normal rate of return is 12%.  Value of Goodwill 

based on capitalization of profit will be                                                                                                                     

(A) Rs.1,60,000                   (B) Rs.1,32,000                                                                                                           

(C) Rs.1,20,000                         (D) Rs.1,00,000  

(x) X Ltd. acquired 150000 shares of Y Ltd. on August, 2016.  The Enquiry Capital of Y Ltd. is Rs.20 

lakh of Rs.10 per share.  The machinery of Y Ltd. is revalued upwards by Rs.4,00,000.  The minority 

group interest shown in the consolidated Balance Sheet as on March 31, 2017 was                                      

(A) Rs.6,00,000                     (B) Rs.4,00,000                                                                                                                           

(C) Rs.1,00,000                     (D) None of the above  

 

 Answer :  

(i) (C) Explanation :                                                                                                                                            

Recoverable amount is higher of value in use Rs. 400 lakhs and net selling price Rs. 375 lakhs. 

Recoverable amount = Rs. 400 lakhs                                                                                                                    

Impairment loss = Carried Amount – Recoverable amount.                                                                                     

Carried amount or book value as on 31.03.2018                                                                                              

Depreciation for two years = Rs. (1000 – 100) lakhs/ 5*2 = Rs. 360 lakhs                                                       

Carried amount = Rs. (1000-360) lakhs = Rs. 640 lakhs.                                                                      

Therefore, Impairment loss = Rs. (640-400) lakhs = Rs. 240 lakhs.  

(ii) (B) Explanation : Qualifying Asset as per AS16 = Rs. 120 lakhs (construction of a shed) Borrowing 

cost to be capitalized = 36 x 120/240 = Rs. 18 lakhs                                                                                             

Interest to be debited to Profit or Loss Account = Rs. (36 – 18) lakhs = Rs. 18 lakhs  

 



 

 

(iii) (C) Explanation : The requirement of classification of loan as payable on demand arises only when 

there is breach of loan covenant and due to such breach the loan become payable on demand.  When 

such a breach occurs before the end of financial of reporting, the loan is required to be classified as 

loan payable on demand in the financial statements.  Thus, options (A), (B)and (D) are not applicable.  

Furthermore, Ind AS 1 provides when as a result of breach of loan agreement if the loan becomes 

payable on demand, such obligation shall be classified as “Current”, even if :  Lender agrees between 

Balance Sheet date and date of authorization not to demand such loan on account of breach.  

(iv) (C) Loss for 5 months (1st November, 2017 to 31st March, 2018)                                                                       

= ($ 50,000 x Rs.64.25 - Rs.61.50) x 5/6 = Rs.1,14,583.  

 

 

(viii) (A) Z Ltd. & W Ltd. are related to each other by virtue of Associate relationship.  

(ix) (C) or (D)                                                              

 



 

 

 

 

50.  Choose the most appropriate answer from the four alternatives given:  

(i)Jaggu Ltd. obtained a contract for a construction of a building for 95 Lakhs. As on 31st March 17, 

it incurred a cost of 22 Lakhs and expected that there will be 58 Lakhs more needed for completing 

the building. It has received 18 Lakhs as progress payment. Degree of completion will be                                                       

(A) 23.16%                    (B) 27.5%                                                                                                                                      

(C) 22.5%                      (D) 84.21%  

 (ii)  In case of amalgamation in the nature of purchase, Fixed Assets; Current Assets; Total Debts; 

Debit balance of Profit and Loss A/c and Purchase Consideration are 25,60,000; 12,50,000; 

11,30,000; 2,20,000; and 24,00,000 respectively. The amount of Capital Reserve of Goodwill will be 

(A) Goodwill 60,000                                                                                                                                                              

(B) Goodwill 2,80,000                                                                                                                                                       

(C) Capital Reserve 60,000                                                                                                                                              

(D) Capital Reserve 1,60,000  

 (iii) Chandra Ltd. acquired a machine for 65 Lakhs on 1st July, 2014. It has a life of 5 years with a 

salvage value of 7 Lakhs. As on 31st March, 2017, if present value of future cash flows is 28 Lakhs 

and net selling price is 25 Lakhs, impairment loss will be                                                                                    

(A)3 Lakhs                           (B) 30 Lakhs                                                                                                                                                 

(C) 18.15 Lakhs                  (D) 5.10 Lakhs  

(iv) Roshan Ltd. agreed to absorb Richa Ltd. For this purpose Richa Ltd's 5000, 9% Preference 

shares are valued at  124.50 each and 65,000 Equity shares are valued at 32 each. If Roshan Ltd. 

discharged purchase consideration by issuing its Equity shares of  10 each which is having intrinsic 

value of  46 each. No. of Equity shares issued by Roshan Ltd. to Richa Ltd. will be                                         

(A) 45214                        (B) 270250                                                                                                                                    

(C) 58750                        (D) 70000  

(v) At the time of absorption of B Ltd. by A Ltd., trade receivable of both companies shown in their 

Balance Sheets were  35 Lakhs and  18 Lakhs. On that date trade payable of B Ltd. includes payable 

to A Ltd. 4.5 Lakhs. After absorption, the amount of trade receivables will be shown in the A Ltd.'s 

Balance Sheet as                                                                                                                                                            

(A)35 Lakhs                                                                                                                                                                 

(B) 53 Lakhs                                                                                                                                                                         

(C) 48.50 Lakhs                                                                                                                                                                 

(D) 44 Lakhs  



 

 

(vi) X Ltd. holds 69% of Y Ltd., Y Ltd. holds 51% of W Ltd., Z Ltd. holds 49% of W Ltd. As per AS 18 

related parties are:                                                                                                                                                       

(A) X Ltd., Y Ltd. & W Ltd.                                                                                                                                              

(B) X Ltd. & Z Ltd.                                                                                                                                                              

(C) Y Ltd. & Z Ltd.                                                                                                                                                                  

(D) X Ltd. & Y Ltd.  

(vii)Peeru Ltd. acquired 80% Equity shares of Pimo Ltd. on 1st April, 2016. On 31st March, 2017, 

goods worth 65,000 purchased from Peeru Ltd., were included in stock of Pimo Ltd. Peeru Ltd. 

made a profit of 25% on cost. At the time of preparation of consolidated Balance Sheet the 

amount of unrealized profit on stock will be                                                                                                              

(A) 1,62,500                                                                                                                                                                          

(B) 21,667                                                                                                                                                                              

(C) 13,000                                                                                                                                                                           

(D) NIL  

(viii)Nikku Ltd. is a Non-banking finance company. It made a provision against the advances as on 

31st March, 2017 of 248 Lakhs. Out of its advances, Sub-standard assets, Doubtful up to one year 

and one to three years were 910 Lakhs; 150 Lakhs and 210 Lakhs respectively. The amount of 

Doubtful Assets more than three years will be                                                                                                                  

(A)1210 Lakhs                                                                                                                                                                      

(B) 121 Lakhs                                                                                                                                                                          

(C) 64 Lakhs                                                                                                                                                                       

(D) NIL  

(ix) In a company net assets available for share holders is 1450 Lakhs; Equity share capital 60 Lakhs 

shares of 10 each; An average dividend is 3.20 per equity share and normal rate of dividend for the 

company is 10%. The fair value of each share will be                                                                                               

(A) 32                                                                                                                                                                                        

(B) 24.17                                                                                                                                                                                  

(C) 27.81                                                                                                                                                                                   

(D)28.09  

(x) Members of Public Accounts Committee are elected by Lok Sabha and Rajya Sabha and 

comprise of not more than                                                                                                                                              

(A) 15 members of Lok Sabha and 7 members of Rajya Sabha.                                                                                  

(B) 22 members of Lok Sabha and 7 members of Rajya Sabha.                                                                                   

(C) 22 members of Lok Sabha and 15 members of Rajya Sabha.                                                                               

(D) No any limit.  

Answer:  (i) (B)  Degree of Completion

 

   



 

 

 

 

 

 

“BELIEVE IN YOURSELF,                                                 

TAKE ON YOUR CHALLENGES,                                     

DIG  DEEP  WITHIN YOURSELF  TO CONQUER  FEARS.                                                                 

NEVER LET ANYONE BRING YOU DOWN.    

YOU HAVE TO KEEP GOING”. 

  



 

 

          ACCOUNTING    STANDARDS 

#(b)₹231 Lakhs                                                                                                                                                             

Computation of value of closing stock Lower of Historical Cost and Net Realisable Value will be 

considered                =(78+43+23+87) lakhs         =231 lakhs 

2. Which of the following is/are the examples of cash flows arising from investing activities?                           

(a) cash payments to acquire equity or debt instruments of other entities and interests in joint 

ventures (other than payments for those instruments considered to be cash equivalents or those 

held for dealing or trading purposes);                                                                                                                            

(b) cash payments for futures contracts, forward contracts, option contracts and swap contracts 

except when the contracts are held for dealing or trading purposes, or the payments are classified 

as financing activities; and                                                                                                                                                   

(c) interest and dividends received (other than for a non-financial institution)                                                     

(d) All of the above                                                                                                                                                                    

# (d) All of the above 

3. Net Assets of the Transferor Company: 20 lakhs. If Purchase Consideration is  23 lakhs & 

amalgamation is in the nature of purchase, then                                                                                                   

(A) 3 lakhs will be treated as Capital Reserve                                                                                                                   

(B) 3 lakhs will be treated as Goodwill                                                                                                                               

(C) 20 lakhs will be treated as Capital Reserve and ` 3 lakhs will be Goodwill                                                              

(D) None of the above                                                                                                                                                      

# (b) 3 lakhs will be treated as Goodwill 

4.Which of the policy is/are not in accordance with AS15 policies for retirement benefits as under? 

(a) Contribution to pension fund is made based on actuarial valuation at the year end. In respect 

of employees who have opted for pension scheme.                                                                                                      

(b) Contribution to the gratuity fund is made based on actuarial valuation at the year end.                       

(c) Leave encashment is accounted for on “PAY-AS-YOU-GO” method.                                                                       

(d) None of the above                                                                                                                                                       

# (c) Leave encashment is accounted for on “PAY-AS-YOU-GO” method.                                                                                                                                                                        

As regard leave encashment, which is accounted for on PAY-AS-YOU-GO basis, it is not in accordance 

withAS-15. It should be accounted for on accrual basis. 



 

 

5. M Ltd. has taken the assets on lease from ABC Ltd. The following information is given below: 

Lease Term = 4 years                                                                                                                                                   

Fair value at inception of lease = 14,50,000                                                                                                                            

Lease Rent =5,00,000 p.a. at the end of year                                                                                                   

Guaranteed Residual Value =1,00,000                                                                                                                    

Expected Residual Value =2,00,000                                                                                                                       

Implicit Interest Rate = 14.97% The leased asset and liability should be recognized at -                                

(a)14,85,590                       (b)14,50,000                       (c)21,00,000                             (d) 20,00,000                        

# (b) 14,50,000                                                                                                                                                                        

Present value of minimum lease payment 

                                                              
Fair value at the inception of lease (14,50,000) is less than Present value of minimum lease payment 

(14,85,590) so the leased asset and liability should be recognized at  ₹14,50,000. 

6. What is the weighted avg. number of equity shares for the following situation prescribed under 

AS-20: Accounting year: 2016-17 01/04/2016  Balance   3600 equity shares 15/09/2016 Issued for 

Cash  1800 equity shares 01/02/2017 Buyback   120 equity shares                                                                           

(a) 4630                        (b) 4600                         (c) 5280                         (d) None of the above                               

#(a) 4630                                                                                                                                                                          

(3600 x 12/12) + (1800 x 7/12) - (120 x 2/12) i.e. 4630 shares 

7. On April 2016, J Ltd. bought a trademark from I Ltd. for  40 lakhs. J Ltd. retained an independent 

valuer, who estimated the trademark’s remaining life to be 20 years. Its unamortized cost on I ltd. 

records was 30 lakhs. J Ltd. decided to amortize the trademark over the maximum period allowed. 

In J Ltd.’s Balance Sheet as on 31st March 2017, what amount should be reported as accumulated 

amortization?                                                                                                                                                                       

(a) 1 lakhs                   (b)2 Lakhs                    (c) 1.5 lakhs                   (d) 4 lakhs                                                                          

#(d) 4 lakhs                                                                                                                                                                

As per para 23 of AS-26, intangible assets should be measured initially at cost therefore. J Ltd. should 

amortize the trademark at its cost of  40 lakhs. The unamortized cost on the seller’s books 30 lakhs is 

irrelevant to the buyer. Although the trademark has a remaining useful life of 20 years, intangible 

assets are generally amortized over a maximum period of 10 years as per AS-26. Therefore, the 

maximum amortization expense and accumulated amortization is 4 lakhs (40 lakhs/10). 

 8. An entity shall prepare its financial statements, except for________, using the accrual basis of 

accounting.                                                                                                                                                                          

(a) balance sheet                      (b) profit and loss                                                                                                     

(c) changes in equity                (d) cash flows                                                                                                                       

#(d) cash flows                                                                                                                                                                                                                                                                                                                            



 

 

9.

#(b)18,00,000                                                                                                                                                                

Tax as per accounting profit: 50,00,000 x 30% = 15,00,000                                                                                           

Tax as per Income Tax profit: 5,00,000 x 30% = 1,50,000                                                                                                   

Tax as per MAT: 45,00,000 x 10% = 4,50,000                                                                                                              

Tax expense = Current tax + Deferred tax                                                                                                                                   

15,00,000 = 1,50,000 + Deferred tax                                                                                                                                                             

Therefore, Deferred Tax Liability as on 31.3.2015                                                                                                                

= 15,00,000 – 1,50,000 = 13,50,000.                                                                                                                      

Amount of tax to be debited in Profit and Loss Account for the year 31.03.2015:                                                             

= Current tax + Deferred tax liability + Excess of MAT over current tax                                                                                                       

= 1,50,000 + 13,50,000 + (4,50,000 – 1,50,000)                                                                                                                     

= 18,00,000  

10. Which of the following statement is not a true statement regarding foreign currency cash flows 

under Ind AS– 7?                                                                                                                                                                    

(a) Cash flows arising from transactions in a foreign currency shall be recorded in an entity’s 

functional currency by applying to the foreign currency amount the exchange rate between the 

functional currency and the foreign currency at the date of the cash flow.                                                                                                                           

(b) The cash flows of a foreign subsidiary shall be translated at the exchange rates between the 

functional currency and the foreign currency at the dates of the cash flows.                                                

(c) Unrealised gains and losses arising from changes in foreign currency exchange rates are cash 

flows.                                                                                                                                                                                              

(d) None of the above                                                                                                                                                          

#(c) Unrealised gains and losses arising from changes in foreign currency exchange rates are not cash 

flows.                                                                                                                                                                                

However, the effect of exchange rate changes on cash and cash equivalents held or due in a foreign 

currency is reported in the statement of cash flows in order to reconcile cash and cash equivalents at 

the beginning and the end of the period.                                                                                                                                        

This amount is presented separately from cash flows from operating, investing and financing 

activities and includes the differences, if any, had those cash flows been reported at end of period 

exchange rates 

                                                                                                                                                                                                                           



 

 

11. 

 
#(c)V,W,X and Y                                                                                                                                                                     

Reportable Segment = more than 10% of higher of absolute value of Profit or Loss                                       

= more than 10% of 600 = 60 

ACCOUNTING  OF  BUSINESS  COMBINATIONS  AND  RESTRUCTURING 

1. K Ltd. agreed to absorb S Ltd. S Ltd. has 120000 Equity Shares of 10 having intrinsic value of 24 

each. If intrinsic value of K Ltd’s equity share is  48 each, then how many equity shares should be 

issued by K Ltd. to S Ltd. to meet out the purchase consideration?                                                                                                                            

(a) 60000 shares                  (b) 56000 shares                    (c) 45000 shares                    (d) 90000 shares 

#(a) 60000 shares                                                                                                                                                          

No. of new shares to be issued = (1,20,000 × 24)/48 = 60,000. 

2.At the time of absorption of B Ltd by A Ltd., 10% debenture holders of 240000 of  100 each in B 

Ltd are to be paid off at 10% premium by 9% debentures in A Ltd. issued at a premium of 20%. 

How many debentures of `100 each are to be issued by A Ltd?                                                                              

(a) 2300                          (b) 2200                               (c) 2400                               (d) 2100                                                  

#(b)2200                                                                                                                                                                                                    

No. of new 9% debentures to be issued by A Ltd. = (2,40,000×110%)/(100×120%) = 2,200. 

3.In case of amalgamation in the nature of purchase, Fixed Assets, Current Assets, Total Debts, 

Debit balance of Profit and Loss Account and Purchase consideration are 5120000,2500000, 

2260000, 440000, 4800000respectively. The amount of capital reserve or Goodwill will be                                           

(a) 560000 (Capital Reserve)                (b) 1000000 (Capital Reserve)                                                                                            

(c) 120000 (Capital Reserve)                 (d)1940000 (Goodwill)                                                                                             

#(a) 560000 (Capital Reserve)                                                                                                                                                                

Net Assets = (51,20,000+25,00,000-22,60,000) =53,60,000                                                                                            

Purchase Consideration = 48,00,000                                                                                                                                   

Since P.C<Net Assets, Capital Reserve = 53,60,000 – 48,00,000 =5,60,000.  

 



 

 

4. P Ltd. agreed to absorb R Ltd. For this purpose R Ltd.’s 10000, 9% Preference shares are valued 

at ₹62.25 each and 130000 equity shares are valued at ₹16 each. If P Ltd. discharged purchase 

consideration by issuing its equity shares of ₹10 each which is having intrinsic value of ₹46 each, 

No. of equity shares issued by P Ltd. to R Ltd. will be                                                                                                

(a) 54750                      (b) 58750                            (c) 63750                         (d) 48750                                                 

# (b)58750                                                                                                                                                                                                                            

Purchase consideration to be discharged = (10,000×62.25 + 1,30,000×16) =27,02,500                                                

Intrinsic value per share =46                                                                                                                                   

No. of equity shares issued by P Ltd. to R Ltd. will be = 2702500/46 = 58750 

 5. At the time of absorption of B Ltd. by A Ltd., trade receivables of both companies shown in 

their Balance Sheets were 30 Lakhs and 16 Lakhs. On that date trade payable of B Ltd. includes 

payable to A Ltd.  5 Lakhs. After absorption, the amount of trade receivables will be shown in A 

Ltd’s Balance Sheet as                                                                                                                                                                  

(a) 41 Lakh                         (b)25 Lakh                             (c) 11 Lakh                         (d) 35 Lakh                                                   

#(a) 41 Lakh                                                                                                                                                                

Total trade receivable = 30+16 =46 lakhs                                                                                                                              

Inter co. trade receivable =5 lakhs                                                                                                                           

Trade receivable to be shown in the balance sheet = 46 – 5 = 41 lakhs. 

6.As per Ind AS 103, accounting and reporting for business combination is done under                               

(a) Acquisition Method                                                                                                                                                    

(b) Purchase method                                                                                                                                                          

(c) Pooling of interest method                                                                                                                                                

(d) None of the above                                                                                                                                               

#(a) Acquisition Method                                      

7.As per Ind AS 103, while accounting and reporting for business combination goodwill is 

calculated as                                                                                                                                                                                        

(a) Consideration + Non controlling Interest – Net assets                                                                                       

(b) Consideration - Non controlling Interest + Net assets                                                                                             

(c) Consideration - Non controlling Interest – Net assets                                                                                                      

(d) Consideration + Non controlling Interest + Net assets                                                                                                                                                  

#(a) Consideration + Non controlling Interest – Net assets                                                                                        

8.A Ltd. acquires 80% of B Ltd. for 12,00,000 paid by equity at par. Fair Value (FV) of B’s net assets 

at time of acquisition amounts 9,00,000. The value of goodwill will be.                                                                       

(a)3,00,000                                                                                                                                                                          

(b) 4,80,000                                                                                                                                                                                                                        

(c)4,50,000                                                                                                                                                                        

(d) 5,00,000                                                                                                                                                                             

#(b) 4,80,000                                                                                                                                                                             

As per Ind AS 103, Goodwill = Consideration + Non controlling Interest – Net assets                                     

Here, Consideration = 1200000; Net Assets (fair value) = 900000.                                                                                

Value of non-controlling interest = 9,00,000×20% =1,80,000                                                                                          

So, Goodwill = 12,00,000+1,80,000-9,00,000 = 4,80,000  



 

 

9.Q Ltd. acquired a 60% interest in R Ltd. on January 1, 2018. Z Ltd. paid  900 Lakhs in cash for their 

interest in P Ltd. The fair value of R Ltd.’s assets is  2000 Lakhs, and the fair value of its liabilities is 

1000 Lakhs.                                                                                                                                                                           

(a)300 lakhs                           (b)250 lakhs                              (c) 400 lakhs                           (d)350 lakhs 

#(a) 300 lakhs                                                                                                                                                                              

Net assets = 2000 – 1000 = 1000 lakhs        Consideration = 900 lakhs                                                          

Non controlling interest = 40% of Net Assets = 40% of 1000 = 400                                                                                        

So, Goodwill = 900+400-1000 = 300 lakhs.  

10. How is non-controlling interest recorded in the books of the transferee at the time of a 

business combination arrangement under Ind AS 103.                                                                                          

(a) It is credited at fair value                                                                                                                                                   

(b) It is debited at fair value                                                                                                                                               

(c) It is not shown at all                                                                                                                                                                          

(d) None of the above                                                                                                                                                          

# (a) It is credited at fair value                                                                                                                                      

As per Ind AS 103, the journal entry for recording non controlling interest is as follows:  Assets 

A/c……………. Dr.                                                                                                                                                                       

To Consideration A/c                                                                                                                                                               

To Liabilities A/c                                                                                                                                                                                          

To Non Controlling Interest A/c                                                                                                                                           

N.B. Any difference is to be attributed to either Goodwill A/c or Gain on Bargain Purchase A/c.  

11.On 1 January 2018 A Ltd. acquires 80 per cent of the equity interests of B Ltd in exchange of 

cash of 600 lakh. The identifiable assets are measured at  925 lakh and the liabilities assumed are 

measured at 150 lakh. The fair value of the 20 per cent non controlling interest in P is  90 lakh. the 

gain on bargain purchase will be                                                                                                                                             

(a) 90 lakh                     (b) 85 lakh                        (c) 105 lakh                          (d) 75 lakh                                             

# (b) 85 lakh                                                                                                                                                                    

Net Assets (fair value) = 925 – 150 = 775 lakhs.                                                                                                                

Fair value of the 20 per cent non controlling interest in P is 90 lakh.  Consideration = 600 lakhs.  Since 

(Consideration + Non controlling interest) < Net assets, there is gain on bargain purchase.  So, Gain 

on bargain purchase = 775 – 600 – 90 =  85 lakhs.  

12.X has acquired 100% of the equity of Y on March 31, 2018. The purchase consideration 

comprises of an immediate payment of  50 lakhs and three further payments of  2.5 lakhs if the 

Return on Equity exceeds 20% in each of the subsequent three financial years. A discount rate of 

10% is used. Compute the value of total consideration at the acquisition date.                                                 

(a) 50 lakhs                                                                                                                                                                          

(b)56.215 lakhs                                                                                                                                                                           

(c) 55 lakhs                                                                                                                                                                          

(d)  57.5 laks                                                                                                                                                                                  

#(b) 56.215 lakhs                                                                                                                                                             

Total purchase consideration = Immediate payment + Fair value of contingent consideration                          

= 50 + [2.5×+ 2.5×+ 2.5×56.215 lakhs. 



 

 

GROUP  FINANCIAL  STATEMENTS 

1.On 1st April 2017, H Ltd acquired 16000 shares out of 20000 equity shares of 10 each of S Ltd at 

600000. On that date balance of General reserve, Capital Reserve and Preliminary Expenses in S 

Ltd were  242000,320000 and  70000 respectively. The amount of cost of control will be                                          

(a) 40000 (Goodwill)                (b)40000 (Capital Reserve)                                                                                                   

(c) 46400 (Goodwill)                (d)46400 (Capital Reserve)                                                                                                              

#(c) 46400 (Goodwill)                

 

2. P Ltd. purchases 80% shares out of 80000 Equity shares of 10 each in Chandu Ltd. at 1000000. 

On that date the balance of Capital reserve, Securities Premium, General Reserve and Discount on 

issue of Debentures were  80000, 120000, 215000 and 40000 respectively. The amount of minority 

interest will be                                                                                                                                                                         

(a) 235000                     (b)215000                       (c)335000                        (d)315000                                                       

#(a) 235000                                                                                                                                                                             

Minority interest

 

3.P Ltd. acquired 80% equity shares of R Ltd. on 1st April 2016. On 31st March 2017, goods worth ` 

80000 purchased from P Ltd. were included in the stock of R Ltd. P Ltd. made a profit of 25% on 

sales. At the time of preparation of consolidated Balance Sheet the amount of unrealized profit on 

stock will be                                                                                                                                                                         

(a) 30000                         (b)16000                            (c)20000                       (d)22000                                   

#(c)20000                                                                                                                                                              

Unrealized profit on stock = 80000×25% = Rs. 20000 

4.V Ltd. acquired 2,000 equity shares of D Ltd. on April, 01, 2016 for a price of 2,00,000. D Ltd. 

made a net profit of  80,000 during the year 2016-17. The Share Capital of D Ltd. is  2,50,000 

consisting of shares of  100 each. If the share of V Ltd. in the pre-acquisition profit of D Ltd. is 

56,000, the amount of Goodwill/Capital Reserve to be shown in the Consolidated Balance Sheet as 

on March 31, 2013 is —                                                                                                                                                  

(a) 44,000 (Capital Reserve)                               (b) 56,000 (Capital Reserve)                                                                                                

(c) 44,000 (Goodwill)                                           (d) 56,000 (Goodwill)                                                                   

#(b) 56,000 (Capital Reserve)                                                                                                

 



 

 

5.N Ltd. acquired 60% of T Ltd.’s shares on April 2, 2015, the price paid was 2,80,000. T Ltd.’s 

Shareholder equity shares are as follows: 

                                            
The Minority interest will be                                                                                                                               

(a) 200000                            (b)300000                          (c) 310000                          (d)210000                                                   

#(a) 200000                            

 

 6.As per AS 23, investment in associates is accounted for under                                                                             

(a) Equity method                       (b) Debt method                                                                                                                                                                                                           

(c) Acquisition method              (d) Purchase method                                                                                              

#(a) Equity method                                                                                                                                                       

According to AS 23, investment in associates is accounted for under Equity method. 

 7.As per AS 23, investor’s share in post acquisition profit of the associate is                                                         

(a) reduced from the carrying amount of investment                                                                                                                     

(b) added to the consolidated profit and loss                                                                                                              

(c) added to the carrying amount of investment                                                                                                                

(d) reduced from the consolidated profit or loss                                                                                                

#(a) reduced from the carrying amount of investment                                                                                                                     

According to AS 23, investor’s share in post acquisition profit of the associate is reduced from the 

carrying amount of investment. 

8.As per AS 27, in which of the following cases a separate legal entity is recognized?                                                     

(a) Jointly controlled operations                                                                                                                               

(b) Jointly controlled assets                                                                                                                                                                              

(c) Jointly controlled entities                                                                                                                                                  

(d) All of the above                                                                                                                                                          

#(c) Jointly controlled entities                                                                                                                                           

As per AS 27, a separate legal entity is created only in case of Jointly Controlled Entities 

 9.Which of the following statements is false?                                                                                                                 

(a) For jointly controlled operations no separate financial statements are prepared.                                    

(b) Jointly controlled assets are not owned by a single venture.                                                                           

(c) Jointly controlled entities do not prepare financial statements separately.                                                      

(d) In jointly controlled entities ventures do not own the assets, but own the interest in JCE.                 

#(c) Jointly controlled entities do not prepare financial statements separately.                                                      

As per AS 27, jointly controlled entities must prepare separate financial statements. 



 

 

10. Which of the following is false?                                                                                                                                  

(a) A parent company of a group preparing a separate financial statement may not prepare 

consolidated financial statement.                                                                                                                                       

(b) A company having investments in associates or joint ventures prepares financial statements 

using equity method of accounting as per Ind AS 28.                                                                                                   

(c) In separate financial statements investments in subsidiaries, associates and joint ventures may 

be shown at cost or as per Ind AS 109.                                                                                                                             

(d) Separate financial statements must be prepared by a parent company as per Ind AS 27.                               

# (a) A parent company of a group preparing a separate financial statement may not prepare 

consolidated financial statement.                                                                                                                                         

 11.As per Ind AS 28, investment in associates is accounted for under                                                                 

(a) Equity method                (b) Debt method             (c) Acquisition method        (d) Purchase method 

#(a) Equity method                 

12. Which of the following is not true as per Ind AS 105?                                                                                       

(a) An entity shall classify a non-current asset as held for sale if its carrying amount is expected to 

be recovered principally through a sale transaction rather than through continuing use.                              

(b) Assets held for sale (or held for distribution to owners) to be measured at the lower of carrying 

amount and fair value less costs to sell.                                                                                                                     

(c) Depreciation is to be charged on assets held for sale.                                                                                                             

(d) A non-current asset is classified as held for distribution to owners when the entity is 

committed to distribute the asset to the owners.                                                                                                   

#(c) Depreciation is to be charged on assets held for sale.                                                                                                              

 13.As per Ind AS 110, an investment entity is an entity that                                                                        

(a) Obtains funds from one or more investors for the purpose of providing those investor(s) with 

investment management services;                                                                                                                                   

(b) Commits to its investor(s) that its business purpose is to invest funds solely for returns from 

capital                                                                                                                                                                                           

(c) Appreciation, investment income, or both; and measures and evaluates the performance of 

substantially all of its investments on a fair value basis.                                                                                                        

(d) All of the above                                                                                                                                                              

#(d) All of the above 

14. Which of the following is true as per Ind AS 111?                                                                                                      

(a) In a joint arrangement the parties are bound by a contractual arrangement.                                                                     

(b) In a joint arrangement the parties enjoy joint control of the arrangement.                                                        

(c) A joint arrangement is either a joint operation or a joint control.                                                                      

(d) All of the above                                                                                                                                                         

#(d) All of the above  

15.Fair value hierarchy is categorized into                                                                                                                                    

(a) Four levels of inputs                           (b) Three levels of input                                                                                            

(c) Two levels of inputs                            (d) Only one level of input                                                                    

#(b) Three levels of input                                                                                             



 

 

16. As per Ind AS 112, an entity needs to disclose its interest in                                                                                       

(a) Subsidiaries                                                                                                                                                                   

(b) Joint arrangements (i.e. joint operations and joint ventures)                                                                                  

(c) Associates                                                                                                                                                                            

(d) All of the above                                                                                                                                                                                   

#(d) All of the above  

17.Which of the following is true as per Ind AS 113?                                                                                            

(a) The fair value of a liability reflects the effect of non-performance risk.                                                       

(b) Three widely used valuation techniques are the market approach, the cost approach and the 

income approach.                                                                                                                                                                     

(c) The asset or liability measured at fair value might be either a stand alone asset or liability or a 

group of assets and/or liabilities.                                                                                                                                   

(d) All of the above.                                                                                                                                                                   

#(d) All of the above. 

RECENT   TRENDS   IN  FINANCIAL  REPORTING 

1.Which of the following is not a pillar ofSustainability?                                                                                                 

(a) Profit                 (b) Plant                  (c) Product                  (d) People                                                                  

#(c) Product                                                                                                                                                                     

The three pillars of sustainability are People – Planet – Profit 

2. Which of the following is not a form of sustainability considered by the organisations?                                     

(a) Political Sustainability                        (b) Environmental Sustainability                                                                        

(c) Economic Sustainability                     (d) Social Sustainability                                                                         

#(a) Political Sustainability                                                                                                                                

Organisations considered only three forms of sustainability, viz. Environmental Sustainability, 

Economic Sustainability, Social Sustainability. 

3.In traditional accounting, the term ‘bottom line’ means                                                                                       

(a) Operating Results                                                                                                                                                           

(b) Total Asset                                                                                                                                                                           

(c) Total Liabilities                                                                                                                                                            

(d) Sales or Revenue                                                                                                                                                               

#(a) Operating Results                                                                                                                                                       

In traditional accounting and common parlance, “bottom line” refers to “operating result”, which is 

usually recorded at the very last line (or, bottom) of the income statement 

4.Which of the following is not a dimension of Triple Bottom Line (TBL) reporting?                                                 

(a) Social Equity                                                                                                                                                                                       

(b) Economic Factors                                                                                                                                                            

(c) Environmental Factors                                                                                                                                                  

(d) Regulatory Factors                                                                                                                                                   

#(d) Regulatory Factors                                                                                                                                                     

The concept of ‘triple bottom line’ consists of three dimensions, namely ‘social equity’, ‘economic’, 

and ‘environmental factors’ 



 

 

5. Which of the following is not an advantage of TBL reporting?                                                                      

(a) Enhancement of reputation and brand                                                                                                                        

(b) Securing a social licence to operate                                                                                                                              

(c) Improved access to investor market                                                                                                                            

(d) Reducing the tax liability                                                                                                                                               

#(d) Reducing the tax liability                                                                                                                                    

TBL reporting does not have any direct impact on determination of tax liability. 

6.Which of the following is/are the challenges associated with the implementation of TBL 

reporting?                                                                                                                                                                             

(a) Understanding stakeholder requirements;                                                                                                              

(b) Aligning TBL reporting with objectives and risks; and                                                                                         

(c) Determining and measuring performance indicators                                                                                          

(d) All of the above                                                                                                                                                        

#(d) All of the above                                                                                                                                                     

All of (a), (b) and (c) are associated with the successful implementation of TBL reportin. 

7.By which of the following is the CSR Reporting in India governed?                                                                   

(a) Companies Act 2013                                                                                                                                               

(b) Companies (Corporate Social Responsibility Policy) Rules 2014                                                                                          

(c) Both of the above                                                                                                                                                                   

(d) None of the above                                                                                                                                                              

# c) Both of the above                                                                                                                                                                   

CSR reporting in India is guided by both Companies Act 2013 and Companies (Corporate Social 

Responsibility Policy) Rules 2014. 

8.Which of the following sections of the Companies Act 2013 contains the provisions on CSR?                      

(a) Section 141                (b) Section 139                                                                                                                         

(c) Section 135                (d) Section 148                                                                                                                            

#(c) Section 135                                                                                                                                                           

Section 135 of the Companies Act 2013 contains the provisions related to CSR. 

9.As per Section 135 of the Companies Act 2013, the minimum percentage of average net profit 

that must be spent on CSR activities is ______________.                                                                                               

(a) 1.5%                       (b) 2%                         (c) 2.5%                             (d) 3%                                                                  

#(b) 2%                          

10.For the purpose of determining the minimum amount to be spent on CSR activities, the average 

net profits must be calculated based on the net profits of ____________.                                                        

(a) Immediately Preceding 3 Financial Years                                                                                                                       

(b) Immediately Preceding 3 Calendar Years                                                                                                                      

(c) Immediately Preceding 3 Assessment Years                                                                                                              

(d) Immediately Preceding 4 Calendar Years                                                                                                         

#(a) Immediately Preceding 3 Financial Years                                                                                                           

As per Section 135 (5) of the Companies Act 2013, an eligible company must spend at least 2% of the 

average net profits of the company made during the three immediately preceding financial years, in 

pursuance of its Corporate Social Responsibility Policy. 



 

 

 11.The CSR committee to be constituted under Section 135(1) of the Companies Act 2013 must 

have                                                                                                                                                                                     

(a) At least 2 directors                           (b) At least 3 directors                                                                                               

(c) At least 4 directors                           (d) At least 5 directors                                                                                  

#(b) At least 3 directors                                                                                                                                                           

As per section 135, the CSR Committee shall be comprised of 3 or more directors. 

12.As per Schedule VII of the Companies Act 2013, which of the following activity/activities 

qualifies/qualify  for CSRspending by an eligible company?                                                                                       

(a) Eradicating extreme hunger and poverty;                                                                                                             

(b) Promotion of education;                                                                                                                                             

(c) Promoting gender equality and empowering women                                                                                         

(d) All of the above                                                                                                                                                

#(d) All of the above                                                                                                                                                 

Activities may be included by the company in their CSR Policy as per Schedule VII of the Companies 

Act, 2013:                                                                                                                                                               

Eradicating extreme hunger and poverty; Promotion of education; Promoting gender equality and 

empowering women; Reducing child mortality and improving maternal health; Combating HIV, AIDS, 

malaria and other diseases; Ensuring environmental sustainability; Employment enhancing 

vocational skills; Social business projects; Contribution to the Prime Minister’s National Relief Fund or 

any other fund set up by the Central Government or the State Governments for socio-economic 

development and relief and funds for the welfare of the Scheduled Castes, the Scheduled Tribes, 

other backward classes, minorities and women; or Such other matters as may be prescribed. 

13.As per Rule 8 of the Companies (CSR Policy) Rule 2014, which of the following items must be 

incorporated in the Annual CSR Report?                                                                                                                            

(a) A brief outline of the company’s CSR policy                                                                                                           

(b) Composition of CSR committee                                                                                                                         

(c) Prescribed CSR expenditure                                                                                                                                                            

(d) All of the above                                                                                                                                                         

#(d) All of the above                                                                                                                                                           

The following are required to be incorporated in any CSR Report.                                                                            

(a) A brief outline of the company’s CSR Policy, including overview of projects or programs proposed 

to be undertaken and a reference to the web-link to the CSR policy and projects or programs;                                           

(b) The composition of the CSR Committee;                                                                                                                      

(c) Average net profit of the company for last three financial years;                                                                                       

(d) Prescribed CSR Expenditure (2% of the amount of the net profit for the last 3 financial years);                               

(e) Details of CSR Spent during the financial year;                                                                                                                          

(f) In case the company has failed to spend the 2% of the average net profit of the last three financial 

year, reasons thereof;                                                                                                                                                       

(g) A responsibility statement of the CSR Committee that the implementation and monitoring of CSR 

Policy, is in compliance with CSR objectives and Policy of the company. 

 

 



 

 

VALUATION,  ACCOUNTING  AND  REPORTING  OF  FINANCIAL  INSTRUMENTS  AND  OTHERS 

Recognition & Valuation of Financial Instruments (Ind AS-32, Ind AS-107 & Ind AS-109) 

1. Ind AS 32 provides rules for classification of a financial instrument into:                                                             

(i) financial asset (ii) Financial liability  (iii) equity instrument Which of the following 

statements is true?                                                                                                                                             

(a) (i) and (ii) only                                                                                                                                                      

(b) (iii) only                                                                                                                                                                      

(c) (i), (ii) and (iii) all                                                                                                                                                     

(d) none of the above                                                                                                                                                 

# (c) (i), (ii) and (iii) all                                                                                                                                    

This standard provides rules for classification of a financial instrument into:                                          

• Financial asset • Financial liability • Equity instrument 

2.A financial instrument is any contract that gives rise to                                                                     

(a) a financial asset of one entity and financial liability of another entity.                                         

(b) financial asset and equity instrument of one entity and financial liability of another 

entity.                                                                                                                                                                    

(c) a financial asset of one entity and financial liability or equity instrument of another 

entity.                                                                                                                                                                  

(d) financial asset and financial liability of one entity and equity instrument of another 

entity.                                                                                                                                                                           

#(c) a financial asset of one entity and financial liability or equity instrument of another 

entity.                                                                                                                                                                    

A financial instrument is any contract that gives rise to a financial asset of one entity and a 

financial liability or equity instrument of another entity. 

 3.A financial asset does not include                                                                                                               

(a) Cash                                       (b) Foreign currency                                                                                                                                 

(c) Prepid Expenses                  (d) Receivables                                                                                                             

#(c) Prepid Expenses                                                                                                                             

Prepaid expense does not entail a right to receive cash or other financial assets. 

 4.State which of the following classification is incorrect?                                                                              

(a) Borrowing from bank is classified as financial liability.                                                                             

(b) Investment in shares of another company classified as financial asset.                                                       

(c) Cash held in foreign currency classified as financial asset.                                                                    

(d) Equity shares issued by the entity are classified as financial liability.                                           

#(d) Equity shares issued by the entity are classified as financial liability.                                             

It is classified as equity instrument and not financial liability.   

 



 

 

Ind  AS  109: 

1.Ind AS 109 shall be applied to all types of financial instruments including:                                                  

(a) Interests in subsidiaries, associates and joint ventures                                                                      

(b) Financial instruments resulting in business combination                                                                   

(c) Equity instruments issued by the entity                                                                                                   

(d) Debenture of another company                                                                                                                         

#(d) Debenture of another company                                                                                                                   

This Standard shall be applied by all entities to all types of financial instruments except those 

specified in the standard: • Interests in subsidiaries, associates and joint ventures • Financial 

instruments resulting in business combination • Equity instruments issued by the entity  

2.A loan given to a party is a financial asset to be measured at                                                                     

(a) amortised cost                                                                                                                                                    

(b) fair value through other comprehensive income or                                                                                

(c) fair value through profit or loss                                                                                                                       

(d) is not a financial asset.                                                                                                                            

#(a) amortised cost                                                                                                                                                    

At amortised cost since it is a part of portfolio that the entity manages in order to collect the 

contractual cash flows. 

3.Which of the following assets is a financial asset to be classified as ‘at fair value through 

profit and loss’?                                                                                                                                                          

(a) an investment in equity shares of another entity.                                                                                                

(b) an investment in Debenture of another entity.                                                                                            

(c) a loan given to a party                                                                                                                                                   

(d) trade receivables                                                                                                                                           

#(a) an investment in equity shares of another entity.                                                                                                 

In investment in equity shares there is no contractual cash flows it does not attract ‘at 

amortised cost’ or ‘at fair value through other comprehensive income’. In other alternatives 

there are contractual cash flows. 

 4.A Ltd. issued 10% debenture. Is it a financial liability to A Ltd. to be subsequently 

measured at …?                                                                                                                                                       

(a) Fair value                                                                                                                                                                   

(b) Fair value through Profit or loss                                                                                                                        

(c) Fair value through other comprehensive income                                                                                        

(d) Amortised cost                                                                                                                                               

#(d) Amortised cost                                                                                                                                 

Financial liability is measured at amortised cost for fixed contractual cash flows 

                                                                                                                                                                                                                                                                                                                                                                                                                                



 

 

                                                                                                                                             Ind AS 

107:                                                                                                                               1. Choose 

the correct alternative: (i) The carrying amounts of which of the following categories shall 

not be disclosed either in the balance sheet or in the notes?                                       (a) 

financial assets and liabilities measured at fair value through profit or loss,                                          

(b) financial assets and liabilities measured at amortised cost.                                                                      

(c) financial assets measured at fair value through other comprehensive income                                      

(d) financial liabilities measured at fair value through other comprehensive income                        

#(d) financial liabilities measured at fair value through other comprehensive income.                    

Since there is no financial liabilities measured at fair value through other comprehensive 

income. 

SHARE  BASED  PAYMENTS 

Share based payment transactions under Ind AS 102                                                                                      

1.Ind AS 102 applies in accounting for all share-based payment transactions including:                                        

(a) transactions forming part of business combination under Ind AS 103,                                                                                                                         

(b) transactions forming part of joint venture under Ind AS 111,                                                                                             

(c) transactions where the entity cannot identify specifically some of the goods or services 

received,                                                                                                                                                               

(d) transactions in which the entity incurs liability to transfer cash or other asset based on 

the value of the debt instruments of the entity.                                                                                                                              

# (c) transactions where the entity cannot identify specifically some of the goods or services 

received,                                                                                                                                                                 

Apply this Standard in accounting for all share-based payment transactions, whether or not 

the entity can identify specifically some or all of the goods or services received.  

2.In a share-based payment transaction when the entity receives goods or services but 

neither issues equity instruments nor incurs liability as parent or any other entity in the 

group settles the transaction,                                                                                                                                           

(a) It is called equity-settled share-based payment transaction.                                                                        

(b) It is called cash-settled share-based payment transaction.                                                                         

(c) It is not considered as a transaction.                                                                                                                           

(d) It is not considered as a share based payment transaction.                                                                

#(a)  It is called equity-settled share-based payment transaction.                                                                                                     

In a share-based payment transaction the entity (a) receives goods or services from the 

supplier or employee and recognizes it as asset or as expense (when no asset is qualified for 

recognition), and (b) issues equity instruments (called equity-settled transaction) or incurs 

liability to transfer cash or other asset based on the value of the equity instruments of the 

entity (cash-settled) to settle the transaction, or (c) neither issues equity instruments nor 

incurs liability as parent or any other entity in the group settles the transaction (it is also 

called equity-settled).  



 

 

3.For share based payment transactions with employees the entity shall measure the 

services received                                                                                                                                                                                  

(a) at the Fair Value of the services received.                                                                                                                        

(b) by reference to the fair value of the equity instruments granted on the grant date.                                            

(c) at the negotiated value.                                                                                                                                                   

(d) at the market value of the equity instruments on the grant date.                                                    

# (b) by reference to the fair value of the equity instruments granted on the grant date.                                                                                                                                                                                    

For transactions with employees and others providing similar services, the entity shall 

measure the fair value of the services received by reference to the fair value of the equity 

instruments granted, because typically it is not possible to estimate reliably the fair value of 

the services received.  

4.In an employee share based payment transaction there may be a condition  (i) of 

completing a specified period of service only. (ii) that is related to the market price of 

equity instruments. (iii) of meeting the target sales. Which of the following is true?                                       

(a) both (i) and (ii) are service conditions                                                                                                                         

(b) (i) is service condition and  (ii) is market condition                                                                                                                                    

(c) Only (iii) is performance condition                                                                                                                

(d) both (i) and (ii) are performance conditions                                                                                         

#(b) (i) is service condition and  (ii) is market condition                                                                                                                                      

The vesting condition may be a service condition or a performance condition.                                          

• If the condition requires completing a specified period of service only, it is a service 

condition;                                                                                                                                                                    

•  Otherwise it is a performance condition.                                                                                                                 

• When a performance condition is related to the market price of equity instruments it is a 

market condition.                                                                                                                                                                  

• When the performance is not related to market price of equity instruments it is non-market 

performance condition such as meeting the target sales or profits or any other activity of the 

entity.  

5.If the equity options are granted on a vesting condition that the employee shall 

complete a specified period of service:                                                                                                                                     

(a) Employee expenses will be recognized at the completion of the specified period of 

service.                                                                                                                                                                         

(b) Employee expenses will be recognized during the specified period of service.                                                                                                                                       

(c) Employee expenses will be recognized at the grant date.                                                                          

(d) Employee expenses will be recognized when options will be exercised.                                                     

#(b) Employee expenses will be recognized during the specified period of service.                                                                                                                                         

If the equity instruments granted does not vest until the counterparty completes a specified 

period of service or fulfils the performance condition, the entity shall presume that the 

services to be rendered by the counterparty as consideration for those equity instruments 

will be received in the future, during the vesting period. 



 

 

REPORTING  THROUGH  XBRL  (Extended Business Reporting Language)                  

1.What is the full form of XBRL?                                                                                                                                     

(a) eXtensible Business Reporting Language                                                                                                                                                                      

(b) Expanded Business Reporting Language                                                                                                                                          

(c) Exempted Business Reporting Language                                                                                                                            

(d) Exploratory Business Reporting Language                                                                                                                              

#(a) eXtensible Business Reporting Language                                                                                                                                                                        

The full form of XBRL is eXtensible Business Reporting Language  

2.Today XBRL is used in                                                                                                                                                           

(a) Accounting (individual transactions tagged with XBRL Global Ledger);                                                       

(b) Internal Reporting (for drafting of management reports);                                                                                                                   

(c) External Reporting (for drafting of financial statements, regulatory reports, corporate tax 

filings, statistical reports etc.)                                                                                                                                              

(d) All of the above                                                                                                                                                                

#(d) All of the above                                                                                                                                                                  

Today XBRL is used in accounting, internal as well as external reporting.  

3.XBRL is based on                                                                                                                                                                                             

(a) Hypertext Mark-up Language                                                                                                                                                                                      

(b) External Mark-up Language                                                                                                                                        

(c) eXtensible Mark-up Language                                                                                                                                                    

(d) Hyper eXtensible Mark-up Language                                                                                                                    

#(c) eXtensible Mark-up Language                                                                                                                                                      

XBRL is based on eXtensible Mark-up Language. It is basically a family of XML.  

4. Which of the following is not a recognised taxonomy?                                                                                                     

(a) India Banking GAAP Taxonomy 2010                                                                                                                              

(b) BRAZIL GAAP Commercial and Industrial Taxonomy                                                                                         

(c) Indonesia Stock Exchange (IDX) Taxonomy 2014                                                                                                                                       

(d) India Insurance GAAP Taxonomy                                                                                                                                          

#(d) India Insurance GAAP Taxonomy                                                                                                                                            

There is no XBRL taxonomy for insurance sector in India.  

5.Which of the following is not a feature of XBRL?                                                                                                   

(a) Clear definitions                            (b) Testable business rules                                                                                        

(c) Single language support              (d) Strong software support                                                                                                   

#(c) Single language support                                                                                                                                    

XBRL provides multi-language support  

6.Which of the following is not a benefit of XBRL?                                                                                                                         

(a) More accurate and efficient                           (b) Data review                                                                                             

(c) Manual data processing                                  (d) improved reporting quality                                                  

#(c) Manual data processing                                                                                                                                                                          

In XBRL, data processing is done automatically and not manually.  



 

 

7.Which of the following is not true?                                                                                                                                               

(a) XBRL is not a set of Accounting Standards                                                                                                                                                               

(b) XBRL is not a GAAP translator                                                                                                                                             

(c) XBRL does not help in automatic data processing                                                                                                       

(d) XBRL is not a proprietary technology                                                                                                                       

#(c) XBRL does not help in automatic data processing                                                                                                         

In XBRL, data processing is done automatically.  

8.Apart from those already covered by the2011 Rules, which of the following classes of companies 

need(s) to file the financial statement through XBRL?                                                                                            

(a) All companies listed in India and their subsidiaries;                                                                                                  

(b) All companies having a paid up capital of Rs. 5 crore and above; or                                                                    

(c) All companies having turnover of Rs. 100 crore or above                                                                                                                  

(d) All of the above                                                                                                                                                                       

# (d) All of the above                                                                                                                                                                         

All the three options (a), (b) and (c) are correct.  

9.As per the Companies (Filing of Documents and Forms in Extensible Business Reporting 

Language) Rules, 2015, which of the following companies are exempted from filling their financial 

statements in XBRL?                                                                                                                                                                       

(a) Banking Companies                                                                                                                                                         

(b) Insurance Companies                                                                                                                                                                                 

(c) Power sector Companies                                                                                                                                                                                                                     

(d) All of the above                                                                                                                                                                                                                                   

# (d) All of the above                                                                                                                                                          

All the three types of companies are exempted. 

 

GOVERNMENT ACCOUNTING 

1. Which of the following is not a feature of Government Accounting?                                                                                              

(a) Reporting of Utilisation of Public Funds                     (b) Government Regulations                                           

(c) Budget Heads                                                                    (d) Single Entry System                                                                    

#(d) Single Entry System                                                                                                                                    

Government accounting is based on Double Entry System.  

2. Which of the following is the objective of Government Accounting?                                                                                      

(a) To record financial transactions of revenues and expenditure relating to the government 

organizations.                                                                                                                                                                                          

(b) To provide reliable financial data and information about the operation of public fund.                                 

(c) To record the expenditures as per the appropriate Act, Rules, and legal provisions as set by the 

government.                                                                                                                                                                                                   

(d) All of the above                                                                                                                                                                          

# (d) All of the above                                                                                                                                                                           

All the above are the objectives of Government Accounting.   



 

 

3.Which of the following is not a general principle of Government Accounting?                                                     

(a) Classification of expenditures                              (b) Based on budget                                                                              

(c) Cash basis of accounting                                        (d) Quarterly Accounting                                                        

#(d) Quarterly Accounting                                                                                                                                

Government accounting is done on annual basis i.e. from 1st April to 31st March.  

4.Audit of the Government Accounts is done by                                                                                                      

(a) an independent auditor appointed by the public                                                                                                    

(b) Ministry of corporate affairs                                                                                                                                              

(c) Auditor General Office                                                                                                                                                    

(d) Ministry of finance                                                                                                                                                     

#(c) Auditor General Office                                                                                                                                               

The audit the books of accounts maintained by government departments, offices or institutions are 

to be audited by a recognised department of the government (namely, the Auditor General Office).  

5.Which of the following is the apex accounting body in Government of India?                                                     

(a) Institute of Chartered Accountants of India                                                                                                                

(b)  Institute of Cost Accountants of India                                                                                                                            

(c) Institute of Company Secretaries of India                                                                                                                                   

(d) Comptroller General of India                                                                                                                                          

# (d) Comptroller General of India                                                                                                                                      

Controller General of Accounts (CGA) is the apex accounting body in the Government of India. It is the 

principal Accounts Adviser to the Government of India.  

6.Which of the following is not a software package used in Government Accounts?                                         

(a) GAINS                        (b) CONTACT                        (c) TALLY                        (d) IMPROVE                                                  

#(c) TALLY                                                                                                                                                                               

At the three levels, namely the Controller General of Accounts, Principal Accounts Offices and the 

field Pay and Accounts Offices software packages, namely GAINS (Government Accounting 

Information System), CONTACT (Controller’s Accounts) and IMPROVE (Integrated Multimodule 

Processor for Voucher Entries), are being used to consolidate Government of India Accounts.                         

7.Which of the following is not a part of Government Accounts in India?                                                            

(a) RBI Fund             (b) Consolidated Fund              (c) Contingency Fund and            (d) Public Account 

#(a) RBI Fund                                                                                                                                                                   

The Constitution of India provides for the manner in which the accounts of the Government have to 

be kept. The accounts of Government are kept in three parts namely, Consolidated Fund, Contingency 

Fund and Public Account.  

8. IGAS 1 stands for                                                                                                                                                                

(a) Guarantees given by Governments: Disclosure Requirements                                                                                    

(b) Accounting and Classification of Grants-in-aid                                                                                                                       

(c) Loans and Advances made by Governments               (d) None of the above                                                                                                                                                                               

# (a) Guarantees given by Governments: Disclosure Requirements                                                                                      

IGAS 1 stands for Guarantees given by Governments: Disclosure Requirements.                                             



 

 

Paper 18: Indirect Tax Laws & Practice 

1. Goods under CGST Act excludes:                                                                                                                    

(a) Securities                                                                                                                                                                                     

(b) Unsecured debts                                                                                                                                                           

(c) Right to participate in the draw to be held in a lottery                                                                                              

(d) Growing crops.                                                                                                                                                                   

# (a) Securities                                                                                                                                                            

Goods means every kind of movable property other than money and securities but includes 

actionable claim, growing crops, grass and things attached to or forming part of the land which are 

agreed to be served before supply or under a contract of supply. The second & third options are 

examples of actionable claim. 

2.GST is payable on the services provided by the employee to the employer in the course of 

employment on:                                                                                                                                                               

(a) Regular basis;                                                                                                                                                                     

(b) Contract basis as employed by the company;                                                                                                           

(c) Contract basis as employed by a contractor;                                                                                                              

(d) None of the above.                                                                                                                                                           

#(c) Contract basis as employed by a contractor;                                                                                                               

Supply includes the services provided by the employee to the employer in the course of employment 

on Contract basis as employed by a contractor. So, GST is payable. 

3. In computation of aggregate turnover for composition levy, which of the following item should 

be excluded from the aggregate turnover?                                                                                                                                   

(a) The value of exported goods/services                                                                                                                          

(b) Inter-state supplies between distinct persons having same PAN                                                                      

(c) Compensation Cess                                                                                                                                                                   

(d) Supply on own account and on behalf of principal.                                                                                                 

# (c) Compensation Cess                                                                                                                                                                   

In computation of aggregate turnover for composition levy, the items like Inward supplies on which 

the recipient is required to pay tax under Reverse Charge Mechanism (RCM), CGST, SGST, UTGST, 

IGST and Compensation Cess. 

 4.If a person is liable to be registered on 11th Oct 2017 and he has applied for registration on 17th 

Oct 2017, the effective date of registration for composition levy will be:                                                            

(a) 17th Oct 2017                                                                                                                                                            

(b) 11th Oct 2017                                                                                                                                                                          

(c) 11th Nov 2017                                                                                                                                                                             

(d) 17th Nov 2017.                                                                                                                                                            

#(b) 11th Oct 2017                                                                                                                                                       

Rule 10(2) provides that if person has applied for registration within 30 days from the date when he 

is liable to obtain registration, the effective date is when he is liable to be registered.                                                                                                                                                                            



 

 

5. The due date to file GSTR-6 (Return for Input Service Distributor) is:                                                                  

(a) 10th of the next month                         (b) 13th of the next month                                                                                            

(c) 18th of the next month                         (d) 20th of the next month.                                                                          

#(b) 13th of the next month                                                                                                                                            

The GSTR-6 (Return for Input Service Distributor) is to be filed on a monthly basis and the due date is 

13th of the next month. 

 6. In cases of change in rate of tax and amount is credited to the bank account after 4 working 

days from the date of change in rate of tax, the date of receipt of payment will be:                                                     

(a) Date of book entry or date of bank entry, whichever is earlier                                                                          

(b) Date of bank entry                                                                                                                                                    

(c) Date of book entry                                                                                                                                                              

(d) Date of book entry or date of bank entry, whichever is later.                                                                     

#(b) Date of bank entry                                                                                                                                                    

in cases of change in rate of tax, the date of receipt of payment is the date of credit in the bank 

account if such credit is after four working days from the date of change in rate of tax. 

 7. ABC Ltd. has income from renting of vacant land to a stud firm of  1,00,000 and leasing of 

vacant land to a cattle firm of  50,000. The value of taxable supply will be:                                                                             

(a) 1,00,000                     (b) 50,000                         (c) 1,50,000                         (d) Nil.                                         

#(a) 1,00,000                                                                                                                                                                    

renting of vacant land to a stud firm will be liable for GST as rearing of horses has been excluded 

from exemption but leasing of vacant land to a cattle firm is exempted vide entry no. 54 of exemption 

notification no. 12/2017-CT (Rate). 

 8.In case of supply of services, the tax invoice shall be prepared in the manner of:                                     

(a) Only original                 (b) Two copies                   (c) Three copies                   (d) Four copies.               

# (b) Two copies                                                                                                                                                                            

In case of supply of services, the tax invoice shall be prepared in the manner of two copies — the 

original copy being marked as original for recipient and the duplicate copy being marked as duplicate 

for supplier. 

9. The form of application for registration, used by a non-resident taxable person is:                                    

(a) GST REG-01                    (b) GST REG-02                     (c) GST REG-05                   (d) GST REG-09.                     

#(d) GST REG-09.                                                                                                                                                            

The form of application for registration, used by a non-resident taxable person is GST REG-09.  

 10.If a case involves a substantial question of law and doesn‟t not involve any issue relating to 

place of supply, an appeal against orders passed by the State Bench or Area Bench of the 

Appellate Tribunal shall lie to:                                                                                                                                        

(a) Supreme Court             (b) High Court            (c) Appellate Authority           (d) None of the above. 

#(b) High Court                                                                                                                                                               

If a case involves a substantial question of law and doesn‘t not involve any issue relating to place of 

supply, an appeal against orders passed by the State Bench or Area Bench of the Appellate Tribunal 

shall lie to High Court and it may admit such appeal. 



 

 

11.The due date to file GSTR-7 (Return for authorities deducting tax at source) is:                                        

(a) 10th of the next month                      (b) 13th of the next month                                                                        

(c) 18th of the next month                      (d) 20th of the next month.                                                                  

#(a) 10th of the next month                                                                                                                                        

The GSTR-7 (Return for authorities deducting tax at source) is to be filed on a monthly basis and the 

due date is 10th of the next month.  

12.Which state became the first state of India to ratify GST bill?                                                                               

(a)  Bihar                       (b) Telangana                          (c) Assam                             (d) Andhra Pradesh      

#(c) Assam                                                                                                                                                                       

Assam became the first state in the country to ratify the constitution amendment bill on the Goods 

and Services Tax (GST) as the assembly unanimously passed the bill.   

 13.Which one of the following is true?                                                                                                                                   

(a) A person can collect tax only he is registered                                                                                                            

(b) Registered person not liable to collect tax till his aggregate turn over exceeds threshold limit  

(c) A person can collect the tax during the period of his provisional registration                                                               

(d) None of the above                                                                                                                                                       

#(a) A person can collect tax only he is registered                                                                                                              

Only a registered taxable person can collect GST. The taxable person must prominently indicate the 

GST amount on tax invoices.   

14.What does N stands for in HSN?                                                                                                                                    

(a) Nomenclature                     (b) Nationalization                   (c) Network                       (d) Nomination 

#(a) Nomenclature                                                                                                                                                           

HSN - Harmonized System of Nomenclature code used for classifying the goods under the GST.  

 15.Following is an intra-State supply:                                                                                                                          

(a) Goods sent from Delhi to another dealer in Delhi.                                                                                            

(b) Goods sent from Delhi to a SEZ in Noida, Uttar Pradesh.                                                                                                 

(c) Goods sent from Delhi to Chandigarh branch (Haryana) of the same supplier.                                                

(d) None of the above                                                                                                                                                         

# (a) Goods sent from Delhi to another dealer in Delhi.                                                                                               

For intra-State supply, the origin and destination must be in the same State or Union Territory.   

16. Combined Stake of Central and State Government in GSTN is _______.                                                        

(a) 25 %                            (b) 49 %                           (c) 51 %                                 (d) 100 %                                         

#(b)  49 %                                                                                                                                                                        

The Central and the State Governments hold a combined stake of 49%, the remaining 51% stake is 

divided among five financial institutions—LIC Housing Finance with 11% stake and ICICI Bank, HDFC, 

HDFC Bank and NSE Strategic Investment Corporation Ltd with 10% stake each.  

 17.Which of the following tax has been abolished by the GST?                                                                              

(a) Service Tax                     (b) Income Tax                          (c) Wealth Tax                   (d) Corporation tax 

#(a)  Service Tax                                                                                                                                                       

Service tax is an indirect tax and it has been abolished throughout India after implementation of GST.  



 

 

18.For an E-commerce operator registration threshold limit is ____________                                                      

(a)20 lakhs                      (b)50 lakhs                      (c)75 lakhs                     (d) None of above.                               

#(d)  None of above                                                                                                                                                           

GST registration is mandatory for E-commerce operator.  

19.Based on Article Number ____________ of the Constitution of India, GST Council formed.                           

(a) 269A                         (b) 279A                            (c) 289A                            (d) 299A                                                     

#(b)  279A                                                                                                                                                                   

As per Article 279A of the Constitution of India, the President of India is empowered to constitute 

Goods and Services Tax Council. The President of India constituted the GST Council on 15th 

September, 2016.   

20.GST will be levied on_______.                                                                                                                                   

(a) Manufacturers                       (b) Retailers                      (c) Consumers                   (d) All of the above 

# (d)  All of the above                                                                                                                                                    

The GST is an indirect tax which means that the tax is passed on till the last stage wherein it is the 

customer of the goods and services who bears the tax.                                                   

 21.Which constitutional amendment is done to pass the GST bill?                                                                         

(a) 101st                               (b) 120th                                  (c) 122nd                            (d)115th                                      

# (a)  101st                                                                                                                                                                         

101st Constitutional Amendment is done to pass the GST bill. GST Constitutional (101st Amendment) 

Act 2016 contains the provisions which are necessary for the implementation of GST Regime.   

22.Balance in Electronic Credit Ledger can be utilised against which liability?                                                        

(a) Output tax payable               (b) Interest payable                                                                                               

(c) Penalty                                     (d) All of above                                                                                                       

#(a)  Output tax payable                                                                                                                                                                     

As per Section 49(4) of the CGST Act, 2017, the amount available in the electronic credit ledger may 

be used for making any payment towards output tax.   

23.In case of supply of goods, the tax invoice shall be prepared in the manner of:                                          

(a) Only original                    (b) Two copies                                                                                                        

(c) Three copies                    (d) Four copies                                                                                                                           

#(c)  Three copies                                                                                                                                                               

In case of supply of goods, the tax invoice shall be prepared in the manner of three copies                       

the original copy being marked as original for recipient, the second copy being marked as duplicate 

for transporter and the third copy being marked as triplicate for supplier.  

24.The due date to file GSTR-4 is ____________                                                                                                         

(a) 10th of the month succeeding quarter                                                                                                                                                

(b) 13th of the month succeeding quarter                                                                                                                                     

(c) 18th of the month succeeding quarter                                                                                                                    

(d) 20th of the month succeeding quarter.                                                                                                             

#(c) 18th of the month succeeding quarter                                                                                                                   

The GSTR-4 [Return for compounding taxable person (Section 39(2) of the CGST Act, 2017)] is to be 

filed on a quarterly basis and the due date is 18th of the month succeeding quarter.  



 

 

25. If, any drawback amount payable to a claimant u/s 74 or 75 is not paid within the specified 

time period, then the rate of interest is payable to the claimant is ________.                                                                                 

(a) 4% p.a.                     (b) 5% p.a.                    (c) 6% p.a.                       (d) 7% p.a.                                             

#(c)  6% p.a.                                                                                                                                                                     

Any drawback payable to a claimant u/s 74 or 75 is not paid within specified time period (i.e. one 

month from the date of filing of draw back claim), @6% per annum interest is payable to the 

claimant after the expiry of said one month till the date of payment of such drawback.   

26.There would be no recovery if the amount of customs duty involved is less than ___________ 

[Section 28 (1) - w.e.f. 10.05.2013].                                                                                                                                     

(a)100                          (b)200                       (c)300                           (d)500                                                                    

# (a) 100                                                                                                                                                                                

No minimum limit for recovery of customs duty had been specified under the Customs Act, 1962. 

Thus, recovery proceedings could be initiated even for the default of Re. 1.  The Finance Act, 2013 has 

inserted third proviso in section 28(1) which provides that the proper officer will not serve the show 

cause notice, where the amount involved is less than  100. In other words, there would be no 

recovery of the customs duty if the amount of customs duty involved is less than  100.             

                                                                                                                                                                                                     

27. Once goods are imported from a country outside India into India, such goods need to be 

cleared from the port within ______________ from the date of import.                                                                   

(a) 3 working days               (b) 4 working days                                                                                                                                    

(c) 5 working days               (d) 7 working days                                                                                                                           

#(a)  3 working days                                                                                                                                                   

Once goods are imported from a country outside India into India, such goods need to be cleared from 

the port within 3 working days from the date of import. For delay beyond 3 working days the port 

authorities will charge demurrage. If the delay is from the Customs authorities, then such authorities 

will issue a certificate called as Detention Certification for bona fide import. 

 28.In the context of anti-dumping duty, the difference between the normal value and the export 

price of the goods is the:                                                                                                                                                

(a) injury margin              (b) margin of dumping                                                                                                                   

(c) drawback                     (d) none of the above.                                                                                                           

#(b) margin of dumping                                                                                                                                              

Margin of dumping is the difference between normal value (i.e. exporter’s sale price in his country) 

and export price (price at which he is exporting the goods) of the goods.  

29. Which of the following service is not included in the definition of input services as per Cenvat 

Credit Rules?                                                                                                                                                                       

(a) credit rating;                                                                                                                                                                  

(b) legal services;                                                                                                                                                                          

(c) services provided in relation to health services used primarily for personal use;                                                  

(d) coaching and training                                                                                                                                                            

#(c) services provided in relation to health services used primarily for personal use;                                              

As per rule 2(l) of the Cenvat Credit Rules, input service excludes such services which are provided in 

relation to health services, beauty treatment, outdoor catering etc. used primarily for personal use.  



 

 

30. Mr. X an Indian resident, aged 45 years, returned to India after visiting USA on 10/04/2016. He 

had gone to USA on 13/03/2016. On his way back to India he brought a watch worth 23,000 with 

him. The customs duty will be payable by him:                                                                                                            

(a) nil                               (b)8,292                              (c)2,369                       (d) none of the above                      

#(a) nil                                                                                                                                                                        

General Free Allowance of  50,000 is admissible.                                                                                                    

So, the customs duty payable is nil (23,000 – 50,000).  

31. Additional Duty of Customs as per sec 3(1) of the Customs Tariff Act, 1975 or Countervailing 

Duty (CVD) cannot be imposed on:                                                                                                                                

(a) Anti Dumping Duty;              (b) Protective duty;            (c) Safeguard duty;      (d) All of the above. 

#(d) All of the above.                                                                                                                                                       

No Countervailing Duty (CVD) on Anti Dumping Duty, Safeguard duty, Protective duty.  

32.If remission of duty for loss of goods involved is up to 10,000, the adjudicating authority will be: 

(a) Superintendent of Central Excise;                                                                                                                              

(b) Assistant Commissioner of Central Excise;                                                                                                                                                                    

(c) Joint Commissioner of Central Excise;                                                                                                                                                                 

(d) Commissioner of Central Excise.                                                                                                                                  

#(a) Superintendent of Central Excise;                                                                                                                           

If remission of duty for loss of goods involved is up to 10,000, the Superintendent of Central Excise is 

adjudicating authority.  

33. Which of the following is a variant of VAT?                                                                                                                  

(a) Gross Product Variant;                                    (b) Income Type Variant;                                                                     

(c) Consumption Type Variant;                            (d) All of the above.                                                                                             

#(d) All of the above.                                                                                                                                                        

VAT could be levied with three specific variants, viz., Gross Product Variant, Income Type Variant, and 

Consumption Type Variant.  

34.Which of the following is not considered as a declared goods u/s 14 of the CST Act?                                              

(a) Cotton fabrics;                  (b) Cotton Yarn;                                                                                                                             

(c) Gutka;                                 (d) Unmanufactured Tobacco.                                                                                                               

#(c) Gutka;                                                                                                                                                          

Declared goods are paddy, rice, wheat, Cotton fabrics, Cotton Yarn, Unmanufactured Tobacco, 

Woven fabrics of wool etc. But Gutka, Cotton yarn waste etc. are not considered as declared goods.  

35.The Department of Agriculture, Co-operation and Farmers Welfare, provided Soil Conservation 

Service, Animal Husbandry, Dairying and Fisheries to a farmer by charging fee of  20,000. It’s 

taxability will be:                                                                                                                                                                                  

(a) exempted under Negative List                                                                                                                                                      

(b) exempted under Mega Exemption                                                                                                                                                                                

(c) taxable at normal rate                                                                                                                                                               

(d) taxable with abatement                                                                                                                                                              

# (b) ) exempted under Mega Exemption                                                                                                                            

The activity is specifically exempted under entry no. 59 of Mega Exemption and hence, not taxable. 



 

 

37.M/s. DLF Ltd., sponsored  20 lakhs in respect of a Tournament organized by Board of Council for 

Cricket in India (BCCI). The person liable to pay tax:                                                                                   

(a) DLF Ltd.                       (b) BCCI                     (c) both DLF Ltd. & BCCI                   (d) exempted service. 

#(a) DLF Ltd                                                                                                                                                                     

M/s DLF Ltd., is liable to pay service tax under reverse charge being a recipient of such sponsorship 

services from BCCI (not a National Sports Federation). 

36. Which of the following is a Duty Exemption Scheme under Foreign Trade Policy 20152020?                        

(a) Merchandise Exports from India Scheme (MEIS);                                                                                                                  

(b) Duty Drawback Scheme;                                                                                                                                                                     

(c) Advance Authorisation Scheme;                                                                                                                                       

(d) Service Exports from India Scheme (SEIS).                                                                                                             

#(c) Advance Authorisation Scheme;                                                                                                                                        

Advance Authorisation Scheme and Duty Free Import Authorization Scheme — these two are the 

exemption scheme under Foreign Trade Policy 2015-2020.  

37.Gifts not exceeding ____________ in value in a financial year by an employer to an employee 

shall not be treated as supply of goods or services or both.                                                                                  

(a)20,000                         (b)25,000                             (c)50,000                     (d)1,00,000                                          

#(c) 50,000                                                                                                                                                                  

Services by employee to an employer in the course of or in relation to his employment shall not be 

treated as supply of services. However, Gift not exceeding  50,000 in value in a financial year by an 

employer to employee shall not constitute supply of goods or services or both.  

38.Hospital charging room rent per day per room is 1,200 on rooms provided to inpatients. It is:     

(a) Exempted supply           (b) Taxable supply         (c) Not at all supply          (d) None of the above. 

#(a) Exempted supply                                                                                                                                            

Hospital charging room rent per day per room is 1,200 on rooms provided to inpatients. It is treated 

as health care service and hence room rent in hospitals is exempt.  

 39.In cases of change in rate of tax and amount is credited to the bank account after 4 working 

days from the date of change in rate of tax, the date of receipt of payment will be:                                      

(a) Date of book entry or date of bank entry, whichever is earlier                                                                             

(b) Date of bank entry                                                                                                                                                              

(c) Date of book entry                                                                                                                                                                   

(d) Date of book entry or date of bank entry, whichever is later.                                                                                

#(b) Date of bank entry                                                                                                                                                              

in cases of change in rate of tax, the date of receipt of payment is the date of credit in the bank 

account if such credit is after four working days from the date of change in rate of tax.  

40. Who the person is allowed to cancel a GST registration?                                                                                    

(a) The registered person himself                                     (b) By a GST officer                                                                                                                                                                          

(c) The legal heir of the registered person                      (d) All of the above.                                                                                                                                                               

#(d) All of the above.                                                                                                                                                    

GST registration can be cancelled by — the registered person himself or by a GST officer or the legal 

heir of the registered person.  



 

 

41.Where the application of registration is found to be deficient for any reason then the Proper 

Officer requires any further information and he shall intimate to the applicant in form:                                        

(a) GST REG-01                      (b) GST REG-02                    (c) GST REG-03                       (d) GST REG-04. 

#(c) GST REG-03                                                                                                                                                                  

If the Proper Officer fails to take action in 3 working days from the date of submission of documents 

of registration, the registration is deemed to have been approved. Where the application of 

registration is found to be deficient for any reason then the Proper Officer requires any further 

information and he shall intimate to the applicant in form GST REG-03 within 3 working days from 

the date of submission of documents.  

 42. The order of set off of input IGST towards payment of output tax liability is:                                                               

(a) IGST, CGST, SGST, UTGST respectively                        (b) IGST, SGST, CGST, UTGST respectively                        

(c) IGST, UTGST, CGST, SGST respectively                         (d) IGST, CGST, UTGST, SGST respectively.                          

# (a)  IGST, CGST, SGST, UTGST respectively                                                                                                                          

The order of set off of input IGST towards payment of output tax liability is IGST, CGST, SGST, UTGST 

respectively.  

43. If a case involves a substantial question of law and doesn’t not involve any issue relating to 

place of supply, an appeal against orders passed by the State Bench or Area Bench of the 

Appellate Tribunal shall lie to                                                                                                                                        

(a) Supreme Court              (b) High Court            (c) Appellate Authority            (d) None of the above. 

#(b) High Court                                                                                                                                                                                 

If a case involves a substantial question of law and doesn’t not involve any issue relating to place of 

supply, an appeal against orders passed by the State Bench or Area Bench of the Appellate Tribunal 

shall lie to High Court and it may admit such appeal. 

 44.The normal warehousing period for Other than EOUs is _________________ from the date of 

issuing the order by Customs Officer permitting deposit of goods in a warehouse.                                                       

(A) Three years                      (B) Five years                    (C) One year                   (D) 180 days                             

#(C) One year                                                                                                                                                                     

If imported goods are warehoused by other than EOUs, the normal warehousing period is one year 

from the date of issuing the order by Customs Officer permitting deposit of goods in a warehouse.  

45.Service tax was levied by the Central Government by drawing power from:                                                 

(A) Entry 97 of the Union List.                                                                                                                                          

(B) Entry 85 of the Union List.                                                                                                                                         

(C) Entry 83 of the Union List.                                                                                                                                           

(D) Entry 82 of the Union List.                                                                                                                                      

#(A) Entry 97 of the Union List.                                                                                                                                 

Service tax was levied by the Central Government by drawing power from Entry 97 of the Union List.  

46.An assessee being aggrieved by the order of Assessing Officer can file a revision petition to the 

Commissioner within a period of………… under Central Excise Act.                                                                                     

(A) 2 years                           (B) 60 days                           (C) 1 year                            (D) 30 days                                        

#(B) 60 days                                                                                                                                                                                   

An assessee being aggrieved by the order of Assessing Officer can file a revision petition to the 

Commissioner within a period of 60 days only.  



 

 

47.The excise duty paid at the time of purchase of Lubricating oil –  2,000 and Pollution control 

equipment – 22,000 by a non-SSI unit. Total Cenvat credit admissible in the current year is:                        

(A)2,000                             (B) 22,000                         (C)13,000                          (D) 11,000                                      

#(C) 13,000                                                                                                                                                                      

Total Cenvat credit admissible is 13,000 ( 2,000 + 50% of 22,000).   

48.An area beyond 200 nautical miles from the base line is called:                                                                     

(A) High Seas                                   (B) Exclusive Economic Zone                                                                                                   

(C) Indian Customs Waters          (D) None of the above.                                                                                     

#(A) High Seas                                                                                                                                                                         

An area beyond 200 nautical miles from the base line is called High Seas. All countries have equal 

rights in this area.  

49.Service provided by a private transport operator to a school in relation to transportation of 

students to and from a school is:                                                                                                                                  

(A) Exempted service                                            (B) Fully taxable service                                                                                                                       

(C) Taxable service with abatement                  (D) Not at all service.                                                                                

#(A) Exempted service                                                                                                                                                   

This is an exempted service by way of Mega Exemption.  

50.Any transfer of property in goods by one person to another for cash or deferred payment or for 

any other valuable consideration, but does not include:                                                                                           

(A) Mortgage         (B) Hypothecation          (C) Charge or pledge on goods            (D) All of the above. 

# (D) All of the above.                                                                                                                                                  

Sales as per CST Act, any transfer of property in goods by one person to another for cash or deferred 

payment or for any other valuable consideration, but does not include Mortgage or Hypothecation or 

Charge or pledge on goods.  

51.Section 14A of Central Excise Act deals with:                                                                                                      

(A) CENVAT Credit Audit                 (B) Valuation Audit                                                                                                                   

(C) CE Audit 2000                              (D) None of the above.                                                                                     

#(B) Valuation Audit                                                                                                                                                        

Section 14A of Central Excise Act deals with Valuation Audit.  

52.Which of the following is not ‘goods’ under CST Act?                                                                                                                

(A) Lottery tickets                      (B) Electricity and electric meters                                                                           

(C) Copyrights                             (D) Claim for loss or damages                                                                                

#(D) Claim for loss or damages                                                                                                                               

Lottery tickets, Electricity and electric meters and Copyrights are held as goods but Claim for loss or 

damages are not goods under CST Act.  

 53. Mr. A purchases the goods from a manufacturer for  1,000 plus VAT @4%. If he, sell the same 

by adding  200 profit, his net VAT payable will be:                                                                                                

(A) 48                  (B) 8                    (C) 40                         (D) None of the above.                                                     

#(B)8                                                                                                                                                                        

VAT liability of Mr. A only on the value of profit but not the entire value of sale. So, the net VAT 

payable = 8 [i.e. 200 x 4%] 



 

 

54.Aminpur Post Office provided basic mail services of  2,50,000 and speed post services of 

3,00,000. The value of taxable services will be:                                                                                                          

(a) 2,50,000                                                                                                                                                                                                   

(b) 3,00,000                                                                                                                                                                  

(c) 5,50,000                                                                                                                                                                                    

(d) None of the above.                                                                                                                                             

#(b) 3,00,000                                                                                                                                                                   

The basic mail services are exempted via entry no. 6 of notification no. 12/2017-CT (rate). Only the 

amount of speed post services of 3,00,000 is to be considered.  

55.An individual acts as a referee in a football match organised by Sports Authority of India. Which 

one of the following is correct?                                                                                                                                    

(a) The individual is liable to pay GST                                                                                                                                                             

(b) Sports Authority of India is liable to pay GST                                                                                                         

(c) Exempted from GST                                                                                                                                                     

(d) Outside the scope of supply.                                                                                                                              

#(c) Exempted from GST                                                                                                                                                     

Services provided to a recognised sports body (like Sports Authority of India) by an individual as a 

referee in a sporting event is exempt from GST  

56.Goods under CGST Act excludes:                                                                                                                                     

(a) Securities                                                                                                                                                                             

(b) Unsecured debts                                                                                                                                                                 

(c) Right to participate in the draw to be held in a lottery                                                                                                                    

(d) Growing crops.                                                                                                                                                        

#(a) Securities                                                                                                                                                             

Goods means every kind of movable property other than money and securities but includes 

actionable claim, growing crops, grass and things attached to or forming part of the land which are 

agreed to be served before supply or under a contract of supply. The second & third options are 

examples of actionable claim.  

57.A famous actress went to London and avail cosmetic or plastic surgery for her nose. Whether 

GST is liable to be paid?                                                                                                                                                    

(a) Yes                        (b) No                         (c) No supply at all                          (d) None of the above. 

#(b)No                                                                                                                                                                                    

As the place of supply is London, i.e. non-taxable territory, GST is not liable to be paid. 

 58. In relation to a registered person, input tax means the Central tax, State tax, integrated tax or 

Union territory tax charged on any supply of goods or services or both made to him and 

includes:—                                                                                                                                                                              

(a) The integrated goods and services tax charged on import of goods                                                                             

(b) The tax payable under Reverse Charge Mechanism as per SGST Act                                                                     

(c) The tax payable under Reverse Charge Mechanism as per UTGST Act                                                                                                  

(d) The tax payable under the composition levy.                                                                                                                   

#(d) The tax payable under the composition levy                                                                                                       

As per the definition under the CGST Act, input tax does not include tax paid under composition levy. 



 

 

59.In case of international bookings,the value of supply of services in relation to booking of tickets 

for travel by air provided by an air travel agent shall be deemed to be an amount calculated as:                                                                                                                                                                                                  

(a) 5% of basic fare                     (b) 7.5% of basic fare                                                                                                   

(c) 10% of basic fare                   (d) 12.5% of basic fare.                                                                                        

#(c) 10% of basic fare                                                                                                                                                        

In case of international bookings, the value of supply of services in relation to booking of tickets for 

travel by air provided by an air travel agent shall be deemed to be an amount calculated as — 10% of 

basic fare.  

60.In case of supply of services, the tax invoice shall be prepared in the manner of:                                                    

(a) Only original                       (b) Two copies                      (c) Three copies                       (d) Four copies. 

#(b) Two copies                                                                                                                                                                          

In case of supply of services, the tax invoice shall be prepared in the manner of two copies — the 

original copy being marked as original for recipient and the duplicate copy being marked as duplicate 

for supplier. 

61.Validity period for import of advance authorisation shall be:                                                                                               

(a) 12 months from the date of issue of authorisation                                                                                           

(b) 18 months from the date of issue of authorization                                                                                                 

(c) 12 months from the date of import                                                                                                                    

(d) 18 months from the date of import.                                                                                                                    

#(a) 12 months from the date of issue of authorisation                                                                                             

Validity period for import of advance authorisation shall be 12 months from the date of issue of 

authorisation.  

 62. Suppose Assessable Value (A.V.) including landing charges is 100. BCD - 10%, IGST - 12%, 

Education Cess – 2%, Secondary & Higher Education Cess - 1%. The amount of IGST will be:                              

(a) 1.20                     (b) 13.24                       (c) 1.24                     (d) 13.20.                                                                                    

#(b) 13.24                                                                                                                                                                             

the calculation of duty would be: BCD = 10 [10% of A.V.],                                                                             

Education cess = 0.20 [2% of 10],                                                                                                                                         

Secondary & Higher education cess - 0.10 [1% of 10], IGST - 13.24 [100 +10 + 0.20 + 0.10] x 12%.  

63. In case of determination of rate of basic customs duty, we should consider the rate of basic 

customs duty prevailed on:                                                                                                                                         

(a) The date of submission of bill of entry                                                                                                                    

(b) The date of entry inwards granted to the vessel                                                                                                         

(c) The date of submission of bill of entry or the date of entry inwards granted to the vessel, 

whichever is earlier                                                                                                                                                         

(d) The date of submission of bill of entry or the date of entry inwards granted to the vessel, 

whichever is later.                                                                                                                                                                              

#(d) The date of submission of bill of entry or the date of entry inwards granted to the vessel, 

whichever is later.                                                                                                                                                                   

In case of determination of rate of basic customs duty, we should consider the rate of basic customs 

duty prevailed on the date of submission of bill of entry or the date of entry inwards granted to the 

vessel, whichever is later. 



 

 

64. Choose the correct answer with justification / workings wherever applicable : 

(i) Under GST  Act a supply of assortment of sweets, chocolates and firecrackers packed in a gift 

hamper is                                                                                                                                                                          

(a) Joint supply                   (b) Composite supply                                                                                                            

(c) Mixed supply                 (d) Assorted supply  

(ii) The due date for filing GSTR – 6 (Return for input Service distributor) is __________ of the 

succeeding month.                                                                                                                                                            

(a) 10                                  (b) 13                                                                                                                                          

(c) 18                                  (d) 20  

(iii) Under GST input tax credit cannot be claimed on goods and services used as inputs if                              

(a) Goods are purchased on credit.                                                                                                                                 

(b) Goods are received and utilized, the invoice is received after two weeks from the supplier.                      

(c) Good are destroyed by fire.                                                                                                                                      

(d) Services are provided by a law firm on which GST has been paid under RCM.  

(iv) A person is not liable for registration under GST Act if                                                                                       

(a) Non-resident person making a taxable supply.                                                                                                    

(b) An agriculturist selling produce out of cultivation of land.                                                                                 

(c) Dealer engaged in inter-state trade above threshold limit for registration.                                                             

(d) Casual taxable person making taxable supply. 

(v) It is not mandatory to have the following field in a tax invoice under CGST Rules, 2017 :                     

(a) Date of its issue.                                                                                                                                                         

(b) HSN Code of goods or Accounting Code or Services                                                                                             

(c) Name and Address of the recipient                                                                                                                             

(d) Date of receipt of goods/services by the recipient.  

(vi) Under GST Act the term UIN stands for                                                                                                                         

(a) User Identification Number                                                                                                                                         

(b) Utility Identification Name                                                                                                                                     

(c) Unique Identification Number                                                                                                                                       

(d) Unique Individual Number 

(vii) Following is not a part of the contents of a bill of supply :                                                                                    

(a) Description of Goods or Services or both                                                                                                            

(b) Consecutive Serial number                                                                                                                                      

(c) Signature or digital signature if registered of the recipient                                                                             

(d) Signature or digital signature of the supplier or his authorized representative.  

Answer :  

 (i) (c)  Mixed supply Each of these items can be supplied separately, is not dependant on each other 

and not bundled due to natural necessities.  (Section 8 of CGST Act). 

 (ii) (b)  Return for input Service distributor has to be filed by 13th of the next month.  



 

 

(iii) (c)  Goods are destroyed by fire ITC is not available on goods destroyed u/s. 17(5) of CGST Act. 

 (iv) (b) An agriculturist selling produce out of cultivation of land. Income is related to agriculture and 

hence turnover is exempt from GST and such agriculturist is not liable for registration under GST.  

(v) (d)  Date of receipt of goods/services by the recipient. This is not a field prescribed (RULE 54-

Section 31 read with Rule 46 of CGST Rules) for Tax invoice.  

(vi) (c)  Unique Identification Number As per GST Act any notified agency of the United Nations etc. 

can be granted this number for claiming GST refund.  

(vii) (c)  Signature or digital signature if registered of the recipient. This is not a field required under 

Section 31 (3) (c) read with Rule 49 of CGST Rules for Bill of supply. 

 

65. Choose the correct answer with justification/workings wherever applicable. 

(i) Under Foreign Trade Policy export and import goods are broadly categorized.  Which of the 

following statements is correct ?                                                                                                                                     

(A) Free i.e. general goods are allowed to be imported without payment of any customs duty.                 

(B) Restricted goods are banned and not allowed to import or export.                                                                

(C) Restricted goods are allowed to be imported only if used for re-export.                                                              

(D) Restricted goods are allowed to be imported or exported only with authorization.  

(ii) Which of the following is a document not required to be filled for claiming of duty drawback on 

re-export ?                                                                                                                                                                         

(A) Import Invoice                                                                                                                                                                 

(B) Evidence of payment of duty at the time of import.                                                                                          

(C) Export bill with packing list                                                                                                                                    

(D) Permission from CBEC authorizing re-export of goods 

(iii) Derelict are goods that                                                                                                                                             

(A) are abandoned by the owner in an emergency with a hope of recovering it later.                                    

(B) Owner has no intention to abandon but get sunk and drift to the shore.                                                         

(C) Owner has no intention to abandon but float and drift to the shore.                                                                   

(D) Are abandoned by owner of goods without any hope of recovery.  

 Answer :  

(i) (d) Restricted goods are allowed to be imported or exported only with authorization as per FTP – 

2015 – 2020.  Other choices are incorrect.  

(ii) (d) It is not permission from CBEC but from RBI authorizing re-export of goods which is to be filed 

where applicable.  

(iii) (d) Derelict goods are those abandoned by owner of goods without any hope of recovery.  Other 

choices are incorrect.  



 

 

66.  Choose the correct answer with justification/workings wherever applicable:      

(i)    GST is a __________________ based tax.                                                                                                       

(a) Territory                                (b) Origin                                                                                                                     

(c) Destination                           (d) None of the above  

(ii)  A new supplier has taxable intra-State sales, exempt intra-State sales and export sales of 

goods. He should get himself registered under GST law, where                                                                          

(a) the aggregate value of taxable intra-State goods exceeds 20 lakhs.                                                                  

(b) the aggregate value of taxable as well as exempt intra-State goods exceeds 20 lakhs.                           

(c) the aggregate value of all the three items exceeds 20 lakhs.                                                                            

(d) the aggregate value of taxable intra-State goods as well as export sales exceeds  20 lakhs.  

(iii) Following is an intra-State supply:                                                                                                                      

(a) Goods sent from Delhi to another dealer in Delhi.                                                                                              

(b) Goods sent from Delhi to a SEZ in Noida, Uttar Pradesh.                                                                                              

(c) Goods sent from Delhi to Chandigarh branch (Haryana) of the same supplier.                                                  

(d) None of the above  

(iv) A casual taxable person is required to obtain registration where he makes                                              

(a) Taxable inter-State supply.                                                                                                                                     

(b) Taxable inter-State or intra-State supply.                                                                                                                   

(c) Taxable inter-State or intra-State supply whose proposed value exceeds 20 lakhs.                                 

(d) In none of the above situations.  

(v) Subbu, a registered supplier based at Erode coached the staff of a software company in 

Hyderabad, which is registered. The classes were held at Erode. The place of supply is:                              

(a) As mutually agreed upon                                                                                                                                   

(b) As decided by the Department, whichever is more favourable to them.                                                          

(c) Erode                                                                                                                                                                           

(d) Bengaluru  

(vi) Advance ruling can be declared to be void by the Authority if it has been obtained by an 

applicant/appellant by:                                                                                                                                                

(a) Fraud                                                                                                                                                                            

(b) Suppression of facts                                                                                                                                                         

(c) Misrepresentation of facts                                                                                                                                           

(d) Any one of the above  

(vii)For the year 2017-18 due date of filling of annual return is 31.12.2018. The books and records 

of 2017-18 must be maintained till                                                                                                                       

(a) 31.03.2024                                                                                                                                                                              

(b) 31.12.2024                                                                                                                                                                       

(c) 31.12.2026                                                                                                                                                                           

(d) 31.03.2034  



 

 

Answer:                

 

 

(Customs Duty and FTP) 

(i)  For filing an appeal before the Commissioner (Appeals), the amount of pre-deposit required 

under the Customs Act, 1962 is                                                                                                                           

(A) 5% of the demand, subject to a maximum of  5 crore                                                                                   

(B) 5% of the demand, subject to a maximum of 7.5 crore                                                                                      

(C) 7.5% of the demand, subject to a maximum of 7.5 crore                                                                                

(D) 7.5% of the demand, subject to a maximum of  10 crore  

(ii)  Where a person of Indian origin stays abroad for 36 months and returns to India on 211-2017 

for having residence in India, the GFA for used household articles (Baggage) is                                            

(A) 1 lakh                    (B)  3 lakhs                  (C) 5 lakhs                         (D) None of the above  

(iii)  Anti-dumping duty payable by a SEZ in respect of an import is                                                                    

(A) Nil                                                  (B) 5% of the customs duty                                                                                                               

(C) 7.5% of the customs duty         (D) 10% of the customs duty  

 Answer: 

 

 



 

 

67.Give brief reason or justification for the following:  

(a) Is recovery of tax from the buyer is an essential condition for levy of indirect taxes?  

(b) In case of certain jewellery, are certain persons required to pay excise duty, say in the month of 

March, 2016, regarded as ―Manufacturer or producer for the purpose of central excise levy? 

(c) Can a gold jewellery manufacturer with turnover of  11.2 crores during the year ended 

31.03.2016, claim Cenvat credit at 100% on capital goods during the FY 201617? 

 (d) Is a manufacturer desirous of claiming Cenvat credit in November, 2016, required to attach 

photocopies of the railway receipts with STTG for getting such credit? 

 (e) A product manufactured is sold to outsiders at 70,000 per unit; few units are also captively 

used by the manufacturer himself, in the next process for manufacturing final product. The cost of 

production is 60,000 per unit. What is the assessable value, the value adopted for the captively 

used product? 

 (f) Are manufacturers required to submit Form ER-1 under Central Excise Law on quarterly basis?  

(g) Can the SSI units make the central excise duty payment on quarterly basis?  

(h)  Anil, who started new business in August, 2016, wants to import certain articles and as first 

stage dealer, wants to pass on Cenvat credit also. Is he required to take two registrations? 

(i) Following is not a tax which has been substituted by GST:                                                                                

(i) Central Excise Duty                (ii) Service tax                (iii) State VAT                       (iv) Profession tax 

(j) In an intra-state supply, following are levied under GST:                                                                                      

(i) SGST and GGST                       (ii) Only IGST                     (iii) Only CGST                  (iv) CGST and IGST  

Answer  

(a) No. This is not true.  In certain situations like reverse charge in service tax, tax can be levied from 

the seller or service provider also. 

(b) This is a true statement.  The definition of manufacturer or producer under clause (naa) of rule 2 

has been amended [vide Notification No. 36/2016 CE (NT) dated 26.07.2016]. As per the amended 

definition, “manufacturer or producer in relation to articles of jewellery or parts of articles of 

jewellery or both, falling under heading 7113 of the First Schedule to the Excise Tariff Act, includes a 

person who is liable to pay duty of excise leviable on such goods under sub-rule (1) of rule 9 of the 

Articles of Jewellery (Collection of Duty) Rules, 2016  

(c) Yes.  With effect from 01.03.2016, explanation to rule 4(2)(a) had been amended to provide that a 

manufacturer of articles of jewellery [excluding silver jewellery, other than studded with diamonds/ 

ruby/ emerald/ sapphire] will be allowed to take 100% CENVAT credit on capital goods in the year of 

purchase, if his aggregate value of clearances of all excisable goods for home consumption in the 

preceding financial year, did not exceed 12 crore. 



 

 

 (d) No.  It is not required. Notification No. 45/2016 CE (NT) dated 20.09.2016 has amended rule 

9(1)(fa) to do away with the requirement of enclosing photocopies of the railway receipts with 

Service Tax Certificate for Transportation of Goods by Rail (STTG), as a document for availing CENVAT 

credit. As per the amended rule 9(1)(fa), Service Tax Certificate   for Transportation of Goods by Rail 

issued by the Indian Railways will be an eligible document for availing CENVAT credit.  

(e) It has to be valued at 110% of the cost of production. Since the cost of production is 60,000, the 

assessable value will be 66,000.  

(f) No.  The manufacturers are required to submit the ER-1 Form on a monthly basis to the excise 

department. 

 (g) Yes,  SSI units are allowed to make the excise duty payments on a quarterly basis, whilst the Non-

SSI units are required to pay on monthly basis.  

(h) Where the importer wants to act as first stage dealer and pass on Cenvat credit, it is not essential 

that he should take two registrations. Single registration is sufficient [Vide Notification No. 30/2016 

CE (NT) doted 28.06.2016]  

(i) (iv).  Profession tax is levied by Municipalities, Corporations and local bodies. This tax is not 

replaced by GST. All other taxes mentioned in the alternatives are covered by GST. 

(j) (i).  In case of supply within the State, both SGST and CGST will be levied at the applicable rates. 

IGST is applicable only in case of inter-state supply. 

68.  Comment on the following questions along with valid reasons:                                                                 

(a) JK Engineering Co. manufactured a machinery on 20-01-2017, when excise duty was 8%. These 

were entered in Daily Stock Account on 20-01-2017. These were sold from factory on 16-02-2017. 

On that date, rate of excise duty was 12.50%. At what rate excise duty is payable?  

(b) A provider of service did not pay service tax due to ignorance. During audit, the mistake was 

pointed out. He paid the service tax along with interest on his own before receiving any notice 

from department. What is the penalty that can be imposed on him? 

(c) A manufacturer has head office in Kolkata and factories at Raurkela, Nagpur and Raipur. He is 

receiving services at his Kolkata office, on which service tax has been charged by the service 

provider. He is not providing any service from Kolkata. Can he utilize the credit of service tax paid 

on the various input services received by him at Kolkata? Advise him.  

(d) Service provided from India with respect to immovable property situated abroad is called 

export of services.  

(e) The directors of a private company in liquidation are jointly and severally liable personally for 

any sales liability of the company in liquidation.  

(f) A demand of 8,50,000 of excise duty plus penalty was confirmed by Joint Commissioner, 

Assesse filed appeal and the demand was set aside by Commissioner (Appeals). Department is of 

the view that order of Commissioner (Appeals) is not proper. Advise department on action that 

can be initiated by them.  



 

 

(g) Deepak Finance Company is engaged in sale and purchase of foreign exchange. He received 

1,000 US dollars from a foreign tourist on 7-11-2016 and paid him 67,600 in exchange. The RBI 

reference rate on that day was 1USD = 69.40. Calculate value of service on which service tax is 

payable and service tax payable if service tax rate is 15%. Ignore cesses.  

(h) Subsidy given by Government to manufacturers to compensate cost of production will form 

part of sale price.  

(i) It is necessary to specify the heading under which the service being provided is falling.  

(j)  An importer imported machinery. At the time of imports, he paid following duties— Basic 

customs duty, Countervailing duty, Special countervailing duty, Anti dumping duty and Customs 

education cess. He sells the imported machinery in India. Is he eligible to get any refund of import 

duties if he resales the goods in India?  

Answer:                                                                                                                                                          

(a) The excise duty is payable @ 12.50%. The date on which goods are cleared from factory is 

relevant for payment of excise duty. 

 (b)  No penalty can be imposed as matter stands closed if tax with interest is paid before show cause 

notice, as per section 73(3) of Finance Act, 1994.  

(c) He can utilize the credit. He should register his Kolkata office as Input Service Distributor. He can 

take credit of service tax and then transfer the Cenvat credit to his factories by issuing monthly 

invoice.  

(d) Yes. Service provided from India with respect to immovable property situated abroad is called 

export of services.  

(e) If a private company is wound up and any tax assessed on the company cannot be recovered, then 

every person who was a director of the private company at any time during the period for which tax 

is due shall be jointly and severally liable for the payment of such tax, unless he proves that the non 

recovery cannot be attributed to any gross neglect, misfeasance or breach of duty on his part in 

relation to the affairs of the company.  

(f) Usually the Department can file appeal with Tribunal against the order of Commissioner (Appeals), 

if it is of the view that the order is not proper. However, if the excise duty involved is less than rupees 

ten lakhs, Department cannot file appeal before Tribunal against the order of Commissioner 

(Appeals), as per the litigation policy of the Government of India. 

(g) Value of service = ( 69.40 – 67.60) × 1,000 USD = 1.80 × 1,000 USD = 1,800                                            

Service tax @15% = 270.  

(h)  Government subsidy does not constitute amount payable to the dealer (by his customer) as 

consideration for the sale of goods. Hence, it is not includible in sale price.  

(i)  Specify the heading under which the service being provided is fallen, is necessarily for the purpose 

of classification.                                                                                                                                                                     

(j)  He is entitled to get refund of special CVD of 4% pad by him at the time of imports. 



 

 

                                         LEVY AND COLLECTION OF TAX,                                                                                                                                    

CLASSIFICATION OF GOODS AND SERVICES UNDER GST- Reading the Rate Schedule 

1. GST is a                                                                                                                                                                                   

(a) Destination base tax                       (b) Source base tax                                                                                         

(c) Person base tax                                (d) State base tax                                                                                             

# (a) Destination base tax                                                                                                                                       

Reason:   GST is a destination base consumption tax.   

2. One of the following products is out of GST                                                                                                                               

(a) Natural Gas                     (b) Milk                        (c) Medicine                          (d) All of the above                               

#(a) Natural Gas                                                                                                                                                       

Reason:   Petroleum products, natural gas and aviation turbine fuel are out of GST. 

3. The activities to be treated as supply of goods or supply of services are referred to in –                                                 

(a) Schedule I                   (b) Schedule II                    (c) Schedule III                        (d) None of the above 

# (b) Schedule II                                                                                                                                                                                                  

Reason:   As per se(c) 7, the activities to be treated as supply of goods or supply of services are 

referred to in Schedule II  

4. Gifts not exceeding _________ in value in a financial year by an employer to an employee shall 

not be treated as supply of goods or services or both                                                                                            

(a)50,000                      (b)1,00,000                           (c)75,000                          (d)5,000                                                

#(a) 50,000                                                                                                                                                                          

Reason:   As per Schedule I, gifts not exceeding  50,000 in value in a financial year by an employer to 

an employee shall not be treated as supply of goods or services or both  

5. “Composite supply” means:                                                                                                                                     

(a) a supply made by any person to a recipient consisting of two or more supplies of goods or 

services or both, or any combination thereof, which are naturally bundled and supplied in 

conjunction with each other;                                                                                                                                           

(b) a supply made by a taxable person to a recipient consisting of two or more taxable supplies of 

goods or services or both, or any combination thereof, which are naturally bundled and supplied 

in conjunction with each other in the ordinary course of business, one of which is a principal 

supply;                                                                                                                                                                                       

(c) two or more individual supplies of goods or services, or any combination thereof, made in 

conjunction with each other by a taxable person for a single price                                                                       

(d) None of the above                                                                                                                                                         

#(b) a supply made by a taxable person to a recipient consisting of two or more taxable supplies of 

goods or services or both, or any combination thereof, which are naturally bundled and supplied in 

conjunction with each other in the ordinary course of business, one of which is a principal supply                                                                                                                                                                          

Reason:   As per sec. 2(30), composite supply means a supply made by a taxable person to a recipient 

consisting of two or more taxable supplies of goods or services or both, or any combination thereof, 

which are naturally bundled and supplied in conjunction with each other in the ordinary course of 

business, one of which is a principal supply. 



 

 

6. “Mixed supply” means                                                                                                                                                           

(a) a supply made by a taxable person to a recipient consisting of two or more taxable supplies of 

goods or services or both, or any combination thereof, which are naturally bundled and supplied 

in conjunction with each other in the ordinary course of business, one of which is a principal 

supply;                                                                                                                                                                        

(b) two or more individual supplies of goods or services, or any combination thereof, made in 

conjunction with each other by a taxable person for a single price where such supply does not 

constitute a composite supply                                                                                                                                              

(c) two or more individual supplies of goods, made in conjunction with each other by any person 

for a single price where such supply does not constitute a composite supply                                                   

(d) None of the above                                                                                                                                                       

#(b) two or more individual supplies of goods or services, or any combination thereof, made in 

conjunction with each other by a taxable person for a single price where such supply does not 

constitute a composite supply                                                                                                                                

Reason:   As per sec. 2(74), mixed supply means two or more individual supplies of goods or services, 

or any combination thereof, made in conjunction with each other by a taxable person for a single 

price where such supply does not constitute a composite supply.  

7. Out of the following transactions, identify which of them is composite supply                                            

(a) Goods are packed and transported with insurance, the supply of goods, packing materials, 

transport and insurance;                                                                                                                                                         

(b) Supply of a package consisting of canned foods, sweets, chocolates, cakes, dry fruits, aerated 

drinks and fruit juices when supplied for a single price                                                                                                          

(c) Both of the above                                                                                                                                                                  

(d) None of the above                                                                                                                                                            

#(a) Goods are packed and transported with insurance, the supply of goods, packing materials, 

transport and insurance                                                                                                                                         

Reason:   Where goods are packed and transported with insurance, the supply of goods, packing 

materials, transport and insurance is a composite supply. 

8. What are the taxes levied on an intra-State Supply?                                                                                          

(a) IGST                         (b) CGST                                                                                                                                                                                          

(c) SGST                        (d) CGST and SGST                                                                                                                               

#(d) CGST and SGST                                                                                                                                                                   

Reason:   In case of intra-State supply, CGST is payable to the Central Government and SGST is 

payable to the State Government.  

9. Services by an employee to the employer in the course of or in relation to his employment is–  

(a) Supply of goods                                                                                                                                                           

(b) Supply of service                                                                                                                                                                   

(c) Neither a supply of goods nor supply of service                                                                                                                    

(d) None of the above                                                                                                                                                  

# (c) Neither a supply of goods nor supply of service                                                                                 

Reason:   As per sec. 7 read with Schedule III, services by an employee to the employer in the course 

of or in relation to his employment is neither supply of goods nor supply of service  



 

 

10. What is the maximum GST rate that can be levied on any product or service                            

(combinedly - CGST+SGST)?                                                                                                                                                                                         

(a) 30%                     (b) 28%                     (c) 18%                    (d) 32%                                                                                

#(b) 28%                                                                                                                                                                                              

Reason:   The maximum rate of GST is 28%  

11.Services of funeral,burial,crematorium or mortuary including transportation of the deceased is:                                                                                                                                                                                                           

(a) Supply of goods                                                                                                                                                                       

(b) Supply of service                                                                                                                                                          

(c) Neither a supply of goods nor supply of service                                                                                                   

(d) None of the above                                                                                                                                                   

#(c) Neither a supply  of goods nor supply of service                                                                                  

Reason:   As per sec. 7 read with Schedule III, Services of funeral, burial, crematorium or mortuary 

including transportation of the deceased is neither supply of goods nor supply of service 

12. Renting of immovable property is:                                                                                                                                            

(a) Supply of goods                                                                                                                                                                 

(b) Supply of service                                                                                                                                                                     

(c) Neither a supply of goods nor supply of service                                                                                                                              

(d) None of the above                                                                                                                                                     

#(b) Supply of service                                                                                                                                         

Reason:   As per sec. 7 read with Schedule II, renting of immovable property is supply of service  

13. Any treatment or process which is applied to another person’s goods is                                                      

(a) Supply of goods                                                                                                                                                                                         

(b) Supply of service                                                                                                                                                                                                                          

(c) Neither a supply of goods nor supply of service                                                                                                                                                                           

(d) None of the above                                                                                                                                                     

#(b) Supply of service                                                                                                                                              

Reason:   As per sec. 7 read with Schedule II, any treatment or process which is applied to another 

person’s goods is supply of service  

14. Which of the following persons can opt for composition scheme?                                                                       

(a) Person making any supply of goods which are not leviable to tax under this Act;                                          

(b) Person making any inter-State outward supplies of goods;                                                                                     

(c) Person effecting supply of goods through an e-commerce operator liable to collect tax at source 

(d) None of the above                                                                                                                                                       

#(d) None of the above                                                                                                                                                     

Reason:   As per sec. 10, registered person shall be eligible to opt for composition scheme provided:                                                                                                                                                                                     

1. he is not engaged in the supply of services other than few specified supplies;                                                  

2. he is not engaged in making any supply of goods which are not leviable to tax under this Act;                

3. he is not engaged in making any inter-State outward supplies of goods;                                                               

4. he is not engaged in making any supply of goods through an electronic commerce operator who is 

required to collect tax at source under section 52; and                                                                                             

5. he is not a manufacturer of such goods as may be notified by the Government on the 

recommendations of the Council: 



 

 

15. What is the rate applicable under CGST to a registered person opting to taxes under 

composition scheme, not being a manufacturer or a hotelier?                                                                                           

(a) 0.5%                                (b) 1%                                   (c) 2.5%                          (d) None of the above 

#(a) 0.5%                                                                                                                                                               

Reason:   As per sec. 10, a registered trader opting to taxes under composition scheme is liable to pay 

CGST @ 0.5%  

16. Can a registered person opt for composition scheme only for one out of his 4 business verticals 

having same Permanent Account Number?                                                                                                                          

(a) Yes                            (b) No                                                                                                                                                            

(c) Yes, subject to prior approval of the Central Government                                                                                                                     

(d) Yes, subject to prior approval of the concerned State Government                                                                      

# (b) No                                                                                                                                                                    

Reason:  No, Composition scheme is levied for all business verticals with the same PAN. A taxable 

person will not have the option to select composition scheme for one, opt to pay taxes as per regular 

provision for other. 

17. Which of the following will be excluded from the computation of ‘aggregate turnover’?                         

(a) Value of Taxable supplies                                                                                                                                                             

(b) Value of Exempt Supplies                                                                                                                                       

(c) Non-taxable supplies                                                                                                                                                            

(d) Value of inward supplies on which tax is paid on reverse charge basis                                                 

#(d) Value of inward supplies on which tax is paid on reverse charge basis                                       

Reason: As per sec. 2(6), “aggregate turnover” means the aggregate value of all taxable supplies 

(excluding the value of inward supplies on which tax is payable by a person on reverse charge basis), 

exempt supplies, exports of goods or services or both and inter-State supplies of persons having the 

same Permanent Account Number, to be computed on all India basis but excludes central tax, State 

tax, Union territory tax, integrated tax and cess. 

18. Silk yarn procured by A Ltd. from a trader, GST is payable by:                                                                                       

(a) A Ltd.                                                                                                                                                                                             

(b) Trader                                                                                                                                                               

(c) Both of the above i.e., joint charge (50% of the tax shall be paid by each of them)                                           

(d) None of the above                                                                                                                                                         

#(a) A Ltd.                                                                                                                                                                

Reason:   As per sec. 9(3), in case of procurement of silk yarn, reverse charge is applicable. Thus, A 

Ltd. is liable to pay GST.   

19. When can credit for tax paid under reverse charge mechanism be taken?                                                

(a) Same month in which payment of tax has been made                                                                                             

(b) Same month in which liability of tax has occurred                                                                                               

(c) Either of the above                                                                                                                                                          

(d) No credit is available                                                                                                                                               

#(a) Same month in which payment of tax has been made                                                                      

Reason:   ITC will be available in the month in which the tax under reverse charge has been paid.  



 

 

20.Threshold limit of turnover for levy of GST in the case of a person carrying on business in the 

State of Gujarat is:                                                                                                                                                                  

(a) 20,00,000                        (b) 10,00,000                         (c)75,00,000                         (d)50,00,000                               

# (a)20,00,000                                                                                                                                                        

Reason:   Threshold limit of turnover for levy of GST in the case of a person carrying on business in the 

State of Gujarat is  20,00,000. 

                                    TIME OF SUPPLY UNDER GST,                                                                                                                                    

VALUE OF SUPPLY UNDER GST,              PLACE OF SUPPLY UNDER GST 

1. What is the time of supply of goods, in case of forward charge?                                                                        

(a) Date of issue of invoice                                                                                                                                                       

(b) Due date of issuance of invoice                                                                                                                                

(c) Earlier of (a) and (b)                                                                                                                                                                      

(d) None of the above                                                                                                                                                            

# (c) Earlier of (a) and (b)                                                                                                                                          

Reason:  As per sec. 12, the time of supply of goods shall be the earlier of the following dates:                      

(i) the date of issue of invoice by the supplier or the last date on which he is required to issue the 

invoice with respect to the supply; or (ii) the date on which the supplier receives the payment with 

respect to the supply.  

2. What is the time of supply of service if the invoice is issued within 30 days from the date of 

provision of service?                                                                                                                                                             

(a) Date of issue of invoice                                                                                                                                                           

(b) Date on which the supplier receives payment                                                                                                        

(c) Date of provision of service                                                                                                                                                                        

(d) Earlier of (a) & (b)                                                                                                                                                                          

# (d) Earlier of (a) & (b)                                                                                                                                         

Reason:  As per sec. 13, the time of supply of services shall be the earliest of the following dates:               

(a) the date of issue of invoice by the supplier, if the invoice is issued within due date of issuance of 

invoice or the date of receipt of payment, whichever is earlier; or (b) the date of provision of service, 

if the invoice is not issued within such due date or the date of receipt of payment, whichever is earlier  

3. What is the time of supply of service for the supply of taxable services up to ₹ 1,000 amount 

indicated in the taxable invoice?                                                                                                                                               

(a) At the option of the supplier – Invoice date or Date of receipt of consideration                                             

(b) Date of issue of invoice                                                                                                                                                              

(c) Date of receipt of consideration                                                                                                                                              

(d) Date of entry in books of account                                                                                                                                  

# (a) At the option of the supplier – Invoice date or Date of receipt of consideration                                

Reason:  As per sec. 13, where the supplier of taxable service receives an amount up to 1,000 in 

excess of the amount indicated in the tax invoice, the time of supply to the extent of such excess 

amount shall, at the option of the said supplier, be the date of issue of invoice relating to such excess 

amount  



 

 

4. What is the time of supply of service in case of reverse charge mechanism?                                             

(a) Date of payment as entered in the books of account of the recipient                                                                            

(b) Date immediately following 60 days from the date of issue of invoice                                                                   

(c) Date of invoice                                                                                                                                                                       

(d) Earlier of (a) & (b)                                                                                                                                                        

#(d) Earlier of (a) & (b)                                                                                                                                           

Reason: As per sec. 13(3), in case of supplies in respect of which tax is paid or liable to be paid on 

reverse charge basis, the time of supply shall be the earlier of the following dates: (a) the date of 

payment as entered in the books of account of the recipient or the date on which the payment is 

debited in his bank account, whichever is earlier; or (b) the date immediately following 60 days from 

the date of issue of invoice or any other document, by whatever name called, in lieu thereof by the 

supplier  

5. What is time of supply of goods liable to tax under the reverse charge mechanism?                                               

(a) Date of receipt of goods                                                                                                                                                   

(b) Date on which the payment is made                                                                                                                                                                                   

(c) Date immediately following 30 days from the date of issue of invoice by the supplier                                                                   

(d) Earlier of (a) or (b) or (c)                                                                                                                                     

#(d) Earlier of (a) or (b) & (c)                                                                                                                               

Reason: As per sec. 12(3), in case of supplies in respect of which tax is paid or liable to be paid on 

reverse charge basis, the time of supply shall be the earliest of the following dates: (a) the date of the 

receipt of goods; or (b) the date of payment as entered in the books of account of the recipient or the 

date on which the payment is debited in his bank account, whichever is earlier; or (c) the date 

immediately following thirty days from the date of issue of invoice or any other document, by 

whatever name called, in lieu thereof by the supplier  

6. The value of supply of goods and services shall be the                                                                                     

(a) Transaction Value                     (b) Market Value                                                                                                                             

(c) Maximum Retail Price              (d) None of the above                                                                                     

# (a) Transaction Value                                                                                                                                        

Reason:  As per sec. 15, the value of a supply of goods or services or both shall be the transaction 

value, which is the price actually paid or payable for the said supply of goods or services or both 

where the supplier and the recipient of the supply are not related and the price is the sole 

consideration for the supply.  

7. When can the transaction value be rejected for computation of value of supply                                               

(a) When the buyer and seller are related and price is not the sole consideration                                                   

(b) When the buyer and seller are related or price is not the sole consideration                                              

(c) It can never be rejected                                                                                                                                                    

(d) When the goods are sold at very low margins                                                                                                   

# (b) When the buyer and seller are related or price is not the sole consideration                                 

Reason:  As per sec. 15, the value of a supply of goods or services or both shall be the transaction 

value, which is the price actually paid or payable for the said supply of goods or services or both 

where the supplier and the recipient of the supply are not related and the price is the sole 

consideration for the supply. 



 

 

8. What deductions are allowed from the transaction value                                                                                

(a) Discounts offered to customers, subject to conditions                                                                                                             

(b) Packing Charges, subject to conditions                                                                                                                          

(c) Amount paid by customer on behalf of the supplier, subject to conditions                                                                                                                             

(d) Freight charges incurred by the supplier for CIF terms of supply, subject to conditions                                   

#(a) Discounts offered to customers, subject to conditions                                                                           

Reason:  As per sec. 15(3), the value of the supply shall not include any discount which is given:                      

(a) before or at the time of the supply if such discount has been duly recorded in the invoice issued in 

respect of such supply; and                                                                                                                                                  

(b) after the supply has been effected, if:                                                                                                                                 

(i) such discount is established in terms of an agreement entered into at or before the time of such 

supply and specifically linked to relevant invoices; and                                                                                                       

(ii) input tax credit as is attributable to the discount on the basis of document issued by the supplier 

has been reversed by the recipient of the supply.  

9. Rule 30 of the CGST Rules inter alia provides value of supply of goods or services or both based 

on cost shall be ……………% of cost of production or manufacture or the cost of acquisition of such 

goods or the cost of provision of such services                                                                                                                             

(a) 100                        (b) 110                          (c) 125                              (d) 150                                                                       

#(b) 110                                                                                                                                                                     

Reason: Rule 30 of the CGST Rules inter alia provides value of supply of goods or services or both 

based on cost shall be 110% of cost of production or manufacture or the cost of acquisition of such 

goods or the cost of provision of such services.  

10. What will be the value of supply if Manu supply television set for  35,000 along with the 

exchange of an old TV and if the price of the television set without exchange is 50,000, the open 

market value of the television set is:                                                                                                                                 

(a)50,000                            (b) 35,000                           (c) 65,000                           (d) 15,000                               

#(a)50,000                                                                                                                                                                            

Reason: As per Rule 27, “Open market value” of supply of goods or services or both means the full 

value in money, excluding the integrated tax, central tax, State tax, Union territory tax and the cess 

payable by a person in a transaction, where the supplier and the recipient of the supply are not 

related and price is the sole consideration, to obtain such supply at the same time when the supply 

being valued is made.  

11. Supply of goods in the course of import into the territory of India is                                                                    

(a) Intra-State supply                                                                                                                                                           

(b) Inter-State supply                                                                                                                                                                 

(c) Export                                                                                                                                                                      

(d) Neither Export nor Import                                                                                                                                           

#(b) Inter-State supply                                                                                                                                           

Reason:  As per sec. 7(2) of the IGST Act, supply of goods imported into the territory of India, till they 

cross the customs frontiers of India, shall be treated to be a supply of goods in the course of inter-

State trade or commerce.  

 



 

 

12. Which of the following is an inter-State supply?                                                                                                                                               

(a) Supplier of goods located in Kolkata and place of supply of goods is to an SEZ located in Kolkata  

(b) Supplier of goods located in Kolkata and place of supply of goods in Delhi                                                           

(c) Supplier of goods located in Kolkata and place of supply of goods is to an SEZ located in 

Chandigarh                                                                                                                                                                                   

(d) All of the above                                                                                                                                                                  

# (d) All of the above                                                                                                                                            

Reason:  As per sec. 7 of the IGST Act, supply of goods, where the location of the supplier and the 

place of supply are in: (a) two different States; (b) two different Union territories; or (c) a State and a 

Union territory,  - shall be treated as a supply of goods in the course of inter-State trade or 

commerce.  

13. Place of supply in case of installation of elevator is                                                                                                     

(a) Where the movement of elevator commences from the supplier’s place                                                         

(b) Where the delivery of elevator is taken                                                                                                                  

(c) Where the installation of elevator is made                                                                                                                

(d) Where address of the recipient is mentioned in the invoice                                                                                     

# (c) Where the installation of elevator is made                                                                                              

Reason:  As per sec. 10 of the IGST Act, where the goods are assembled or installed at site, the place 

of supply shall be the place of such installation or assembly.  

14. Place of supply of food taken on board at Delhi for an aircraft departing from Delhi to 

Bangalore via Hyderabad is                                                                                                                                                

(a) Address of the aircraft carrier mentioned on the invoice of the supplier                                                          

(b) Delhi                                                                                                                                                                                    

(c) Bangalore                                                                                                                                                                             

(d) Hyderabad                                                                                                                                                                              

# (b) Delhi                                                                                                                                                                  

Reason: As per sec. 10 of the IGST Act, where the goods are supplied on board a conveyance, 

including a vessel, an aircraft, a train or a motor vehicle, the place of supply shall be the location at 

which such goods are taken on board.  

15. Which of the following is an intra-State supply?                                                                                                          

(a) Supplier of goods located in Delhi and place of supply of goods SEZ located in Delhi                                             

(b) Supplier of goods located in Delhi and place of supply of goods in Jaipur                                                            

(c) Supplier of goods located in Delhi and place of supply of goods in Delhi                                                            

(d) All of the above                                                                                                                                                                                                     

# (c) Supplier of goods located in Delhi and place of supply of goods in Delhi                                             

Reason: As per sec. 8 of the IGST Act, supply of goods where the location of the supplier and the place 

of supply of goods are in the same State or same Union territory shall be treated as intra-State 

supply. 

 

 



 

 

 INPUT  TAX  CREDIT (ITC),  REGISTRATION  UNDER  GST,  TAX INVOICE,                                       

CREDIT  AND  DEBIT  NOTES  AND  OTHER  DOCUMENT  UNDER  GST 

1. Whether definition of Inputs includes capital goods                                                                                                  

(a) Yes                      (b) No                           (c) Few of them                          (d) None of them                                    

# (b) No                                                                                                                                                                     

Reason:  As per sec. 2(59), “input” means any goods other than capital goods used or intended to be 

used by a supplier in the course or furtherance of business.  

2. Who can take input tax credit?                                                                                                                                

(a) Registered dealer not opting for composition scheme                (b) Unregistered dealer                      

(c) Registered dealer opting for composition scheme                        (d) None of the above                                    

# (a) Registered dealer not opting for composition scheme                                                                            

Reason:  As per sec. 16, every registered person shall be entitled to take credit of input tax charged 

on any supply of goods or services or both to him which are used or intended to be used in the course 

or furtherance of his business and the said amount shall be credited to the electronic credit ledger of 

such person. However, registered dealer opting for composition scheme is not eligible for availing 

input tax credit.  

3. Input tax credit on capital goods and inputs can be availed in ________ instalment(s)                                   

(a) One                    (b) Two                         (c) Thirty Six                      (d) Six                                                                     

#(a) One                                                                                                                                                                    

Reason:  Input tax credit on capital goods and inputs can be availed in one instalment.  

4. The time limit to pay the value of supply with taxes to avail the input tax credit?                                     

(a) Three months                                             (b) Six Months                                                                                                                                  

(c) One hundred and eighty days                 (d) Till the date of filing of Annual Return                                            

#(c) One hundred and eighty days                                                                                                                             

Reason: As per sec. 16(2), where a recipient fails to pay to the supplier of goods or services or both, 

other than the supplies on which tax is payable on reverse charge basis, the amount towards the 

value of supply along with tax payable thereon within a period of 180 days from the date of issue of 

invoice by the supplier, an amount equal to the input tax credit availed by the recipient shall be 

added to his output tax liability, along with interest thereon, in such manner as may be prescribed.  

5.What is the maximum time limit to claim the Input tax credit?                                                                                                             

(a) Till the date of filing annual return                                                                                                                              

(b) Due date of September month which is following the financial year                                                                          

(c) Earliest of (a) or (b)                                                                                                                                                      

(d) Later of (a) or (b)                                                                                                                                                         

#(c) Earlier of (a) or (b)                                                                                                                                                    

Reason:  As per sec. 16(4), a registered person shall not be entitled to take input tax credit in respect 

of any invoice or debit note for supply of goods or services or both after the due date of furnishing of 

the return u/s 39 for the month of September following the end of financial year to which such 

invoice or invoice relating to such debit note pertains or furnishing of the relevant annual return, 

whichever is earlier.  



 

 

6. Which one of the following is true?                                                                                                                                      

(a) Registered person not liable to collect tax till his aggregate turnover exceeds threshold limit                          

(b) A person can’t collect tax unless he is registered                                                                                                                             

(c) A person can collect the tax during the period of his provisional registration                                                                   

(d) Both (a) and (b) are correct                                                                                                                                       

#(b) A person can’t collect tax unless he is registered                                                                                     

Reason:  Unregistered dealer cannot collect tax. Further, a registered person (voluntarily) can collect 

tax though his turnover does not exceed the threshold limit.  

7. Within how many days a person should apply for registration?                                                                   

(a) Within 90 days from the date he becomes liable for registration                                                                      

(b) Within 60 days from the date he becomes liable for registration                                                                          

(c) Within 30 days from the date he becomes liable for registration                                                                              

(d) No time limit                                                                                                                                                                        

# (c) Within 30 days from the date he becomes liable for registration                                                    

Reason: As per sec. 25, every person who is liable to be registered shall apply for registration within 

30 days from the date on which he becomes liable to registration.  

8. What is the validity of the registration certificate?                                                                                                

(a) One year                     (b) Two years                   (c) Five years                 (d) Valid till it is cancelled    

# (d) Valid till it is cancelled                                                                                                                             

Reason: The registration certificate is valid till it is cancelled. However, Certificate of registration 

issued to a casual taxable person or a non-resident taxable person shall be valid for the period 

specified in the application for registration or ninety days from the effective date of registration, 

whichever is earlier.  

 9. Within how many days an application for revocation of cancellation of registration can be 

made?                                                                                                                                                                          

(a) Within 7 days from the date of service of the cancellation order                                                                                 

(b) Within 15 days from the date of service of the cancellation order                                                                       

(c) Within 30 days from the date of service of the cancellation order                                                                         

(d) Within 45 days from the date of service of the cancellation order                                                                 

#(c) Within 30 days from the date of service of the cancellation order                                                        

Reason: As per sec. 30, any registered person, whose registration is cancelled by the proper officer on 

his own motion, may apply to such officer for revocation of cancellation of the registration within 

thirty days from the date of service of the cancellation order. 

10. Under what circumstances physical verification of business premises is mandatory?                                     

(a) Physical verification of business premises is a discretionary power of proper officer.                                     

(b) If additional information for registration asked by the proper officer is not submitted within 

specified time.                                                                                                                                                                     

(c) If photograph of the business premise is not uploaded in the common portal within specified 

time                                                                                                                                                                                        

(d) If certificate of registration is obtained on misrepresentation of facts.                                                     

#(a) Physical verification of business premises is a discretionary power of proper officer.                                   

Reason:  Physical verification of business premises is a discretionary power of proper officer.  



 

 

11. Tax invoice must be issued by________                                                                                                                 

(a) Every supplier                                                                                                                                                                              

(b) Every taxable person                                                                                                                                                          

(c) Registered persons not paying tax under composition scheme                                                                                   

(d) All of the above                                                                                                                                                            

#(c) Registered persons not paying tax under composition scheme                                                            

Reason: As per sec. 31, tax invoice must be issued byregistered persons not paying tax under 

composition scheme. 

 12. A bill of supply can be issued in case of inter-State and intra-State:                                                             

(a) Exempted supplies                     (b) Supplies to unregistered persons                                                                  

(c) Both of above                              (d) None of the above                                                                                    

#(a) Exempted supplies                                                                                                                                            

Reason:  As per sec. 31(3), a registered person supplying exempted goods or services or both or 

paying tax under the provisions of sec. 10 shall issue, instead of a tax invoice, a bill of supply.  

13. The tax invoice should be issued _______the date of supply of service.                                                                       

(a) Within 30 days from                             (b) Within 15 days from                                                                                               

(c) Within 1 month from                            (d) On                                                                                                        

#(a) Within 30 days from                                                                                                                                

Reason: As per sec. 31(2), the tax invoice should be issued within 30 days from the date of supply of 

service. 

14. How many digits HSN code is required to be mentioned in the tax invoice by a registered 

person if his annual turnover is below 1.5 crores in the preceding financial year                                             

(a) No HSN required                      (b) 2 digits HSN code                                                                                                          

(c) 4 digits HSN code                      (d) None of the above                                                                                             

# (a) No HSN required                                                                                                                                                    

Reason: The number of digits of HSN code that a registered person needs to specify in the tax invoice 

issued by him based on the annual turnover of the said person in the preceding financial year. The 

number of digits of HSN code based on annual turnover are as follows –

 

15. A registered person may not issue a tax invoice if the value of the goods or services or both 

supplied is less than _____________ subject to such conditions and in such manner as may be 

prescribed.                                                                                                                                                                    

(a) 100                     (b)500                          (c) 200                      (d) 1,000                                                                   

#(c) 200                                                                                                                                                                      

Reason: As per sec. 31(3)(b), a registered person may not issue a tax invoice if the value of the goods 

or services or both supplied is less than  200. 

 



 

 

ACCOUNTS  AND  RECORDS  UNDER  GST,  PAYMENT  OF  TAX,  TDS & TCS  UNDER  GST 

 1. The books and other records are to be maintained at:                                                                                      

(a) place where the books and accounts are maintained                                                                                                  

(b) Place of address of the Proprietor/ Partner/Director/Principal Officer                                                                             

(c) Principal place of business mentioned in the Certificate of Registration                                                                 

(d) Any of the above                                                                                                                                                           

#(c) Principal place of business mentioned in the Certificate of Registration                                               

Reason: As per sec. 35, every registered person shall keep and maintain books and other records, at 

his principal place of business, as mentioned in the certificate of registration.  

2. Accounts are required to be maintained in                                                                                                               

(a) Manual form                                       (b) Electronic form                                                                                                                 

(c) Manual and electronic form            (d) Manual or electronic form                                                                    

#(d) Manual or electronic form                                                                                                                             

Reason: Accounts shall be maintained in either of the form.  

3. Who among the following, even if not registered, is required to maintain records                                                   

(a) Owner or operator of warehouse or godown                                                                                                                                                                         

(b) Owner or operator of any other place used for storage of goods                                                                         

(c) Every transporter                                                                                                                                                                        

(d) All of the above                                                                                                                                                      

#(d) All of the above                                                                                                                                                   

Reason: As per sec. 35(2), every owner or operator of warehouse or godown or any other place used 

for storage of goods and every transporter, irrespective of whether he is a registered person or not, 

shall maintain records of the consigner, consignee and other relevant details of the goods in such 

manner as may be prescribed.  

4. Taxable person has to maintain his records for a period of:                                                                                         

(a) expiry of 72 months from the due date of filing of Annual Return for the year                                             

(b) expiry of 36 months from the due date of filing of Annual Return for the year                                                  

(c) expiry of 48 months from the due date of filing of Annual Return for the year                                                         

(d) expiry of 90 months from the due date of filing of Annual Return for the year                                        

#(a) expiry of 72 months from the due date of filing of Annual Return for the year                               

Reason: As per sec. 36, every registered person required to keep and maintain books of account or 

other records, shall retain them until the expiry of 72 months from the due date of furnishing of 

annual return for the year pertaining to such accounts and records.  

5. Amounts credited to electronic Credit Ledger are __________.                                                                                        

(a) Input Tax Credit                                              (b) Output Tax payable                                                                                                   

(c) Amount Transferred through NEFT            (d) Amount paid through Credit Card                                        

#(a) Input Tax Credit                                                                                                                                                        

Reason: As per sec. 49(2), the input tax credit as self-assessed in the return of a registered person 

shall be credited to his electronic credit ledger.  

 



 

 

 6. Balance in electronic credit ledger under IGST can be used against which liability?                                                 

(a) IGST, CGST and SGST liability                          (b) IGST and CGST liability                                                                                    

(c) IGST liability only                                               (d) None of them                                                                     

#(a) IGST, CGST and SGST liability                                                                                                                        

Reason: As per sec. 49(5), IGST shall first be utilised towards payment of IGST and the amount 

remaining, if any, may be utilised towards the payment of CGST and SGST, or as the case may be, 

UTGST, in that order.  

7. What is the due date for payment of tax?                                                                                                                 

(a) Last day of the month to which payment relates                                                                                                          

(b) Within 10 days of the subsequent month                                                                                                            

(c) Within 15 days of the subsequent month                                                                                                                         

(d) Within 20 days of the subsequent month                                                                                                                  

#(d) Within 20 days of the subsequent month                                                                                                   

Reason:Tax is required to be paid by 20th of the subsequent month (i.e.,due date of filing of GSTR 3B)  

8. What is the rate of TDS on CGST?                                                                                                                              

(a) 1%                       (b) 5%                            (c) 12%                              (d) 18%                                                       

# (a) 1%                                                                                                                                                                  

Reason: As per sec. 51, tax is required to be deducted @ 1%.  

9. On what value TDS needs to be deducted?                                                                                                              

(a) Contract value                                     (b) Invoice value including tax                                                                                   

(c) Invoice value excluding tax              (d) Contract value excluding tax                                                            

#(c) Invoice value excluding tax                                                                                                                              

Reason: As per Explanation to sec. 51(1), for the purpose of deduction of tax, the value of supply shall 

be taken as the amount excluding the central tax, State tax, Union territory tax, integrated tax and 

cess indicated in the invoice.  

 10. What is e-commerce?                                                                                                                                                    

(a) Supply of goods and/or services on an electronic platform for commerce other than the e-

commerce operator himself                                                                                                                                                  

(b) Supply of goods and/or services on an electronic platform for commerce including the e-

commerce operator                                                                                                                                                             

(c) Supply of goods and/or services on an electronic platform for commerce                                                              

(d) Supply of goods or services or both including digital products over digital or electronic network. 

#(d) Supply of goods or services or both including digital products over digital or electronic network.                                                                                                                                                                      

Reason: As per sec. 2(44), “electronic commerce” means the supply of goods or services or both, 

including digital products over digital or electronic network. 

 

 

 



 

 

RETURNS  UNDER  GST,  MATCHING  CONCEPT  UNDER  GST,                                                              

EXPORT, IMPORTS  AND  REFUND  UNDER  GST 

1. Every tax payer paying tax u/s 10 (Composition levy) shall file the return in                                                 

(a) Form GSTR 3 by 18th of the month succeeding the quarter                                                                                     

(b) Form GSTR 4 by 18th of the month succeeding the quarter                                                                              

(c) Form GSTR 4 by 18th of the succeeding month                                                                                                           

(d) Form GSTR 4 by 20th of the month succeeding the quarter                                                                                   

#(b) Form GSTR 4 by 18th of the month succeeding the quarter                                                                       

Reason: As per sec. 39, tax payer covered under composition scheme is required to file Form GSTR 4 

by 18th of the month succeeding the quarter. 

 2. The e-commerce operator collecting tax u/s 52 shall file its monthly return in:                                                       

(a) Form GSTR 8 by 18th of the succeeding month                                                                                                          

(b) Form GSTR 7 by 20th of the month succeeding the quarter                                                                                

(c) Form GSTR 8 by 17th of the succeeding month                                                                                                                

(d) Form GSTR 8 by 10th of the succeeding month                                                                                                    

# (d) Form GSTR 8 10th of the succeeding month                                                                                             

Reason: The e-commerce operator collecting tax u/s 52 shall file its monthly return in Form GSTR 8 by 

10th of the succeeding month.    

3. What is the time limit for filing of refund application by a specialised agency of the UNO?                        

(a) Before the expiry of eight months from the last day of the quarter in which such inward supply 

received                                                                                                                                                                                  

(b) Before expiry of eight months from the last day of the month in which such inward supply 

received                                                                                                                                                                                       

(c) Before expiry of six months from the last day of the month in which such inward supply was 

received                                                                                                                                                                                             

(d) Before expiry of six months from the last day of the quarter in which such inward supply was 

received                                                                                                                                                                                 

# (d) Before expiry of six months from the last day of the quarter in which such inward supply was 

received                                                                                                                                                                      

Reason:  As per sec. 54(2),  a specialised agency of the United Nations Organisation or any 

Multilateral Financial Institution and Organisation notified under the United Nations (Privileges and 

Immunities) Act, 1947, Consulate or Embassy of foreign countries or any other person or class of 

persons, as notified u/s 55, entitled to a refund of tax paid by it on inward supplies of goods or 

services or both, may make an application for such refund before the expiry of 6 months from the last 

day of the quarter in which such supply was received.   

 4. Refunds would be allowed on a provisional basis in case of refund claims on account of zero-

rated supplies of goods and/or services made by registered persons. At what percentage, would 

such provisional refunds be granted?                                                                                                                              

(a) 65%                             (b) 70%                              (c) 80%                                    (d) 90%                                 

#(d) 90%                                                                                                                                                                    

Reason: As per sec. 54(6), 90% of refunds may be allowed on a provisional basis in case of refund 

claims on account of zero-rated supplies of goods and/or services made by registered persons.  



 

 

5. The applicant is not required to furnish documentary evidence if the amount of refund claimed 

is less than:                                                                                                                                                                        

(a)6 lacs                       (b)2 lacs                          (c)10 lacs                              (d) 12 lacs                                                      

# (b)2 lacs                                                                                                                                                                                                                                                                                                                            

Reason: As per proviso to sec. 54(4), where the amount claimed as refund is less than 2 lacs, it shall 

not be necessary for the applicant to furnish any documentary and other evidences but he may file a 

declaration, based on the documentary or other evidences available with him, certifying that the 

incidence of such tax and interest had not been passed on to any other person.  

6. Interest on refund amount is required to be paid after expiry of ………. from the date of receipt 

of the application                                                                                                                                                               

(a) 60 days                         (b) 90 days                         (c) 180 days                                  (d) 240 days                                

#(a) 60 days                                                                                                                                                             

Reason: As per sec. 56, interest on refund amount is required to be paid after expiry of 60 days from 

the date of receipt of the application. 

7. Every registered taxable person who is required to get his accounts audited u/s 35(5) shall 

furnish electronically                                                                                                                                           

(a) Annual return                                                                                                                                                                    

(b) Audited copy of annual accounts                                                                                                                                   

(c) Reconciliation statement reconciling the value of supplies declared in the return and the 

financial statement                                                                                                                                                                      

(d) All of the above                                                                                                                                                              

#(d) All of the above                                                                                                                                            

Reason: Every registered taxable person who is required to get his accounts audited u/s 35(5) is 

required to furnish all of the above electronically.    

8. Refund application is to be filed before the expiry of ____________ from the relevant date.                         

(a) Two years                       (b) One year                         (c) 180 days                        (d) 270 days                        

#(a) Two years                                                                                                                                                                           

Reason: As per sec. 54, any person claiming refund of any tax and interest, if any, paid on such tax or 

any other amount paid by him, may make an application before the expiry of 2 years from the 

relevant date.   

9. The First return shall be filed by every registered taxable person for the period from                                        

(a) The date on which he became liable for registration till the date of grant of registration                               

(b) The date of registration to the last day of that month                                                                                              

(c) The date on which he became liable for registration till the last day of that month                                             

(d) All of the above                                                                                                                                                           

# (a) The date on which he became liable for registration till the date of grant of registration                

Reason: As per sec. 40, every registered person who has made outward supplies in the period 

between the date on which he became liable to registration till the date on which registration has 

been granted shall declare the same in the first return furnished by him after grant of registration.  

 

 



 

 

ASSESSMENT,  INSPECTION,  SEARCH  &  SEIZURE  AUDIT  UNDER  GST, GOODS  

AND  SERVICES  TAX  (Compensation to State)  ACT, 2017 

1. Assessment means:                                                                                                                                                     

(a) Determination of tax liability under the GST law                                                                                                            

(b) Determination of refund under the GST law                                                                                                        

(c) Determination of no tax under the GST law                                                                                                       

(d) None of the above                                                                                                                                                         

# (a) Determination of tax liability under the GST law                                                                                   

Reason: As per sec. 2(11), assessment means determination of tax liability and includes self-

assessment, reassessment, provisional assessment, summary assessment and best judgment 

assessment.  

2. A taxable person may apply for provisional assessment:                                                                                   

(a) when the taxable person is not able to determine the value of goods and/or services                              

(b) when the taxable person is not able to determine the rate of tax.                                                                             

(c) (a) or (b)                                                                                                                                                                         

(d) (a) and (b)                                                                                                                                                                       

#(c) (a) or (b)                                                                                                                                                                

Reason:  As per sec. 60, where the taxable person is unable to determine the value of goods or 

services or both or determine the rate of tax applicable thereto, he may request the proper officer in 

writing giving reasons for payment of tax on a provisional basis.  

3. What are the consequences, where a registered person fails to furnish the return required u/s 

39 or sec. 45, even after the service of a notice u/s 46?                                                                                          

(a) The proper officer may proceed to assess the tax liability of the said person to the best of his 

judgement.                                                                                                                                                                           

(b) issue an assessment order within a period of five years from the date specified under Section 

44                                                                                                                                                                                           

(c) (a) or (b)                                                                                                                                                                                 

(d) (a) and (b)                                                                                                                                                                                            

#(d) (a) and (b)                                                                                                                                                                 

Reason: As per sec. 62, where a registered person fails to furnish the return u/s 39 or sec. 45, even 

after the service of a notice u/s 46, the proper officer may proceed to assess the tax liability of the 

said person to the best of his judgement taking into account all the relevant material which is 

available or which he has gathered and issue an assessment order within a period of 5 years from the 

date specified u/s 44 for furnishing of the annual return for the financial year to which the tax not 

paid relates.  

4. If the registered person furnishes a valid return within ……………of the service of the assessment 

order u/s 62(1), the said assessment order shall be deemed to have been withdrawn.                                    

(a) 30 days                      (b) 60 days                        (c) 1 month                              (d) 2 months                                

# (a) 30 days                                                                                                                                                               

Reason: As per sec. 62(2), where the registered person furnishes a valid return within 30 days of the 

service of the assessment order, the assessment order u/s 62(1) shall be deemed to have been 

withdrawn. 



 

 

5. The tax authorities may conduct audit u/s 65 at:                                                                                                

(a) the place of business of the registered person                                                                                                        

(b) the place of residence of the registered person                                                                                                           

(c) the office of the tax authorities                                                                                                                                 

(d) (a) or (c)                                                                                                                                                                  

#(d) (a) or (c)                                                                                                                                                             

Reason: As per sec. 65(2), the officers tax authorities may conduct audit at the place of business of 

the registered person or in his office.  

6. The time limit for completion of the audit u/s 65(1) is:                                                                                      

(a) 3 months from the date of commencement of audit                                                                                            

(b) 6 months from the date of commencement of audit                                                                                         

(c) 12 months from the date of commencement of audit                                                                                       

(d) None of the above                                                                                                                                                           

# (a) 3 months from the date of commencement of audit                                                                             

Reason: As per sec. 65(4), the audit u/s 65(1) shall be completed within a period of 3 months from the 

date of commencement of the audit.  

7. Who can direct the registered person to get its records specially audited u/s 66?                                         

(a) An officer not below the rank of Assistant Commissioner, with the prior approval of the 

Commissioner                                                                                                                                                                   

(b) An officer not below the rank of Joint/Additional, with the prior approval of the Chief 

Commissioner                                                                                                                                                                         

(c) An officer not below the rank of Chief Commissioner, with the prior approval of the Principle 

Chief Commissioner                                                                                                                                                                 

(d) None of the above                                                                                                                                                   

#(a) An officer not below the rank of Assistant Commissioner, with the prior approval of the 

Commissioner                                                                                                                                                                   

Reason: As per sec. 66, if at any stage of scrutiny, inquiry, investigation or any other proceedings 

before him, any officer not below the rank of Assistant Commissioner, having regard to the nature 

and complexity of the case and the interest of revenue, is of the opinion that the value has not been 

correctly declared or the credit availed is not within the normal limits, he may, with the prior 

approval of the Commissioner, direct such registered person by a communication in writing to get his 

records including books of account examined and audited by a chartered accountant or a cost 

accountant as may be nominated by the Commissioner.  

8. The order u/s 64 may be withdrawn:                                                                                                                      

(a) On an application made by taxable person,                                                                                                          

(b) If the Additional/Joint Commissioner considers that such order is erroneous                                                 

(c) (a) or (b)                                                                                                                                                                            

(d) The order passed u/s 64 cannot be withdrawn                                                                                                         

# (c) (a) or (b)                                                                                                                                                            

Reason:  As per sec. 64(2), on an application made by the taxable person within 30 days from the 

date of receipt of order passed u/s 64(1) or on his own motion, if the Additional Commissioner or 

Joint Commissioner considers that such order is erroneous, he may withdraw such order. 



 

 

9. Special Audit can be directed by a proper officer if he is of the opinion that:                                                     

(a) Value requires verification                                 (b) Value has been overstated                                               

(c) Value has not been correctly stated                 (d) All of the above                                                                

#(c) Value has not been correctly stated                                                                                                          

Reason: As per sec. 66, if at any stage of scrutiny, inquiry, investigation or any other proceedings 

before him, any officer not below the rank of Assistant Commissioner, having regard to the nature 

and complexity of the case and the interest of revenue, is of the opinion that the value has not been 

correctly declared or the credit availed is not within the normal limits, he may, with the prior 

approval of the Commissioner, direct such registered person by a communication in writing to get his 

records including books of account examined and audited by a chartered accountant or a cost 

accountant as may be nominated by the Commissioner.  

ADVANCE   CONCEPTS   UNDER   GST,  JOB   WORK  UNDER  GST,  E-WAY   BILLS   UNDER  GST    

1.What is the time limit for issue of order in case of fraud, misstatement or suppression?                                                             

(a) 30 months                       (b) 18 months                        (c) 3 years                          (d) 5 years                                       

# (d) 5 years                                                                                                                                                                           

Reason: As per sec. 74(10), the proper officer shall issue the order within a period of 5 years from the 

due date for furnishing of annual return for the financial year to which the tax not paid or short paid 

or input tax credit wrongly availed or utilised relates to or within 5 years from the date of erroneous 

refund.  

2. What is the maximum amount of demand for which the officer can issue an order u/s 73 in case 

of other than fraud, misstatement or suppression?                                                                                                    

(a) Amount of tax + interest + penalty of 10% of tax or  10,000/- whichever is higher                                                       

(b) Amount of tax + interest + penalty of 10% of tax                                                                                                 

(c) 10,000/-                                                      (d) Amount of tax + interest + 25% penalty                                                                                                              

#(a) Amount of tax + interest + penalty of 10% of tax or 10,000/- whichever is higher                                   

Reason:  As per sec.73(9), the proper officer shall determine the amount of tax, interest and a penalty 

equivalent to 10% of tax or  10,000, whichever is higher, due from such person and issue an order.   

3. Is there any time limit for issue of notice u/s 76 in cases where tax collected but not paid?                      

(a) No time limit                         (b) 1 year                      (c) 3 years              (d) 5 years                                                  

# (a) No time limit                                                                                                                                                      

Reason:  There is no time limit for issue of notice u/s 76 in cases where tax collected but not paid?  

4. Recovery of amount payable by a defaulter can be made from:                                                                       

(a) Customer                        (b) Bank                         (c) Post Office                           (d) All of the above 

#(d) All of the above                                                                                                                                              

Reason: As per sec. 79, recovery of amount payable by a defaulter can be made from bank, post 

office, customer, etc.  

5. Who may make an application for Advance Ruling?                                                                                                       

(a) Jurisdictional officer              (b) Applicant               (c) Both (a) and (b)            (d) Concerned Officer 

#(b) Applicant                                                                                                                                                       

Reason: As per sec. 97, an applicant desirous of obtaining an advance ruling may make an 

application stating the question on which the advance ruling is sought.  



 

 

6. Within how many days the Authority shall pronounce its decision on Advance Ruling from the 

date of receipt of application?                                                                                                                                                      

(a) 30 days                           (b) 60 days                            (c) 90 days                           (d) 120 days                             

#(c) 90 days                                                                                                                                                                

Reason: As per sec. 98(6), the Authority shall pronounce its advance ruling in writing within 90 days 

from the date of receipt of application.  

7. What is the valid tenure for the e-way bill for a distance of upto100 KMS?                                                  

(a) One day                    (b) Two days                  (c) One week              (d) None of the above                                          

# (a) One day                                                                                                                                                          

Reason: As per Rule 138, validity tenure for the e-way bill for a distance upto 100 KMS is one day.  

 8. From what time will the period of one or three years be calculated u/s 143?                                               

(a) The day when such inputs and/or capital goods are sent to job-worker                                                            

(b) The day when a job-worker receives the said goods directly                                                                                    

(c) Both (a) and (b)                                                                                                                                                             

(d) None of the above                                                                                                                                                             

#(a) Both (a) and (b)                                                                                                                                                        

Reason: As per sec. 143(3), where the inputs sent for job work are not received back by the principal 

after completion of job work or are not supplied from the place of business of the job worker within a 

period of 1 year of their being sent out, it shall be deemed that such inputs had been supplied by the 

principal to the job worker on the day when the said inputs were sent out. Similarly, as per sec. 

143(4), where the capital goods, other than moulds and dies, jigs and fixtures, or tools, sent for job 

work are not received back by the principal within a period of 3 years of their being sent out, it shall 

be deemed that such capital goods had been supplied by the principal to the job worker on the day 

when the said capital goods were sent out.  

9. When should a job-worker go for registration?                                                                                                                  

(a) Only if his aggregate turnover exceeds the threshold limits specified u/s 22 of the Act                                                   

(b) Always                                               (c) Never                                        (d) None of the above                        

#(a) Only if his aggregate turnover exceeds the threshold limits specified u/s 22 of the Act                          

Reason:  A job worker is required to obtain registration only if his aggregate turnover exceeds 

threshold limit, irrespective of the fact whether job worker and principal are situated in same state or 

different states.  

 

TRANSITIONAL   PROVISIONS,  ANTI-PROFITEERING,                                                     

REPLYING TO DEPARTMENT NOTICES UNDER GST – Sample Cases,                          

OPERATION OF GST PORTAL – A Walk-Through 

 1. What is the address of the website of common portal of GST                                                                          

(a) www.gst.gov.in             (b)  www.gst.gov.in                                                                                                                            

(c) www.cgst.gov.in           (d)  www.sgst.gov.in                                                                                                                     

# (a)  www.gst.gov.in                                                                                                                                               

Reason: The address of the website of common portal of GST is www.gst.gov.in   

http://www.gst.gov.in/
http://www.gst.gov.in/
http://www.cgst.gov.in/
http://www.sgst.gov.in/


 

 

2. As per sec. 171, any benefit of input tax credit is required to be                                                                            

(a) Passed on to the recipient by way of commensurate reduction in price                                                           

(b) Transferred to the special reserve account                                                                                                                     

(c) Passed on to the account of Central Government and State Government (50% each)                                          

(d) None of the above                                                                                                                                                              

# (a) Passed on to the recipient by way of commensurate reduction in price                                              

Reason: As per sec. 171, any benefit of input tax credit is required to be passed on to the recipient by 

way of commensurate reduction in price.  

3.The ITC in respect of the amount of CENVAT credit carried forward in the return relating to the 

period ending with the day immediately preceding the appointed day, shall be claimed by filing 

Form                                                                                                                                                                                  

(a) Form GST Tran 1                                (b) Form GSTR 1                                    (c) Form GST Tran 3                                                                            

(d) None of the above because it will be automatically transferred                                                                     

#(a) Form GST Tran 1                                                                                                                                                

Reason: As per sec. 140, the ITC in respect of the amount of CENVAT credit carried forward in the 

return relating to the period ending with the day immediately preceding the appointed day, shall be 

claimed by filing Form GST Tran 1. 

 4. The GSTN portal is handling:                                                                                                                           

(a) Various return              (b) Registration               (c) Payment of GST            (d) All of the above   

#(d) All of the above                                                                                                                                                  

Reason: The GSTN portal is handling all of the given functions. 

CUSTOMS LAW – BASIC CONCEPTS, CLASSIFICATION UNDER CUSTOMS,                                                                        

TYPES OF DUTIES                                                                                                                                                              

1. Road & infrastructure cess on imported goods is levied as a duty of customs @ ______ on motor 

spirit (petrol) and high speed diesel imported into India.                                                                            

(a)8 per liter                            (b) 10 per liter                         (c) 5 per liter                        (d) 1 per liter  

#(a) 8 per liter                                                                                                                                                        

Reason:  As per sec. 111 of the Finance Act, 2018, Road & infrastructure cess on imported goods is 

levied as a duty of customs @ 8 per liter on motor spirit (petrol) and high speed diesel imported into 

India for the purpose of financing infrastructure projects.  

2. Territorial water of India extends to ___ nautical miles from the base line                                                     

(a) 12                     (b) 24                         (c) 8                            (d) 10                                                                                  

#(a) 12                                                                                                                                                                             

Reason:  Territorial water of India extends to 12 nautical miles from the base line.  

3. ___________refers to any cargo, vessel, etc. abandoned in the sea with no hope of recovery.   

(a) Derelict                           (b) Jetsam                              (c) Flotsam                            (d) Wreck                               

# (a) Derelict                                                                                                                                                              

Reason:  Derelict refers to any cargo, vessel, etc. abandoned in the sea with no hope of recovery. 

4. ________ is the stage where the declaration of liability is made and the persons or the 

properties in respect of which the tax or duty is to be levied is identified and charged.                                              

(a) Levy                        (b) Assessment                       (c) Collection of tax                    (d) All of the above 



 

 

# (a) Levy                                                                                                                                                                 

Reason:  Levy is the stage where the declaration of liability is made and the persons or the properties 

in respect of which the tax or duty is to be levied is identified and charged.  

5. Section __________ makes it abundantly clear that importation or exportation of goods into or 

out of India is the taxable event for payment of the duty of customs                                                                

(a) 10                                 (b) 11                                  (c) 12                                      (d) 13                                         

#(c) 12                                                                                                                                                                        

Reason:  Section 12 makes it abundantly clear that importation or exportation of goods into or out of 

India is the taxable event for payment of the duty of customs.  

 

VALUATION  UNDER  CUSTOMS, IMPORT   AND  EXPORT  PROCEDURE,  WAREHOUSING   

1. Value of export goods under the Customs Act, 1962 is not determined by —                                                   

(a) Market value                           (b) Computed value                                                                                                                     

(c) Transaction value                    (d) Deductive method                                                                                                        

# (a) Market value                                                                                                                                                   

Reason:  Value of export goods under the Customs Act, 1962 is determined by transaction value. 

Further, valuation rules also provide valuation through computed value and deductive value.   

2. Social welfare surcharge is leviable @                                                                                                                     

(a) 4%                  (b) 3%                       (c) 2%                   (d) 10%                                                                                  

#(d) 10%                                                                                                                                                                   

Reason: Social welfare surcharge is leviable @ 10%  

3. Maximum penalty for non filing of import manifest within time limit is                                                                     

(a)10,000                   (b)50,000                  (c)25,000                 (d) 5,000                                                                

#(b) 50,000                                                                                                                                                                 

Reason:  As per sec. 30, maximum penalty for non-filing of import manifest within time limit is 50,000  

 4. Who is liable to pay duty on pilfered goods?                                                                                                       

(a) Custodian                     (b) Importer                  (c) Proper Officer                       (d) None of the above 

#(a) Custodian                                                                                                                                                                    

Reason: As per sec. 45, custodian is liable to pay duty on pilfered goods.  

                                                                                                                                                                                         

5. As per sec. 61, where any warehoused goods specified in sec. 61(1)(c) remain in a warehouse 

beyond a period of ____ days from the date on which the proper officer has made an order u/s 60, 

interest shall be payable @ 15%                                                                                                                                     

(a) 60                            (b) 90                           (c) 45                           (d) 30                                                                                                

#(b) 90                                                                                                                                                                        

Reason: As per sec. 61, where any warehoused goods specified in sec. 61(1)(c) remain in a warehouse 

beyond a period of 90 days from the date on which the proper officer has made an order u/s 60,                            

interest shall be payable @ 15%   

 



 

 

DUTY DRAWBACK,  BAGGAGE  AND  POSTAL  ARTICLES,                                                           

ADMINISTRATIVE   AND  OTHER  ASPECTS 

1. Rate of duty on baggage is ______________ ad valorem                                                                                      

(a) 30%                         (b) 33%                       (c) 35%                               (d) 40%                                                          

#(c) 35%                                                                                                                                                                     

Reason:  Rate of duty on baggage is 35% ad valorem  

2. U/s 74(1) when goods capable of being easily identified, which have been imported into India 

and upon which any duty has been paid on importation are entered for export and the proper 

officer makes an order permitting clearance and loading of the goods for exportation, 

________________ % of such duty shall be repaid back.                                                                                         

(a) 50                              (b) 98                               (c) 100                                (d) 48                                                               

# (b) 98                                                                                                                                                                          

Reason: U/s 74(1) when goods capable of being easily identified, which have been imported into 

India and upon which any duty has been paid on importation are entered for export and the proper 

officer makes an order permitting clearance and loading of the goods for exportation, 98% of such 

duty shall be repaid back.  

3. Which of the following conditions are to be satisfied for the purpose of section 74(1)?                                    

(a) the goods are identified to the satisfaction of the Assistant Commissioner of Customs or 

Deputy Commissioner of Customs as the goods which were imported                                                                  

(b) the goods are entered for export within two years from the date of payment of duty on the 

importation thereof                                                                                                                                                               

(c) Both a & b  (d) Either a or b                                                                                                                                         

# (c) Both (a) & (b)                                                                                                                                                 

Reason:  As per sec. 74, both the condition should be satisfied.   

4. As per notification, no drawback of import duty will be allowed in respect of which of the 

following goods, if they have been used after their importation in India?                                                             

(a) Wearing Apparel                                                                                                                                                            

(b) Tea Chests                                                                                                                                                                                

(c) Exposed cinematograph films passed by Board of Film Censors in India                                                                           

(d) All of the above                                                                                                                                                        

#(d) All of the above                                                                                                                                                   

Reason:  No drawback is available on any of the aforesaid goods.  

5. GFA will be allowed without payment of duty for bona fide baggage upto ________ per persons  

(a)50,000                               (b)45,000                               (c)35,000                             (d) 75,000  

 # (a) 50,000                                                                                                                                                                       

Reason: General Free Allowance of 50,000 shall be allowed without payment of duty for bona fide 

baggage. 

 



 

 

CUSTOMS (Import of Goods at Concessional Rate of Duty) RULES 2017, SEARCH,  SEIZURE,  

CONFISCATION  AND  MISCELLANEOUS PROVISIONS, COMPREHENSIVE  ISSUES  UNDER 

CUSTOMS 

1. Any person aggrieved by any order passed by a proper officer, lower in rank than Principal 

Commissioner or Commissioner of Customs, may appeal to the Commissioner of Customs 

(Appeals) within ____ days from the date of the communication of the order to him.                                     

(a) 30                (b) 60                      (c) 90                      (d) 120                                                                                            

# (b) 60                                                                                                                                                                            

Reason: As per sec. 128, any person aggrieved by any order passed by a proper officer, lower in rank 

than Principal Commissioner or Commissioner of Customs, may appeal to the Commissioner of 

Customs (Appeals) within 60 days from the date of the communication of the order to him.  

2. What is the fee payable for obtaining advance ruling?                                                                                             

(a) 10,000                       (b) 5,000                          (c) 500                          (d) 2,000                                                             

# (a) 10,000                                                                                                                                                                  

Reason: The application for advance ruling shall be accompanied by a fee of  10,000                                       

3. What is the capital punishment u/s 132 for false declaration, documents, etc.                                            

(a) Imprisonment for a term which may extend to 2 years                                                                                        

(b) Imprisonment for a term which may extend to 5 years                                                                                    

(c) Imprisonment for a term which may extend to 1 year                                                                                                 

(d) Imprisonment for a term which may extend to 6 months                                                                                

#(a) Imprisonment for a term which may extend to 2 years                                                                                     

Reason: As per sec. 132, whoever makes, signs or uses, or causes to be made, signed or used, any 

declaration, statement or document in the transaction of any business relating to the customs, 

knowing or having reason to believe that such declaration, statement or document is false in any 

material particular, shall be punishable with imprisonment for a term which may extend to two 

years, or with fine, or with both.   

4. An application for revision u/s 129DD shall be made within _____ from the date of 

communication of the order to the applicant.                                                                                                                 

(a) 30 days                      (b) 12 months                           (c) 1 month                          (d) 3 months                           

# (d) 3 months                                                                                                                                                            

Reason: An application for revision u/s 129DD shall be made within 3 months from the date of 

communication of the order to the applicant. 

 

FOREIGN TRADE POLICY 2015-2020 

1. One of the following capital goods is ineligible for the purpose of EPCG                                                          

(a) Second hand capital goods             (b) Computer software systems                                                                          

(c) Both (a) and (b)                                 (d) None of the above                                                                                   

#(b) Second hand capital goods                                                                                                                          

Reason:  Second hand capital goods is ineligible.  



 

 

2. Import under EPCG Scheme shall be subject to an export obligation equivalent to _____ times of 

duties, taxes and cess saved on capital goods                                                                                                               

(a) 6                           (b) 5                            (c) 10                               (d) 8                                                                      

#(a) 6                                                                                                                                                                         

Reason:  Import under EPCG Scheme shall be subject to an export obligation equivalent to 6 times of 

duties, taxes and cess saved on capital goods.  

3. Only projects having a minimum investment of  ______ in plant & machinery shall be 

considered for establishment as EOUs                                                                                                                             

(a) 10 Crore                               (b) 50 lakhs                            (c) 5 Crore                                       (d) 1 Crore 

#(d) 1 Crore                                                                                                                                                                 

Reason:  Only projects having a minimum investment of  1 Crore in plant & machinery shall be 

considered for establishment as EOUs. However, this shall not apply to existing units, units in 

EHTP/STP/BTP and EOUs in Handicrafts/Agriculture/Floriculture/Aquaculture /Animal 

Husbandry/Information Technology, Services, Brass Hardware and Handmade jewellery sectors.            

BOA may allow establishment of EOUs with a lower investment criteria.  

4. _______ and above Export House shall be entitled to get benefit of Accredited Clients 

Programme (ACP) as per the guidelines of CBEC                                                                                                        

(a) Two Star                          (b) Three Star                      (c) Four Star                            (d) Five Star                

#(b) Three Star                                                                                                                                                                         

Reason:  Three Star and above Export House shall be entitled to get benefit of Accredited Clients 

Programme (ACP) as per the guidelines of CBEC. 
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Paper 19 : COST AND MANAGEMENT AUDIT 

1.Rule 6 of the Companies (Cost Records and Audit) Rules, 2014 deals with:                                                   

(A)  Application of Cost Records                     (B)  Application of Cost Audit                                                                     

(C) Appointment of Cost Auditor                    (D)  Cost Audit Report.                                                               

#(C) Appointment of Cost Auditor.                                                                                                                       

According to Rule 6(1) , the category of companies specified in Rule 3 and the thresholds limits laid 

down in Rule 4, shall within one hundred and eighty days of the commencement of every financial 

year, appoint a cost auditor.                                                                                                                                  

Provided that before such appointment is made, the written consent of the cost auditor to such 

appointment, and a certificate from him or it, as provided in subrule (1A), shall be obtained.  

2.Cost of self generation Utilities for own consumption shall comprise of:                                                       

(A)  Administrative Overheads                         (B) Distribution Cost                                                                                                                                        

(C) Factory overheads                                         (D)  None of the above.                                                                

#(C)  Factory overheads.                                                                                                                                                 

As per CAS 8, cost of self generated utilities for own consumption shall comprise direct material cost, 

direct employee cost, direct expenses and factory overheads.  

3. Product and Profitability Statement (For audited products/services) is shown under 

______________ of Annexure to Cost Audit Report.                                                                                                  

(A)  Part A                     (B)  Part B                         (C) Part C                       (D)  Part D                                                    

#(D)  Part D.                                                                                                                                                             

Pursuant to Rule 6(4) of the Companies (Cost Records and Audit ) Rules, 2014.  

4.Any casual vacancy in the office of a cost auditor, shall be filled by the Board of Directors within 

_______________ days of occurrence of such vacancy.                                                                                 

(A) 180                         (B) 90                                  (C) 30                                 (D)  60                                                   

#(C)  30.                                                                                                                                                                     

Pursuant to Rule 6(3A) of the Companies (Cost Records and Audit) Rules, 2014.  

5.The Companies are required to maintain Cost Records if turnover exceeds ____________ crores 

or more during immediately preceding Financial Year in respect of the products and services 

specified.                                                                                                                                                                           

(A)25                 (B)30                   (C)35                    (D)10                                                                                                                  

#(C)35.                                                                                                                                                                            

Pursuant to Rule 3 of the Companies (Cost Records and Audit) Rules, 2014.  

 6.Exemptions from application of the Rules are provided to Companies whose revenue from 

exports, in foreign exchange, exceeds ________________ of total revenue and companies 

operating from Special Economic Zones.                                                                                                                 

(A) 45%                                (B) 50%                               (C) 75%                                 (D) 80%                                      

#(C) 75%.                                                                                                                                                                          

The requirement of Cost Audit under these rules shall not apply to companies whose revenue from 

exports in foreign exchange exceed 75% of total revenue and companies operating in special 

economic zone. 



 

 

7.Which one of the following is not a professional misconduct in relation to Cost Accountants in 

Practice as per the First Schedule of The CWA Act, 1959?                                                                                       

(A) discloses information acquired in the course of his professional engagement to any person 

other than his client so engaging him, without the consent of his client, or otherwise than as 

required by any law for the time being in force;                                                                                                          

(B) allows any person to practice in his name as a cost accountant unless such person is also a cost 

accountant in practice and is in partnership with or employed by himself                                                                            

(C) accepts or agrees to accept any part of the profits of the professional work of a person who is 

not a member of the Institute:                                                                                                                                    

(D) secures, either through the services of a person who is not an employee of such cost 

accountant or who is not his partner or by means which are not open to a cost accountant, any 

professional business:  

#(A)  discloses information acquired in the course of his professional engagement to any person other 

than his client so engaging him, without the consent of his client, or otherwise than as required by 

any law for the time being in force;                                                                                                                                    

It is a misconduct as per the Second Schedule, Part I of the CWA Act, 1959  

8.Operational Audit is a _______________ Level Management Audit.                                                                 

(A) Macro                                              (B)  Micro                                                                                                                                                                 

(C) Depends on situation                   (D) None of the above                                                                                                                                     

#(B)  Micro.                                                                                                                                                                         

The objective of operational audit is to appraise the effectiveness and efficiency of a division, activity, 

or operation of the entity in meeting organizational goals.   

9.CAS 9 deals with                                                                                                                                                            

(A) Direct Material Cost                          (B)  Indirect Material Cost                                                                                       

(C) Packing Material Cost                       (D)  Imported Material Cost.                                                                    

#(C)  Packing Material Cost.                                                                                                                                          

This standard deals with the principles and methods of determining the Packing Material Cost.  

 10. In XBRL Format process of determining the elements that correspond to lines and columns in a 

financial statement and which elements must be created by extension is:                                                            

(A) Mapping                            (B) Label                          (C) Hierarchy                            (D) Scaling                    

#(A)  Mapping.                                                                                                                                                                   

This is as per XBRL glossary. Several technical terms are used, that have specific meanings, in the 

context of using XBRL. 

11. A Cost Auditor should qualify   the Cost Audit Report  where:                                                                              

(a) He is unable to form an opinion due to non availability of appropriate records/data.                                 

(b) He finds that items in the cost statements  are mistated.                                                                                   

(c) None of the above.                                                                                                                                                              

(d) Both of the above.                                                                                                                                                

#(b) He finds that items in the cost statements  are mistated.                                                                       

Where he is unable to form an opinion due to non availability of appropriate records/data, he should 

make a disclaimer.  



 

 

12. CAS 11 deals in:                                                                                                                                                                

(a) Administrative Overheads.                           (b) Factory Overheads.                                                                                  

(c) Selling and Distribution Overheads.            (d) Financial Costs.                                                                                  

# (a) Administrative Overheads.                                                                                                                           

This standard deals with the principles and methods of classification, measurement and assignment 

of administrative overheads, for determination of the Cost of product or service, and the presentation 

and disclosure in cost statements.  

13. Under Part D  of the Annexure to the Cost Audit Report, information regarding Value Addition 

(for company as a whole ) to be furnished for:                                                                                                           

(a) Previous year only.                                     (b) Current year and previous 2 years.                                                  

(c) Current year and previous year.               (d) Previous three years.                                                                  

#(c) Current year and previous year.                                                                                                   

Companies (Cost Records and Audit), Rules 2014 prescribes this format of information for Value 

Addition.  

14. XBRL is a language based on :                                                                                                                                     

(a) XBL family of languages.               (b) XRL family of languages.                                                                                         

(c) XML family of languages               (d) XGL family of languages.                                                                          

# (c) XML family of languages.                                                                                                                                   

XBRL belongs to Extensible Markup Language family. It has  been defined specifically to meet 

requirements of business and financial information.  

15. Part C  of the annexure to  Cost Audit Report  provides Quantitative information related to:       

(a) Manufacturing Sector                      (b) Service Sector                                                                                                    

(c) None of the above                             (d) Both of the above                                                                               

#(b) Service Sector.                                                                                                                                                       

This is as per format prescribed by Companies(Cost Records and Audit ) Rules, 2014.  

16. The main emphasis of Management Audit is:                                                                                                                                   

(a) problem solving                       (b) problem identification                                                                                      

(c) problem definition                   (d) problem avoidance                                                                                            

#(b) problem identification.                                                                                                                           

Management Audit pinpoints the areas requiring attention of management, it evaluates the 

existence of well defined objectives , it seeks to review appraise and evaluate the corporate plans and 

policies based on certain standards of objectivity.  

 17.Item appearing only in Cost Records:                                                                                                                         

(a) Profit on sale of Assets                                                                                                                                                     

(b) Interest received                                                                                                                                                             

(c) Loss on sale of Assets                                                                                                                                                    

(d) Notional interest on capital                                                                                                                                                        

# (d) Notional interest on capital.                                                                                                                                                                               

This does not involve actual outlay of funds . So not  included in Financial Accounts but included in 

cost records to determine product cost. The other three items are not related to actual production, so 

doesnot form part of Cost Records 



 

 

18. Value addition is:                                                                                                                                                     

(a) difference between gross sales and the cost of bought out materials and services.                                   

(b) difference between net sales and the cost of bought out materials and services.                                                                      

(c) Gross profit.                                                                                                                                                             

(d)Net profit.                                                                                                                                                                            

#(b) difference between net sales and the cost of bought out materials and services.                                  

Value added is equivalent to revenue less intermediate consumption.  

19.    Efficiency Audit ensures__________ return on Capital Employed.                                                               

(a) optimum                        (b) maximum                                                                                                                               

(c) minimum                        (d) average                                                                                                                          

#(a) optimum.                                                                                                                                                                                             

The main purpose of Efficiency Audit is to ensure —                                                                                          

i) that every rupee invested in capital or in other fields give optimum returns, and                                        

ii) the balancing investment between different functions and aspects designed to give optimum 

results.  

20. Cost Auditing Standard 103 deals with:                                                                                                          

(a) Planning an Audit of Cost Statements                                                                                                                  

(b) Cost Audit Documentation                                                                                                                                 

(c) Overall Objectives of the Independent Cost Auditor and Conduct of an Audit in Accordance with 

Cost Auditing Standards                                                                                                                                            

(d) Knowledge of Business , Its processes and the Business Environment                                                                        

#(c) Overall Objectives of the Independent Cost Auditor and Conduct of an Audit in Accordance with 

Cost Auditing Standards.                                                                                                                                          

This standard on auditing deals with the overall objectives of the independent cost auditor, the 

nature and scope of a cost audit the independent auditor’s overall responsibilities when conducting 

an audit of cost statements in accordance with cost auditing standards.  

21.Cost Auditing Standard 102 deals with ______________.                                                                                   

(a) planning an Audit of Cost Statements                                                                                                                  

(b) Cost Audit Documentation                                                                                                                                        

(c) knowledge of process and business                                                                                                                                           

(d) overall objectives of the Independent Cost Auditor                                                                                           

# (b)  Cost Audit Documentation                                                                                                                         

Reason: The purpose of the Cost Auditing Standard 102 is to provide guidance to the members in the 

preparation of audit documentation in the context of the audit of cost statements, records and other 

related documents.  

22.Compensation paid to employees for the past period is _________ in Employee Cost.                                  

(a) included                                               (b) excluded                                                                                                                                             

(c) based on individual case                  (d) partly included                                                                                                                   

# (b)  Excluded                                                                                                                                                                  

Reason: As per CAS 7, Compensation paid to employees for the past period is not normal cost and 

hence is excluded from employee cost.                                                                                                                                                     

 



 

 

23.The Cost Accounting Standard 14 is a Cost Accounting Standard on _______.                                             

(a) Employee Cost                          (b) Utilities Cost                                                                                                                   

(c) Pollution Control Cost             (d) Selling and Distribution Overheads Cost                                                                

# (c)  Pollution Control Cost                                                                                                                                              

Reason: CAS - 14 deals with the principles and methods of classification, measurement and 

assignment of pollution control costs, for determination of Cost of product or service, and the 

presentation and disclosure in cost statements.  

24. The figures below are available for Welcome Limited.                                                                          

Budgeted Production - 1000 units, Standard Hours per unit -10,                                                                                 

Actual Production – 900 units and Actual Working - 7500 hours.        What is the Efficiency Ratio?                                                                                             

(a) 110%                 (b) 120%                         (c) 100%                         (d) 125%   

#(b)  120 %                                                                                                                                                                      

Reason: Efficiency Ratio= (Standard Hours of actual Production)/(Actual Hours worked)×100                        

= [(900 x 10)/7500] x 100 = 120 %  

25.What is the time limit within which the Cost Auditor of the company should submit his report?  

(a) 90 days                  (b) 120 days                    (c) 150 days                       (d) 180 days                                                   

#(d)  180 days                                                                                                                                                                                        

Reason: As per rule 6 (5) of the Companies (Cost Records and Audit) Rules 2014, every Cost Auditor 

shall forward his signed report to the Board of Directors of the Company within a period of one 

hundred and eighty days from the closure of the financial year to which the report relates.   

26. Under the Generally Accepted Cost Accounting Principles, the cost of cane supplied from own 

farm to the sugar mill is treated as ___________.                                                                                                         

(a) Direct Materials Cost                            (b) Indirect Materials Cost                                                                       

(c) Production Overhead                            (d) Administrative Overhead                                                                 

# (a)  Direct Material Cost                                                                                                                                        

Reason: As per the GACAP, Direct Materials Cost includes cost of procurement and freight inwards of 

the materials.  

27. The Cost Accounting Standard 9 deals with _______.                                                                                           

(a) Material Cost                       (b) Employee Cost                                                                                                             

(c) Packing Material Cost        (d) repairs and Maintenance Cost                                                                           

#(c)  Packing Material Cost                                                                                                                                        

Reason: CAS – 9 deals with the principles and methods of classification, measurement and 

assignment of Packing Material Cost, for determination of the cost of product, and the presentation 

and disclosure in cost statements.   

28. ______________ of the Companies Act 2013 deals with Internal Audit.                                                      

(a) Section 137                  (b) Section 138                     (c) Section 139                     (d) Section 140                               

#(b)  Section 138                                                                                                                                                     

Reason: As per Section 138 of the Companies Act , 2013 an internal auditor, shall either be a 

Chartered Accountant or a Cost Accountant, or such other professional as may be decided by the 

Board to conduct internal audit of the functions and activities of the company.  



 

 

29.The Local bodies in India are broadly classified into ___________ categories.                                              

(a) Two                         (b) Three                      (c) Four                    (d) Five                                                                    

#(a)  Two.                                                                                                                                                                    

Reason: The Local Bodies in India are broadly classified into two categories. The Local Bodies 

constituted for local planning, development and administration in the rural areas are referred as 

Rural Local Bodies (Panchayats) and the Local Bodies, which are constituted for local planning, 

development and administration in the urban areas are referred as Urban Local Bodies 

(Municipalities).  

30.The first step in audit of Educational Institutions ___________.                                                                            

(a) Read through the minutes of the meetings of the Managing Committee or Governing Body                 

(b) Check admission fees with admission slips signed by the head of the institution and confirm 

that the amount had been credited to a Capital Fund                                                                                                 

(c) Verify the annual statements of accounts                                                                                                                   

(d) To examine the Trust Deed or Regulations #(d)  To examine the Trust Deed or Regulations                                                                                              

Reason: The first step in audit of Educational Institutions Examine is to examine the Trust Deed, or 

Regulations in the case of school or college and note all the provisions affecting accounts. In the case 

of a university, refer to the Act of Legislature and the Regulations framed thereunder.  

 31. Fill in the blanks:                                                                                                            

 (i)  Management audit requires ---------------approach. 

 (ii)  A corporate development audit is an -----------objective study of organization’s capabilities.      

 (iii)  Corporate objectives represent the ------------- for organization as laid down by itself.  

(iv)  CAS 11 deals with -------------- 

 (v)  Efficiency Audit ensures ------------------return on capital employed.                                                           

#Answer                                                                                                                                                                                

(i) inter-disciplinary        (ii)  Independent           (iii) Charter                                                                                                     

(iv) Administrative overheads.                             (v) Optimum  

 32.State  whether  the  following  statements  are  true  or  false:                                                                                (i)  

Normal capacity is maximum production capacity of a plant.  

(ii)  CAS 20 deals with Royalty and Technical Knowhow fee.  

(iii)  Under Part D  of the Annexure to the Cost Audit Report, information regarding Profit 

Reconciliation (for company as a whole ) to be furnished for Current year and previous 2 years.  

(iv)  Cost Auditor’s observation and suggestions are given in CRA-3.  

(v)  Cost Auditing Standard 102 deals with Planning an Audit of Cost Statements                     

 #Answer                                                                                                                                                                                    

(i) False.               (ii) True.                 (iii) False.             (iv) True.                  (v) False. 



 

 

 33. Answer any five of the following in one or two sentences:                                    

(i)   What constitutes the cost records under Rule 2(e)?                                                                                       

# Cost records “ means books of account and other records relating to utilization of materials, labour 

and other items of cost as applicable to the production of goods or provision of services as provided 

in section 148 of the Act and these rules. The Act here refers to The Companies Act 2013. Rule refer to 

Cost (Records and Audit) Rule, 2014.  

(ii)  Define Cost Auditor.                                                                                                                                                   

#Rule 2(c) of the Cost Records and Audit) Rules , 2014 means a Cost Accountant in practice , as 

defined in clause (b) , who is appointed by the Board.  

(iii) How would you treat demurrage charges as per CAS 15?                                                                            

#As per CAS 15 relating to Selling and Distribution overheads, any demurrage or detention charges, 

or penalty levied by transportation or other authorities in respect of distribution activity shall not 

form part of the Selling and Distribution overhead.  

(iv) How would you treat Employee share options under Generally Accepted Cost Accounting 

Principles ?                                                                                                                                                                   

#Cost of employee share options is treated as part of employee cost provided the same is not a 

notional cost and involves an actual cash outlay. 

(v)  What is XBRL?                                                                                                                                                        

#XBRL (extensible Business Reporting Language) is a language based on XML (Extensible Mark-up 

Language) family of languages. It is an open standards-based reporting system that is built to 

accommodate the electronic preparation and exchange of business reports around the world using 

internet as a medium. It has been defined specifically to meet the requirements of business and 

financial information.  

(vi)  How will you treat an item of Direct Expenses that doesnot meet the test of materiality as per 

CAS 10?                                                                                                                                                                        

# If an item of Direct Expenses does not meet the test of materiality, it can be treated as part of 

overheads.   

34. Costing Taxonomy is best defined as a:                                                                                                             

(a) Dictionary                 (b) Made easy                 (c) Tax Ready Reckoner                  (d) Referencer                  

#(a) Dictionary.                                                                                                                                                        

Costing Taxonomy is a dictionary of all cost elements required in cost audit report.   

35. The forex component of imported material  is converted at the rate on _________________  

(a) date of payment              (b) date of delivery              (c) date of transaction             (d) date of use. 

#(c) date of transaction.                                                                                                                                                    

This is as per CAS 6 and GACAP 

36. Number of Sectors/industry product/service under Regulated category are:                                             

(a) Three                         (b) Two                        (c) Six                          (d) Five                                                                  

# (c) Six .                                                                                                                                                                                   

–This is as per Table A of Section 3 of the Companies(Cost Records and Audit)Rules, 2014.  



 

 

37. Para 6, Part D of the Annexure to the Cost Audit Report provides information on:                                         

(a) Financial Position and Ratio Analysis(for the company as a whole)                                                                       

(b) Value Addition and Distribution of Earnings for Product Group                                                                         

(c) Product and profitability statement(for audited products/services)                                                             

(d) Reconciliation of Indirect Taxes(for company as a whole)                                                                                                  

# (d) Reconciliation of Indirect Taxes(for company as a whole).                                                               

Companies(Cost Records and Audit) , Rules 2014 prescribes this format of information .  

38. There are no fixed items of evidence to be checked by Management Auditor                                                

(a) The statement is true.                                                                                                                                                          

(b) The statement is false.                                                                                                                                                         

(c) The statement is partly true.                                                                                                                                    

(d) The statement is partly false.                                                                                                                                   

#(a) The statement is true.                                                                                                                                                      

A Management Auditor has to rely more on his experience and acumen to identify areas of review .)  

39. Penalty paid to PF authorities is ------------------ in  Employee Cost.                                                                 

(a) included              (b) excluded             (c) will depend on individual case        (d) partly included. 

#(b) excluded.                                                                                                                                                           

Penalty paid to PF authorities is not normal cost. Hence excluded as per CAS 7 from Employee Cost.  

40. Copy of Cost Audit Report neednot be submitted to                                                                                      

(a) Central Government                                                                                                                                                      

(b) Board of Directors of the Company                                                                                                                             

(c) Members at Annual General Meeting of the Company                                                                                                             

(d) Income Tax Officer along with the Income tax Return                                                                                        

# (c) Members at Annual General Meeting of the Company.                                                                                      

The shareholders and the general public have no access to the Cost audit Report unlike the Financial 

Audit Report. Cost Audit Report is treated as a confidential document as it contains vital information 

which if divulged would affect competitiveness of trade and business of the company whose 

information is so divulged.  

41. CAS 5 deals with__________                                                                                                                                       

(a) equalized cost of transportation                                                                                                                                    

(b) captive consumption                                                                                                                                                     

(c) capacity determination                                                                                                                                                 

(d) cost classification.                                                                                                                                                                 

# (a) equalized cost of transportation.                                                                                                                      

The objective of the standard is to bring uniformity in the application of principles and methods used 

in the determination of averaged/ equalized transportation cost.  

42. PART B of the Annexure to Cost Audit Report provides information on :                                                    

(a) Service sector                         (b) Manufacturing sector                                                                                           

(c) Agricultural Sector                 (d) Foreign Trade.                                                                                               

#(b) Manufacturing sector.                                                                                                                       

Companies(Cost Records and Audit) , Rules 2014 prescribes this format of information .  



 

 

43. Royalty paid on sales 30,000; Royalty paid on units produced  20,000, Hire Charges of 

equipment used for production  2,000, Design charges 15,000, Software development charges 

related to production 22,000. The Direct Expenses amount is :                                                                               

(a) 88000                                 (b)89000                                 (c)99000                                       (d)98000                     

#(b) 89000.                                                                                                                                                                      

Direct expenses=Royalty paid on sales+ Royalty on unites produced +Hire charges on equipment 

+Design Charges+ Software development charges                                                                                                                             

= (30000+20000+2000+15000+22000)   =89000  

44. Exemptions from application of the Rules are provided to Companies whose revenue from 

exports, in foreign exchange, exceeds ________________ of total revenue and companies 

operating from Special Economic Zones.                                                                                                                     

(a) 45%                       (b) 50%                         (c) 75%                          (d) 80%                                                                 

# (c)  75%.                                                                                                                                                                     

Reason: The requirement of Cost Audit under these rules shall not apply to companies whose revenue 

from exports in foreign exchange exceed 75% of total revenue and companies operating in special 

economic zone.  

45.Cost Auditing Standard 103 deals with ______________.                                                                                

(a) planning an Audit of Cost Statements                                                                                                                               

(b) Cost Audit Documentation                                                                                                                                                 

(c) knowledge of process and business                                                                                                                                                             

(d) overall objectives of the Independent Cost Auditor                                                                                            

# (d)  overall objectives of the Independent Cost Auditor                                                                              

Reason: This Standard on Auditing deals with the overall objectives of the independent cost auditor, 

the nature and scope of a Cost audit the independent auditor’s overall responsibilities when 

conducting an audit of cost statements in accordance with Cost Auditing Standards. It also explains 

the requirements establishing the general responsibilities of the independent auditor applicable in all 

audits, including the obligation to comply with the Cost Auditing Standards.  

46. Field Balance Sheet Approach to audit can be applied in audit of —————                                                              

(a) Non-Governmental Organisations (NGOs)                                                                                                                     

(b) Self Help Group                                  (c) Local Bodies                             (d) Commercial Accounts               

#(b)  Self Help Group                                                                                                                                               

Reason: The auditor prepares the Field Balance Sheet for the group, as on the date of the audit, 

based on the Self Help Group’s (SHG’s) internal records and then cross checks the correctness of 

balance sheet items. The primary objective is to ascertain the retained earnings of the SHG.  

47. CAS 7 deals with ______________.                                                                                                                     

(a) Direct Material Cost                   (b) Indirect Material Cost                                                                                   

(c) Packing Material Cost                (d) Employee Cost.                                                                                          

#(d)  Employee Cost                                                                                                                                         

Reason: This standard deals with the principles and methods of classification, measurement and 

assignment of Employee cost, for determination of the Cost of product or service, and the 

presentation and disclosure in cost statements.  



 

 

48.Cost Auditor’s observation and suggestions are given in ____________                                                              

(a) CRA-3                        (b) CRA -2                          (c) CRA-1                                   (d) Annexure                                

#  (a)  CRA-3.                                                                                                                                                                 

Reason: This is as per format prescribed by Companies(Cost Records and Audit ) Rules, 2014.  

49.————— is the evaluation of every resources declared in the industry.                                                      

(a) Performance Analysis                  (b) Productivity Analysis                                                                                    

(c) Profitability Analysis                    (d) Financial Analysis                                                                                                     

#  (b)  Productivity Analysis.                                                                                                                             

Reason: Productivity involves variables of input resources and the output. Measuring, identifying and 

isolating the different input resources and analyzing their contribution to produce goods and services 

and their effect on costs and profitability is imperative of Productivity Analysis.  

50._____________ of the Annexure to the Cost Audit Report prescribes the method of calculation 

of Value Addition.                                                                                                                                                            

(a) Part A                     (b) Part B                      (c) Part C                     (d) Part D                                                                 

# (d)  Part D                                                                                                                                                      

Reason: Annexure to the Cost Audit Report - Part D prescribes the method of calculation of Value 

Addition. The term “Value Addition” has been defined under the Companies (Cost Records and Audit) 

Rules, 2014 as the difference between net output value (net sales adjusted for WIP and finished 

stock) and cost of bought out materials and services for the product under reference.  

51.The main emphasis of Management Audit is ____________                                                                      

(a) problem solving                             (b) problem identification                                                                              

(c) problem definition                        (d) problem avoidance                                                                                          

# (b) Problem identification.                                                                                                                                   

Reason: Management Audit pinpoints the areas requiring attention of management. It evaluates the 

existence of well defined objectives. It seeks to review appraise and evaluate the corporate plans and 

policies based on certain standards of objectivity.  

52.CAS 5 deals with__________                                                                                                                                            

(a) equalized cost of transportation                 (b) captive consumption                                                                              

(c) capacity determination                                  (d) cost classification.                                                                       

# (a)  equalized cost of transportation.                                                                                                               

Reason: The objective of the standard is to bring uniformity in the application of principles and 

methods used in the determination of averaged/ equalized transportation cost.  

53. _______________ is sometimes defined as an extension of Financial Audit.                                             

(a) Internal Audit                 (b) Management Audit                                                                                                                

(c) Operational Audit          (d) Propriety Audit                                                                                                                

#(c)  Operational Audit                                                                                                                                        

Reason: An operational Audit is sometimes defined as an extension of a Financial Audit.                     

The objective of Operational Audit is to assist the organization in performing functions more 

effectively and economically with focus on the efficiency and effectiveness of  operations. 

 



 

 

54.Fill in the blanks:                                                                                                    

 (i)  According to CAS 8 on Utilities the cost of maintaining stand-by utilities is -------------------- cost.  

(ii)  Equalized transportation cost means ----------- transportation cost incurred during a specified 

period. 

 (iii)  Costing Taxonomy is best defined as a --------------------. 

 (iv)  Variances due to  abnormal reasons ------------ form part of cost as per GACAP.  

(v) ------------------- is evaluation of every resources declared in the industry.  

#Answer:                                                                                                                                                                            

(i) Committed.                      (ii)    Average                                    (iii)   Dictionary                                                                                                             

(iv)   Will not                         (v)   Productivity Analysis.  

 

 55.State  whether  the  following  statements  are  true  or  false:                                 

 (i)  Cost Audit is synonymous with efficiency audit. 

 (ii)  Donations  given to Charitable Institutions should not form part of Cost Accounts.  

(iii)  Market research cost is not a part of Research and Development Cost.  

(iv)  CAS 9 deals with indirect material cost. 

 (v)  Part B of the Annexure to Cost Audit Report relates to service sector.                                                        

#Answer                                                                                                                                                                            

(i) True.                (ii) True                  (iii) True.                  (iv) False.                   (v)    False.  

 

 56.Answer any five of the following in one or two sentences:                            

 (i)  How is cost computed if service is provided by contractors as per CAS 13?                                                 

# Cost of services rendered by contractors within the facilities of the entity shall include charges 

payable to the contractor and cost of materials, consumable stores, spares, manpower, equipment 

usage, utilities, and other resources provided to the contractors for such services. Cost of services 

rendered by contractors at their premises shall be determined at invoice or agreed price including 

duties and taxes, and other expenditure directly attributable thereto net of discounts (other than 

cash discount), taxes and duties refundable or to be credited. This cost shall also include the cost of 

resources provided to the contractors.  

(ii)  Which Companies are required to maintain Cost Records?                                                                         

#Any domestic or foreign company listed in Table of Rule 3, falling under regulated or non-regulated 

sectors and engaged in production of goods or provision of services with overall turnover from all its 

products or services is equal or more than 35 crores in preceding financial year is required to 

maintain Cost Records.                                                                                                                                                           



 

 

 (iii) What is the objective of Cost Auditing Standard 101?                                                                              

#Audit report will be an indicator of the usefulness of the internal audit functioning in the 

organization.The objective of this Cost Auditing Standard 101 is to guide the members in planning for 

the audit of cost statements so that it is performed in an efficient and effective manner. Audit 

planning shall also include establishing the overall audit strategy and audit plan for the conduct of 

the audit.  

(iv)  What do you understand by Audit Report?                                                                                                      

#An audit report is a formal document where internal audit summarizes its work on an audit and 

reports its findings and recommendations based on that work.  

 (v)  What is the benefit of having cost related data in XBRL format?                                                 

#Government and Regulators require cost data of different sectors for policy making. The availability 

of cost data [without compromising on the confidentiality] in XBRL format enables informed decision 

making and for sectoral studies. With full adoption of XBRL, companies would be able to integrate its 

financial and cost data across its operational areas and exercise better control on its activities.  

(vi)  What you understand by “True and Fair Cost of Production.”?                                                                    

#The concept of “True and Fair Cost of Production” is used in the context of cost audit wherein the 

cost auditor has to state whether in his opinion the company’s cost accounting records have been 

kept so as to give a true and fair view of the cost of production, processing and marketing of the 

product.    

 57.The cost records are to be maintained as specified in:                                                                                     

(A) CRA3                         (B) CRA1                                                                                                                                                                                                                                             

(C) CRA 4                        (D) CRA 2                                                                                                                                                           

# (B) CRA1.                                                                                                                                                                

Pursuant to Rule 5(1) of the Companies(Cost Records and Audit) Rules, 2014  

58.The excisable goods not sold but used for consumption for manufacture in the production of 

other articles should be valued at_____________________of cost.                                                                      

(A) 100%                          (B) 90%                                                                                                                                                     

(C) 110%                          (D) 95%                                                                                                                                               

#(C)110%.                                                                                                                                                                     

According to the Central Excise Valuation (Determination of Price of Excisable Goods) Rules 2000, the 

assessable value of goods used for captive consumption is 110% w.e.f. 05-08-2003 of cost of 

production of such goods, and as may be prescribed by the Government from time to time.  

59. 'Sugar and Industrial Alcohol' belong to  __________________  sector for the purpose of 

Application of Cost Records.                                                                                                                               

(A) Regulated                                                                                                                                                                            

(B) Non-regulated                                                                                                                                                                           

(C) Both depending on circumstances                                                                                                                                    

(D) None of the above statements are correct.                                                                                                       

#(A) Regulated.                                                                                                                                                            

As per Rule 3 of the Companies(Cost Records and Audit )Rules , 2014 Table A.  



 

 

60. Administration Overheads is dealt in CAS--------------.                                                                                             

(A) 12                                         (B) 11                                   (C) 10                                (D) 9                                

#(B)11.                                                                                                                                                                         

CAS 11 deals with the principles and methods of classification, measurement and assignment of 

administrative overheads, for determination of the Cost of product or service, and the presentation 

and disclosure in cost statements.  

61.”Related party”, with reference to a company, means—                                                                                            

(A) a director or his relative;                                                                                                                                    

(B) a key managerial personnel or his relative;                                                                                                     

(C) a firm, in which a director, manager or his relative is a partner;                                                                  

(D) All the above are correct.                                                                                                                                         

# (D) All the above are correct.                                                                                                                                   

This is as per clause 76 section 2 of the Companies Act 2013  

62. Part D of the Annexure to Cost Audit Report shows profit reconciliation for :                                               

(A) Product group                                                   (B) Service group                                                                

(C) Company as a whole.                                       (D) Individual product/services.                            

#(C)Company as a whole.                                                                                                                                              

As per Form CRA-3, pursuant to Rule 6(4) of the Companies(Cost Records and Audit) Rules, 2014.  

63. Items appearing only in Cost Records:                                                                                                              

(A) Rent receivable                                                (B) Notional interest on capital                                              

(C) Good will written off.                                     (D) Dividend                                                                               

#(B) Notional interest on capital.                                                                                                                              

This does not involve actual outlay of funds but is included in cost records as an opportunity cost to 

determine product cost. The other three items are not related to actual production and this do not 

form part of cost records.  

64. The Balance Sheet of X Ltd. As on 31st March 2017 showed the following information:                

Capital -1500 lacs, Reserves-696 lacs, Loans-600 lacs, Sundry Creditors 774 lacs, Total assets -3570 

lacs. For the year 16-17, PBT-900 lacs, provision for tax is 360 lacs and proposed dividend is 300 

lacs. Return on Networth is:                                                                                                                                                        

(A) 30.41%                        (B) 29.41%                           (C) 28.41%                          (D) 27.41%                    

#(B)29.41%                                                                                                                                                          

Networth =Capital +Reserves-Revaluation reserve (if any)-accumulated losses(if any)deferred 

expenditure(if any)-misc. expenditure not written off(if any) Networth =1500+696-360=1836 Total 

Earning =900-360=540 Return on Networth =540/1836=29.41%  

65. Royalty paid on units produced  20,000, Hire Charges of equipment used for production 2,000, 

Design charges  15,000, Software development charges related to production  22,000. The Direct 

Expenses is:                                                                                                                                                                    

(A) 57000/-                       (B) 59000/-                            (C) 37000/-                        (D) 44000/-          

#(B)59000/-                                                                                                                                                                

Direct expenses= Royalty paid on units produced+ Hire Charges of equipment used for production+ 

Design charges+ Software development charges related to production                                                              

=20000 + 2000 + 15000 + 22000 =59000/- 



 

 

 66. Which one of the following is not a professional misconduct in relation to Cost Accountants in 

Practice as per the First Schedule of The CWA Act, 1959?                                                                                               

(A) expresses his opinion on cost or pricing statements of any business or enterprise in which he, 

his firm or a partner in his firm has a substantial interest;                                                                                   

(B) allows any person to practise in his name as a cost accountant unless such person is also a cost 

accountant in practice and is in partnership with or employed by himself                                                                             

(C) accepts or agrees to accept any part of the profits of the professional work of a person who is 

not a member of the Institute:                                                                                                                                       

(D) secures, either through the services of a person who is not an employee of such cost 

accountant or who is not his partner or by means which are not open to a cost accountant, any 

professional business:                                                                                                                                                         

# (A) expresses his opinion on cost or pricing statements of any business or enterprise in which he, his 

firm or a partner in his firm has a substantial interest;                                                                                              

It is a misconduct as per the Second Schedule, Part I of the CWA Act, 1959 

67.The Annexure to Cost Audit Report should be signed by:                                                                         

(A) The secretary and the Finance Officer                                                                                                          

(B) The Secretary and the CFO of the company                                                                                                          

(C) One Director and one secretary                                                                                                                                  

(D) The CFO and the Managing Director                                                                                                                                 

#(C) One Director and one secretary.                                                                                                                    

Pursuant to Rule 6(4)of the Companies(Cost Records and Audit)Rules, 2014 - Form CRA3   

68. Financial Position and Ratio Analysis as required are to be stated in :                                                                     

(A) Para 4 , Part D of the Annexure to Cost Audit Report.                                                                                      

(B) Para 3, Part D of the Annexure to Cost Audit Report.                                                                                  

(C) Para 2, Part D of the Annexure to Cost Audit Report.                                                                                          

(D) Para 1, Part D of the Annexure to Cost Audit Report.                                                                                

#(A)Para 4 , Part D of the Annexure to Cost Audit Report.                                                                                  

Pursuant to Rule 6(4) of the Companies(Cost Records and Audit)Rules, 2014 - Form CRA3   

 69. Which of the following is not a professional misconduct as per the First Schedule of the CWA 

Act, 1959 in relation to Cost Accountants in practice:                                                                                     

(A) accepts or agrees to accept any part of the profits of the professional work of a person who is 

not a member of the Institute                                                                                                                                        

(B) secures, either through the services of a person who is not an employee of such cost 

accountant or who is not his partner or by means which are not open to a cost accountant, any 

professional business                                                                                                                                                           

(C) solicits clients or professional work, either directly or indirectly, by circular, advertisement, 

personal communication or interview or by any other means.                                                                                     

(D) does not exercise due diligence, or is grossly negligent in the conduct of his professional duties; 

#(D) does not exercise due diligence, or is grossly negligent in the conduct of his professional duties; 

this is professional misconduct as per Second schedule Part 1 of the CWA Act 1959.  

 



 

 

 70. In case of machinery involving technical help in installation, such expenses for installation are 

part of:                                                                                                                                                                             

(A) Selling and Distribution Overheads                                            (B) Cost of production                             

(C) Any of the above.                                                                           (D) None of the above.                       

#(B) Cost of production.                                                                                                                                              

This is as per CAS 15 related to Selling and Distribution Overheads.  

71. CAS 16 deals with :                                                                                                                                    

(A)Pollution control cost                                                            (B) Packing material cost                                         

(C) Depreciation and Amortisation                                          (D)Interest and Financing charges                                  

#(C) Depreciation and Amortisation.                                                                                                                                  

The objective of this standard is to bring uniformity and consistency in the principles and methods of 

determining the Depreciation and Amortisation with reasonable accuracy.  

72. Cost Auditing Standard 101 deals with:                                                                                                          

(A) Planning an audit of cost statements;                                                                                                                    

(B) Cost audit documentation;                                                                                                                                        

(C) Overall objectives of the independent cost auditor                                                                                              

(D) Knowledge of business, its processes and the business                                                                                       

# (A) Planning an audit of cost statements;                                                                                                              

The objective of this Standard is to guide the members in planning for the audit of cost statements so 

that it is performed in an efficient and effective manner.  

73. A cotton textile mill had cumulative waste percentage of 8% in Blow Room, 6% in Carding, 4% 

in Drawing, 4% in Simplex and 9% in Ring Frame. For an input of 1000 kg. of cotton in Blow Room, 

the output at Ring Frame is _________.                                                                                                                   

(A) 735.27 kg.                        (B) 725.27 kg.                      (C) 745.27 kg.                          (D) 755.27 kg.                           

# (B)725.27 kg.                                                                                                                                                          

Output at Ring Frame = 1000 × (100-92)% × (100-94)% × (100-96)% × (10096)% × (100-91)%                                    

= 725.27 kgs.  

74. Gross Sales 16500 lacs, Excise Duty 1240 lacs, Increase in stock 42lacs, Cost of raw materials 

6250 lacs, Power 2220 lacs, other overheads  215 lacs, Value Added is:                                                           

(A) 15260 lacs                          (B) 6617 lacs                        (C) 6533 lacs                           (D) 15302 lacs. 

#(B)6617 lacs.                                                                                                                                                                    

Value Addition= Gross sales less Excise Duty Add Increase in stock less Cost of Raw materials less 

Power less Other Overheads                                                                                                                                        

=16500 – 1240+ 42 - 6250 -2220 - 215 lacs= 6617 lacs.  

75. Management Audit report is submitted to :                                                                                                    

(A) Cost Audit Branch                                                           (B) Audit Committee                                                

(C) Central Government                                                      (D) Management of concern. 

#(D)Management of concern                                                                                                                                       

Management audit undertakes examination of the effectiveness of management in controlling the 

total activities of the organisation in the accomplishment of the organisation objectives.  



 

 

76. The consumer service audit critically examines:                                                                                              

(A) Outstanding payment of consumers.                                                                                                                

(B) Price consumers are ready to pay for particular product/service                                                                 

(C) And appraise management of business enterprise of  responsibility towards consumers.                            

(D) Demand of a product by consumers.                                                                                                                     

# (C) And appraise management of business enterprise of responsibility towards consumers.                         

The audit is based on the philosophy that the role of business should be conducive to raising the 

quality of life through its contribution in terms of better productquality and services by making 

available the products and services of the right qualities at the right time, in right quantity, at the 

right place and right price.   

77.Fill in the blanks: (answer in bracket) 

1. Cost audit was initially introduced in the year ————— .(1965) 

2. According to CAS 8 on utilities the cost of maintaining stand-by utilities is ————— cost. 

(committed) 

3. Efficiency audit ensures ————— return on Capital Employed.(optimum) 

4. Equalized transportation cost means ————— transportation cost incurred during a 

specified period. (average) 

5. Value addition is the difference between ————— and the cost of bought out materials and 

services. (net output value) 

6. CAS 5 deals with ————— (equalized cost of transportation). 

7. ————— ensures that every rupee invested in capital or other fields gives optimum 

returns. (Efficiency) 

8. Variances due to abnormal reasons ————— form part of cost. (will not. note: This is as 

per Generally Accepted Cost Accounting Principles) 

9. XBRL is a language based on ————— (XML family of languages) 

10. Costing Taxonomy is best defined as a ————— (dictionary) 

11. Management audit requires ————— approach.(inter-disciplinary) 

12. ISO 9000 certification is an ————— service. (assurance) 

13. Corporate objectives represent the ————— for the organization as laid down by itself 

(charter) 

14. The two techniques available for Social Cost Benefit Analysis are ————— and ————

—. (UNIDO, Little and mirrlee’s approach.) 

15. Energy audit means the monitoring of energy efficiency of different ————— and ———

—— in a plant. (equipment, process) 

16. The main emphasis of Management Audit is problem ————— rather than problem ——

——— (identification, solving) 

17. Management audit can be a ————— for managerial control.(potent tool)  

18. ————— cannot be delegated.( Responsibility) 

19. A corporate development audit is an ————— ————— study of organisation’s 

capabilities. (independent, objective) 

20. “Personal Management” is that part of management function which is primarily concerned 

with the ———————— within an organization. (human relationship) 

21. ————— is the evaluation of every resources declared in the industry. (Productivity 

Analysis.) 

22. ————— of Companies Act 2013 deals with Internal Audit. (Section 138) 



 

 

23. An audit programme is a ————— plan of the auditing work to be performed, specifying 

the procedures to be followed in verification of each item and the financial statements and the 

estimated time required. (detailed) 

24. An audit report is a ————— where internal audit summarizes its work on an audit and 

reports its findings and recommendations based on that work. (formal document) 

25. Section 17 (2) of the ————— specifically requires the auditor to conduct an examination 

of the overdue debts, if any, and a valuation of the assets and liabilities of the society. (co-

operative societies Act, 1912) 

26. Field Balance Sheet Approach to audit can be applied in audit of ————— (self-help 

Group) 

27. The Local bodies in India are broadly classified into ————— categories. (two) 

28. Audit of government ————— is one of the major components of government audit 

conducted by the office of C & AG. (expenditure) 

29. Under ‘propriety audit’, the auditors try to bring out cases of ————— expenditure even 

though the expenditure has been incurred in conformity with the existing rules and 

regulations. (improper, avoidable, or in fructuous) 

30. Statutory corporations are created by ————— statues (specific) 

31. The auditor of a government company is appointed by the ————— (C&AG) 

32. The Cost Audit Report is required to be in conformity with the 'Cost Auditing Standards' as 

referred to in section ___________of the Companies Act, 2013. (148) 

33. Power generation, Telecommunication services fall in ______________ sector as per 

Companies (Cost Records and Audit) Rules, 2014. (Regulated) 

34. The FOREX component of imported material cost shall be converted at the rate on the date of 

the _______________. (Transaction) 

35. The review of Organization Plan, Policies, Structure are done through ________audit. 

(Management) 

36. Cost Accounting Standard on Cost of Service Cost Centre is dealt in _____________. (CAS – 

13) 

37. The Companies are required to maintain Cost Records if turnover exceeds ____________ 

crores or more during immediately preceding Financial Year in respect of the products and 

services specified. (INR 35 crores) 

38. Finance costs incurred in connection with the acquisition of materials _____________ form 

part of material cost. (Shall not) 

39. The systematic examination, analysis and appraisal of management’s overall performance is 

done in ________audit. (Management Audit) 

40. Cost Accounting Standard on Repairs and Maintenance Cost is dealt in ____________. 

(CAS-12) 

41. Any casual vacancy in the office of a cost auditor, shall be filled by the Board of Directors 

within _______________ days of occurrence of such vacancy. (30) 

42. Rule 4 of the Companies (Cost Records and Audit) Rules, 2014 deals with the 

________________.  (applicability of Cost Audit) 

43. Abnormal Loss due to flood or earthquake is charged to _____________. (Costing Profit / 

Loss Account) 

44. Financial Position and Ratio Analysis has to be computed based on ________ data. (Audited 

Financial) 

45. Responsibility Centre is ___________ group of control centres. (a personalized) 

46. The Cost Audit Report along with the observations shall be filed in Form CRA 

_____________. (CRA3) 



 

 

47. The excisable goods not sold but used for consumption for manufacture in the production of 

other articles should be valued at _____________ of cost. (110%) 

48. 'Sugar and Industrial Alcohol' belong to __________________ sector for the purpose of 

Application of Cost Records. (Regulated) 

49. Administration Overheads is dealt in CAS ______________ . (11) 

50. Cost Auditing Standard 102 deals with ______________ . (Cost Audit Documentation) 

 

78. State whether following statements are “True” or “False” with reasoning/ justification for 

your answer. (Answer within bracket) 

1. Cost Audit is synonymous with efficiency audit. (True. The Cost audit Report mainly 

comment on the efficiency of the company namely, utilization aspect of the factors of 

production) 

2. Donations given to Charitable Institutions should not form part of Cost Accounts. (true. 

expenses on account of donations is purely financial in nature, hence excluded from Cost 

Accounts.) 

3. Market research cost is not a part of Research and Development Cost. (true. market research 

is part of selling and Distribution cost.) 

4. CAS 9 deals with indirect material cost. (false. CAS 9 deals with packing material cost.) 

5. Part B of the Annexure to Cost Audit Report relates to service sector. (false. part B of the 

annexure to cost audit report relates to manufacturing sector) 

6. Quantitative Information as part of Annexure to Cost Audit Report needs to be shown for 

Current Year only. (false. quantitative information as part of annexure to cost audit report 

needs to be shown for current Year and previous Year.) 

7. Excess recovery of Excise is income purely financial in nature. (the statement is true.) 

8. Profit reconciliation for the company as a whole is dealt in Part C of the Annexure to Cost 

Audit Report. (False. Profit reconciliation for the company as a whole is dealt in Part D of the 

Annexure to Cost Audit report.) 

9. CAS 24 deals with treatment of Revenue in cost statements.(true) 

10. As per Companies (Cost Records and Audit) Rules, 2014, Profit Reconciliation (for company 

as a whole information is required to be given for Current Year and Previous 2 years. (false. 

information need to be given for Current Year and Previous Year only) 

11. There are no fixed items of evidence to be checked by Management Auditor. (true. a 

management Auditor has to rely more on his experience and acumen to identify areas of 

review.) 

12. Dumping is an ‘illegal’ practice. (false. Dumping is an ‘unfair’ practice.) 

13. Assurance engagements involve three separate parties. (true. the parties are a public 

accountant in practice, a responsible party and intended users.) 

14. The main emphasis of Management Audit is problem identification rather than problem 

solving. (true Management Audit pinpoints the areas requiring attention of management, it 

evaluates the existence of well defined objectives , it seeks to review appraise and evaluate 

the corporate plans and policies based on certain standards of objectivity.) 

15. Zero base budget (ZBB) system was modeled by Peter A. Woodcock. (False. ZBB System 

was modeled by peter A. Phyrrh.) 

16. There is no need for Management Audit Programme. (false. management audit programme is 

prerequisite to conduct audit and help the auditor to cover the entire area of function 

thoroughly.) 



 

 

17. management audit is voluntary (True. It is undertaken by Management as it helps in effective 

functioning of every area of operations coming under management perview.) 

18. Important point in Corporate planning is SWOT analysis. (True. A SWOT-strengths, 

weaknesses, opportunities and threats analysis can help identify and understand key issues 

affecting the business) 

19. Management Audit Report is to be submitted to Cost Audit Branch. (false. management audit 

report is to be presented to the management.) 

20. The concept of Financial Audit was developed by T. G Rose. (false. T. G. rose developed the 

concept of Management Audit as a logical system of evaluating the quality of Management.) 

21. Internal auditing is one time activity. (False. It is a continuous and systematic process of 

examining and reporting the operations and records of a concern.) 

22. Internal Audit can be performed by employees of an organization. (true. internal audit is a 

management tool performed by employees of the organization or external agencies specially 

assigned for this purpose.) 

23. Internal Audit is not discussed in Companies Act 2013 (false. internal audit is discussed in 

section 138 of companies act 2013.) 

24. Internal audit is applicable for every listed company. (true. as per rule 13 of companies 

(accounts) Rules, 2014, every listed company has to appoint internal auditor.) 

25. Internal control system can be classified in three types. (True. Preventive Control, Detective 

Control and corrective control.) 

26. There is no requirement of Audit Working Papers while conducting audit and they only result 

in loss of time. (false. audit working papers are the record of the planning and execution of 

the audit engagement. Auditors retain a set of working papers for each audit engagement for 

each year.) 

27. Audit working papers are property of the company.(False. Working papers are the property of 

the auditor.) 

28. Co-operative auditor to conduct an examination of the overdue debts, if any, and a valuation 

of the assets and liabilities of the society while conducting internal audit. (true. section 17 (2) 

of the cooperative Societies Act, 1912 specifically requires the auditor to conduct an 

examination of the overdue debts, if any, and a valuation of the assets and liabilities of the 

society.) 

29. Internal control is very essential in maintenance of Hotel accounts. (true. pilferage is one of 

the greatest problems in any hotel and it is extremely important to have a proper internal 

control to minimize the leakage.) 

30. Every listed Company should have Audit Committee. (True. The Board of directors of every 

listed company and the certain classes of companies, as prescribed under Rule 6 of 

Companies (Meetings of Board and its powers) Rules, 2014 shall constitute an Audit 

Committee.) 

31. Part-D Para-4 of the Annexure to cost Audit Report under the companies (Cost Records and 

Audit) Rules 2014 deals with Profit Reconciliation (for the company as a whole).(False) 

32. Cost Audit and Management Audit are one and the same. (False) 

33. Main objective of Internal Audit is to prevent errors and frauds. (False) 

34. Government Audit does not comment on economy and efficiency other than viewing on 

fairness of financial statement. (False) 

35. A Limited liability partnership firm registered under the Limited Liability Partnership Act, 

2008 can be appointed as Cost Auditor of a company. (True) 



 

 

36. As per CAS-6 the Forex Component of imported material is converted at the rate on date of 

payment. False (The statement is false. As per CAS6, The forex component of imported 

material is converted at the rate on date of transaction) 

37. Operational Audit is a Micro Level Management Audit. True (The statement is true. The 

objective of operational audit is to appraise the effectiveness and efficiency of a division, 

activity, or operation of the entity in meeting organizational goals). 

38. Exemptions from application of the Rules are provided to Companies whose revenue from 

exports, in foreign exchange, exceeds 50% of total revenue and companies operating from 

Special Economic Zones. False (The statement is false. The requirement of Cost Audit under 

these rules shall not apply to companies whose revenue from exports in foreign exchange 

exceed 75% of total revenue and companies operating in special economic zone). 

39. XBRL is a language based on XML family of languages. True (The statement is true. XBRL 

is an XML based technology and can be used to store or transport data). 

40. In case of utilities generated for the purpose of inter unit transfers, the distribution cost 

incurred for such transfers need not be added to the cost of utilities. False (The statement is 

false. In case of utilities generated for the purpose of inter unit transfers, the distribution cost 

incurred for such transfers shall be added to cost of utilities) 

41. CAS 11 deals with Packing Material Cost. (False) 

42. Interest and Finance charges are part of cost of production. (False) 

43. All expenses that can be identified or linked with the cost object are termed as Direct 

Expenses. (True) 

44. A favourable budget variance is always an indication of efficient performance. (False) 

45. A job worker listed under Table A or B of the Rules and paying Excise Duty on behalf of the 

principal need not maintain cost records even if the transactions exceed the threshold limit. 

(False) 

46. The Cash Discount allowed on Cash Sales will be charged to Selling and Distribution 

overheads. (False) 

47. 'Related Party Transaction' means transfer of resources or obligations among persons related 

by blood relations. (False) 

48. The Audit Committee should recommend appointment and remuneration of the Auditor and 

also review and monitor the Auditor's independence and performance. (True) 

49. Maximum amount of penalty payable by a Cost Auditor for non-compliance with the 

provisions of Companies (Cost Audit Report) Rules, 2014 is Rs. 5,000. (False) 

79.Short questions 

1. What you understand by “True and Fair Cost of Production.”? 

ans: The concept of “True and Fair Cost of Production” is used in the context of cost audit 

wherein the cost auditor has to state whether in his opinion the company’s cost accounting 

records have been kept so as to give a true and fair view of the cost of production, processing 

and marketing of the product. 

 

2. What constitutes the cost records under Rule 2(e)? 

ans: Cost records “means books of account and other records relating to utilization of materials, 

labour and other items of cost as applicable to the production of goods or provision of 

services as provided in section 148 of the Act and these rules. The Act here refers to The 

Companies Act 2013. Rule refer to Cost (Records and Audit) Rule, 2014. 

 



 

 

3. Define Cost Auditor. 

ans: Rule 2(c) of the Companies (Cost Records and Audit) Rules , 2014 means a Cost Accountant 

in practice, as defined in clause (b), who is appointed by the Board. 

 

4. How would you treat demurrage charges as per CAS 15? 

ans: As per CAS 15 relating to Selling and Distribution overheads, any demurrage or detention 

charges, or penalty levied by transportation or other authorities in respect of distribution 

activity shall not form part of the selling and distribution overhead. 

 

5. How is cost computed if service is provided by contractors as per CAS 13? 

ans: Cost of services rendered by contractors within the facilities of the entity shall include 

charges payable to the contractor and cost of materials, consumable stores, spares, manpower, 

equipment usage, utilities, and other resources provided to the contractors for such services. 

Cost of services rendered by contractors at their premises shall be determined at invoice or 

agreed price including duties and taxes, and other expenditure directly attributable thereto net 

of discounts (other than cash discount), taxes and duties refundable or to be credited. This 

cost shall also include the cost of resources provided to the contractors. 

 

6. How would you treat Employee share options under Generally Accepted Cost Accounting 

Principles ? 

ans: Cost of employee share options is treated as part of employee cost provided the same is not a 

notional cost and involves an actual cash outlay. 

 

7. What is XBRL? 

ans: XBRL (eXtensible Business Reporting Language) is a language based on XML (Extensible 

Markup Language) family of languages. It is an open standards-based reporting system that is 

built to accommodate the electronic preparation and exchange of business reports around the 

world using internet as a medium. It has been defined specifically to meet the requirements of 

business and financial information. 

 

8. How would you treat the abnormal cost? 

ans: The abnormal cost must be excluded from computation of Cost . 

 

9. How will you treat an item of Direct Expenses that does not meet the test of materiality as per 

CAS 10? 

ans: If an item of Direct Expenses does not meet the test of materiality, it can be treated as part of 

overheads. 

 

10. Can a Cost Accountant who is appointed as the Concurrent Auditor of a company be 

appointed as Cost Auditor of the same company? 

ans: A Concurrent Auditor may be viewed as a person holding an office of profit of the company 

and so cannot be appointed as Cost Auditor of the same company. 

 

11. How should a Cost Auditor evaluate MIS of an organization? 

ans: A Cost Auditor should take into consideration the following aspects while evaluating MIS of 

an organization: a) Content, quality and source of information; b) Flow of information 

correlation of information in decision areas. 

 



 

 

12. What is productivity audit? 

ans: Productivity audit is the process of monitoring and evaluating organizational practices to 

determine whether functions, programmes, and organization itself are utilizing resources 

effectively and efficiently so as to accomplish objectives. 

  

13. What do you understand by environment audit? 

ans: Environment Audit is a systematic , documented, periodic and objective review by related 

entities , of facility operations and practice related to meeting environment requirements. 

 

14. a management audit team should be multidimensional. discuss. 

ans: As a management auditor is concerned with all aspects of business and the organization , 

ranging from manufacture to marketing and finance , the management audit team should be 

multidisciplinary to make multidimensional approach to audit function. 

  

15. What are the Management Audit Questionnaires? 

ans: A management audit questionnaire is an important tool for conducting the management audit. 

It is through these questionnaires that the auditors make an inquiry into important facts by 

measuring current performance. Such questionnaires aim at a comprehensive and constructive 

examination of an organisation’s management and its assigned tasks. 

 

16. What is Energy Audit? 

ans: Energy auditing is defined as an activity that serves the purposes of assessing energy use 

pattern of a factory or energy consuming equipment and identifying energy saving 

opportunities. 

 

17. Write short not on “Customer Costing in Service Sector”. 

ans: For customer costing purpose, the cost are divided into following categories. These are: 

Customer specific costs-Like the cost of express conveyer to a client/customer who requests 

oversight delivery of some important document. Customer line categories- these are the costs 

which are broken into the broad categories of customers and not individual customer. 

Company costs- those costs which are not allocated to either customer line or individual 

customers but charge to company. The example is the cost of advertisement to promote sale 

of service. 

 

18. What is “Consumer Services “ Audit? 

ans: Consumer Service Audit is based on the philosophy that role of business should be quality of 

life through its contribution in terms of better product quality and services. 

 

19. What to you understand by Corporate Strategy? 

ans: Corporate strategy or policy is the strategy that determines the means for utilizing resources 

in the areas of production, finance, research and development, personnel, and marketing to 

reach the Corporate Objectives. 

  

20. What is “Personnel Management”? 

ans: “Personnel Management” is that part of the management function which is primarily 

concerned with the human relationships within an organization. Its objective is essentially the 

maintenance of those relationships, which enable all those engaged in the undertaking to 

make their maximum personal contribution to the effective working of that undertaking.  



 

 

 

21. What do you understand by Audit Report? 

ans: An audit report is a formal document where internal audit summarizes its work on an audit 

and reports its findings and recommendations based on that work. Audit report will be an 

indicator of the usefulness of the internal audit functioning in the organization. 

 

22. Which section of Companies Act deals with Internal Audit? 

ans: Section 138 of the Companies Act 2013 deals with provisions of Internal Audit. 

 

23. What is Audit programme? 

ans: An audit programme is a detailed plan of the auditing work to be performed, specifying the 

procedures to be followed in verification of each item and the financial statements and the 

estimated time required. To be more comprehensive, an audit programme is written plan 

containing exact details with regard to the conduct of a particular audit. 

 

24. State the functions of summary report to Top Management. 

ans: Summary reports to management usually would have two distinct functions – (i) They would 

tell what the internal audit department has accomplished when compared to what was 

planned. (ii) They would show conclusions of the auditors in a summarised form. 

 

25. How do you classify Local Bodies? 

ans: The Local bodies in India are broadly classified into two categories. The local bodies 

constituted for local planning, development and administration in the rural areas are referred 

as Rural Local Bodies (Panchayats) and the local bodies, which are constituted for local 

planning, development and administration in the urban areas are referred as Urban Local 

Bodies (Municipalities). 

 

26. What do you understand by Propriety Audit in the Context of Government Audit. 

ans: Under ‘propriety audit’, the auditors try to bring out cases of improper, avoidable, or 

infructuous expenditure even though the expenditure has been incurred in conformity with the 

existing rules and regulations. 

 

27. How are NGO(s) incorporated? 

ans: Non-Governmental Organisations are generally incorporated as societies under the Societies 

Registration, Act, 1860 or as a trust under the India Trust Act, 1882, or under any other law 

corresponding to these Acts enforced in any part of India. NGO’s can also be incorporated as 

a company under section 8 of the Companies Act, 2013. 

 

28. What is the first step in audit of Educational Institutions? 

ans: To examine the Trust Deed, or Regulations in the case of school or college and note all the 

provisions affecting accounts. In the case of a university, refer to the Act of Legislature and 

the Regulations framed thereunder. 

 

29. What are the two types of Audit files? 

ans: In case of recurring audits, some working papers files may be classified into permanent audit 

files and current audit files: while the former is updated with the Information of continuing 

importance, the latter contains information relating to audit of a single period. 

 



 

 

30. Who can be appointed as Internal Auditor as per the Companies Act, 2013? 

ans: AS per Section 138 of the Companies Act , 2013 an internal auditor, shall either be a 

chartered accountant or a cost accountant, or such other professional as may be decided by the 

Board to conduct internal audit of the functions and activities of the company. 

 

31. The Cost Auditor of a company was offered to act as ERI (e-Return Intermediary) for filing 

income tax related matter on behalf of one of its subsidiary company. Can the Cost Auditor 

accept the assignment? 

Ans: Any person who is engaged in consulting and providing specialised services to the company 

and its subsidiary companies becomes ineligible to act as cost auditor. (Sec. 141 and 144 of 

the Companies Act, 2013). The Cost Auditor cannot accept the assignment as long as he 

remains appointed as cost auditor of the company. 

 

32. Explain 'Corporate Development Audit.' 

Ans: A corporate development audit is an independent objective study of an organization’s 

capabilities. Corporate development audit is a comprehensive task to assist the corporate 

management in various aspects of development through a process of systematic review and 

evaluation of long-term strategies of the company. 

 

33. Whether the companies (Cost Records and Audit) Rules 2014 is applicable to a company 

which is generating electricity for captive use? 

Ans: The companies (Cost Records and Audit) Rules 2014 is applicable to a company which is 

engaged in Generation, transmission, distribution and supply of electricity regulated by the 

relevant regulatory body or authority under the Electricity Act, 2003 (36 of 2003); other than 

for Captive generation. 

 

34. How would you treat demurrage charges as per CAS-15? 

Ans: As per CAS-15 relating to selling and distribution overheads, any demurrage or detention 

charges, or penalty levied by transportation or other authorities in respect of distribution 

activity shall not form part of the selling and distribution overhead. 

 

35. What is the time limit within which the cost Auditor of the company should submit his 

report? 

Ans: As per rule 6 (5) of the Companies (Cost Records and Audit) Rules 2014, every Cost 

Auditor shall forward his report to the Board of Directors of the Company within a period of 

one hundred and eighty days from the closure of the financial year to which the report relates. 

 

36. Whether all petroleum products are covered under the Companies (Cost Records and Audit) 

Rules, 2014? 

Ans: The Companies (Cost Records and Audit) Rules, 2014 is applicable to all petroleum 

products regulated by the Petroleum And Natural Gas Regulatory Board Act, 2006 (19 of 

2006) and covered under CETA Heading No. 2709 to 2715. 

 

37. Explain the tenure of a Cost Auditor of the Company. 

Ans: Every cost Auditor appointed as per Rule 6 (1) & (2) shall continue in such capacity till the 

expiry of 180 days from the closure of the financial year or till he/she submits the cost audit 

report for the financial year for which he/she has been appointed. [Rule 6(3)] 

 



 

 

38. Who is the approving authority to whom the Cost Audit report shall be submitted by the Cost 

auditor?  

Ans: The report on the audit of cost records shall be submitted by the Cost Auditor to the Board 

of Directors of the Company. [Rule 6(5)]  

 

39. Whether each and every transactions with Related Parties is to be disclosed under (Part - D, 

Para - 5) of Annexure to the Cost Audit Report? 

Ans: Details of Related Party Transaction are required to be provided in respect of each Related 

Party and each Product/Service for the year as a whole and not transaction wise. 

 

40. Define Corporate Branding. 

Ans: Corporate Branding: Corporate Branding is the process of creating a favorable reputation of 

the company and its constituent elements. It is an important organizational resource that 

enables to create, strengthen and sustain competitive advantage. 

 

41. What means 4-digit CETA Code as explained in the Companies [Cost Records and Audit] 

Rules, 2014? 

Ans: Rule 2 (aa) of the Companies (Cost Records and Audit) Rules 2014 states that "Central 

Excise Tariff Act Heading'' means the heading as referred to in the Additional Notes in the 

First Schedule to the Central Excise Tariff Act, 1985 [5 of 1986] in respect of goods a 

description in list of tariff provisions accompanied by a four digit number and includes all 

sub-headings of tariff items the first four-digits of which correspond to that number. 

 

42. How the valuation is to be done for goods captively consumed in one‟s own factory? 

Ans: Rule 8 of the Central Excise Valuation Rules provides that where the excisable goods are not 

sold but are used for consumption by the assessee or on his behalf in the production or 

manufacture of other articles; the value shall be 110% of the cost of production or 

manufacture of such goods. The procedure for determination of cost of production for captive 

consumption is laid down in CAS(4) [Cost Accounting Standards-4] issued by the Council of 

the Institute of Cost Accountants of India. 

 

43. What are 'Industry-specific Operating Expenses'?   

Ans: Industry-specific Operating Expenses are those which are peculiar to a specific industry. For 

example, Telecommunications industry shows expenses such as Network Operating cost, License 

fee, Radio Spectrum charges, Microwave charges, etc., which are peculiar to this industry. The 

industry-specific operating expenses shall have to be identified and reported in the abridged cost 

statement.   

 

44. How to treat overtime premium as per CAS 7 related to Employee Cost?  

Ans: Overtime premium shall be assigned directly to the cost object or treated as overheads 

depending on the economic feasibility and specific circumstances requiring such overtime. 

 

 



 

 

45. State the broad objectives of 'Operational Audit'.  

Ans: Operational Audit is an organized search for the ways to improve efficiency and 

effectiveness. It has the broad objectives of a) Appraisal of Controls, b) Evaluation of 

Performance, c) Appraisal of Management Objectives, and d) Appraisal of Organization 

Structure. All large organizations conduct Operational Audit for better management and higher 

profitability. 

 

46. State the factors on which audit documentation will depend.  

Ans: The content and form of audit documentation will depend on a number of factors, such as (a) 

the size and the complexity of the operations of the audited, (b) the extent of computerization of 

the cost records, (c) the assessed risks of material misstatement of costs, (d) the cost audit 

methodology and tools used, and (e) the nature of the audit procedure to be performed. 

 

47. What is the Central Excise Tariff Act Heading as per the Companies (Cost Records and 

Audit) Rules, 2014?  

Ans: Central Excise Tariff Act Heading as per Companies (Cost Records and Audit) Rules, 2014, 

means the Heading as referred to in the Additional Notes as per the First Schedule of the Central 

Excise and Tariff Act. ‘Heading’, in respect of ‘goods’ means a description in respect of tariff 

provisions accompanied by a four-digit number and includes all sub-headings of all tariff item the 

first four digits of which correspond to that number.   

 

48. State the meaning of the term 'Key Performance Indicators'. 

Ans: Key Performance Indicators are simply the variables, independent or interdependent, in 

respect of which goals can be set and performance can be measured to assess whether it is in 

furtherance of the enterprise objectives. These may be quantitative, qualitative, actionable, or 

trends. For evaluation of performance, the choice of the indicators should be made correctly in 

tune with the objectives. 

 

49. What is meant by 'Cost Records'?  

Ans: As per Rule 2 (e) the Companies (Cost Records and Audit) Rules 2014, 'cost records' means 

'books of accounts relating to utilization of materials, labour and other items of cost as applicable 

to the production of goods or provision of services as provided in Section 148 of the Act, and 

these Rules'. There cannot be any exhaustive list of cost accounting records. Any transaction 

statistical, quantitative or other details - that has a bearing on the cost of the product /activity is 

important and form part of the cost accounting records. Cost records are to be kept on regular 

basis to make it possible to "calculate per unit cost of production/operations, cost of sales and 

margin for each of its product for every financial year on monthly/quarterly/half-yearly/annual 

basis" 

 

 



 

 

50. How the Demurrage Charges be treated as per the CAS 15?  

Ans: The CAS 15 deals with Selling and Distribution Overhead. As per CAS 15 any demurrage or 

detention charges, or penalty levied by transportation or other authorities in respect of distribution 

activity shall not form part of the selling and Distribution Overhead. 

 

51. What are the objectives of the Cost Audit Standard 104?  

Ans: The objective of the Cost Audit Standard 104 is to enable the cost auditor to have knowledge 

of the client's business, which is sufficient to identify and understand the events, transactions and 

practices that in the cost auditor's judgment may have a significant effect on the examination of 

the cost statements or on the preparation of the Cost Audit Report. 

 

52. Explain the 'Ageing Analysis' of Receivables.  

Ans: Accounts Receivable Ageing Analysis is a periodic report that categorizes a company's 

accounts receivables according to the length of the time an invoice has been outstanding .It is 

used as a gauge to determine the financial health of a company's customers. If an account 

receivables ageing demonstrates that a company receivables are being collected much slower than 

normal, this is a warning sign that business may be slowing down or that the company is taking 

greater credit risks in its sales practices. 

 

53. What is the scope of Government Audit?  

Ans: Governmental Audits are done by the Comptroller and Auditor general of India for financial 

statements of Government as per some declared standards. However, it goes a step beyond those 

standards that are applicable to audit of financial statements. The scope of a governmental audit is 

composed of three elements. 1. Financial Compliance 2. Economy and Efficiency 3. Results. The 

typical definition of a financial audit would not include the elements 2 and 3. These are 

Operational Auditing Techniques. 

 

54. State the basic objective to prepare a report on Performance Appraisal. 

Ans: The basic objective to prepare a report on Performance appraisal is to provide an actionable 

insight into costs and profitability for the management in strategic and operational context. It aims 

at discovering various drivers of costs and profitability and their impact on the selected 

performance variables. It would help the organisations: 

• To improve profits and profitability 

• To optimize resource allocation 

• To optimize the product and Services Portfolio 

 

 



 

 

80.Choose the correct answer with short justification/working. 

1. Part C of the Annexure to the Cost Audit Report in CRA 3 deals with ________.  

(a) Manufacturing Sector  

(b) Service Sector  

(c) Regulated Sector  

(d) Unregulated Sector  

 

2. Cost Accounting Standard 8 is a Cost Accounting Standard on ___________.  

(a) Employee Cost  

(b) Utilities Cost  

(c) Pollution Control Cost  

(d) Selling and Distribution Cost  

 

3. Under the Generally Accepted Cost Accounting Principles, the cost of cane supplied 

from own farm to the sugar mill is treated as ___________.  

(a) Direct Materials Cost  

(b) Indirect Materials Cost  

(c) Production Overhead  

(d) Administrative Overhead  

 

4. Constitution of Audit Committee by the Board of Directors is mandatory for _________.  

(a) all companies  

(b) all listed companies only  

(c) all listed companies and those prescribed under the Companies (Meetings of 

Board and its Powers) Rules only  

(d) all public companies having turnover of Rs. 100 crore or more only  

 

5. Cost Auditing Standard 102 deals with ______________.  

(a) planning an Audit of Cost Statements  

(b) Cost Audit Documentation  

(c) knowledge of process and business  

(d) overall objectives of the Independent Cost Auditor  

 

6. As per the Central Excise Valuation Rules 2000, the assessable value of goods used for 

captive consumption is __________.  

(a) at actual cost of production of such goods  

(b) at marginal cost of production of such goods  

(c) at 110% of cost of production of such goods  

(d) at market price of such goods  

 

7. A cotton textile mill had cumulative waste percentage of 8% in Blow Room, 6% in 

Carding, 4% in Drawing, 4% in Simplex and 9% in Ring Frame. For an input of 1000 kg. 

of cotton in Blow Room, the output at Ring Frame is _________.  

(a) 730.27 kg.  

(b) 725.27 kg.  

(c) 742.27 kg.  

(d) 749.97 kg.  



 

 

 

8. Operational Audit can lead to better management with the focus on ________.  

(a) transaction-based analysis for fraud prevention  

(b) compliance of rules  

(c) risk identification, process improvement  

(d) budget monitoring  

 

 

9. A shoe manufacturing company has a plant capacity of producing 700 shoes per shift. 

During the year of 300 working days, 3 shifts of 8 hours with half-hour recess per shift, it 

produces 35.91 lakh shoes. The Normal Capacity Utilization percentage is ____.  

(a) 82%  

(b) 76%  

(c) 74%  

(d) 78%  

 

10. Propriety Audit in the context of Government Audit seeks to ensure that _______.  

(a) public money are not spent for the benefit of a particular person  

(b) public officer should exercise same vigilance as in respect of expenditure of 

his/her own money  

(c) no authority should pass an order which will be directly or indirectly to its own  

advantage                                       

(d) All the above  

 

 

11. The Cost Accounting Standard 15 is a Cost Accounting Standard on _______.  

(a) Employee Cost  

(b) Utilities Cost  

(c) Pollution Control Cost  

(d) Selling and Distribution Overheads Cost 

 

 

12. Overall Objectives of the independent Cost Auditor and conduct of an Audit in 

accordance with Cost Auditing Standard is dealt in _____________.  

(a) Cost Auditing Standard 101  

(b) Cost Auditing Standard 102  

(c) Cost Auditing Standard 103  

(d) Cost Auditing Standard 104  

 

 

13. A company, engaged in construction business, is covered under the Companies (Cost 

Records and Audit) Rules, 2014 but does not include _____________.  

(a) outsourcing by a sub-contracting company  

(b) a company working on BOT (Build, Operate, Transfer) mode  

(c) a company working in a Special Economic Zone  

(d) a project undertaken as EPC (Eng., Procurement, Constn.) contract 

 



 

 

14. A manufacturing unit showed, during the Financial Year 2016-17, the following 

financial data (in Rs. lakh): Net Sales 1,250, Export Incentives 85, Other income 106, 

Adj. of Finished Stock (+) 95, Materials 634, Salaries 425, Overheads 101.8, and Tax 

52.6. The Value Added as per Rules is (in Rs. lakh) _____________.  

(a) 946  

(b) 796  

(c) 755  

(d) 688  

 

 

15. Royalty paid on production Rs. 35,000, Job Charges Rs. 20,000, Special Design Charges 

Rs. 20,000, Software Development Charges related to Production Rs. 27,000, and 

Travelling abroad for Training Rs. 25,000 The Direct Expenses as per CAS 10 is Rs. 

_____________.  

(a) 92,000  

(b) 1,00,000  

(c) 1,02,000  

(d) 1,27,000  

 

 

16. Operational Audit can lead to better management with the focus on_____________.  

(a) Transaction-based analysis for Fraud Prevention  

(b) Compliance of Rules  

(c) Risk Identification, Process Improvement  

(d) Budget Monitoring  

 

 

17. Penalty paid to PF authorities is _____________ in Employee Cost.  

(a) included  

(b) excluded  

(c) based on individual case  

(d) partly included  

 

 

18. Item appearing only in Cost Records is _____________.  

(a) Profit on Sale of Assets  

(b) Interest Received  

(c) Loss on Sale of Assets  

(d) Notional Interest on Capital  

 

 

19. _____________ Analysis is evaluation of every resources declared in the industry.  

(a) Capacity  

(b) Energy  

(c) Productivity 

(d) Efficiency 

 



 

 

20. Which one of the following is not a professional misconduct in relation to Cost 

Accountants in Practice as per the Second Schedule of The CWA Act, 1959?  

(a) He/she fails to invite attention to any material departure from the generally 

accepted procedure of costing and pricing applicable to the circumstances.  

(b) He/she does not exercise due diligence or is grossly negligent in the conduct of 

his/her professional duties.  

(c) He/she fails to report a material misstatement known to him/her to appear in a cost 

or pricing statement with which he/she is concerned in a professional capacity.  

(d) In the opinion of the Council, he/she brings disrepute to the Profession or the 

Institute as a result of his/her action whether or not related to his/her professional 

work. 

 

 

21. In which CRA Form, is the Cost Audit Report of a company filed with the Central 

Government? (a) CRA-4  

(b) CRA-3  

(c) CRA - 1  

(d) CRA-2  

 

22. CAS 23 deals with .........................................  

(a) Quality Control  

(b) Manufacturing Cost  

(c) Overburden Removal Cost  

(d) Treatment of Revenue in Cost Statements  

 

 

23. As per the Cost Auditing Standard 101, the risk of Material Misstatements has two 

components, viz., ……………………………..  

(a) Inherent Risk and Control Risk  

(b) Detection Risk and Audit Risk  

(c) Material Risk and Implicit Risk 

(d) Financial Risk and Explicit Risk 

 

 

24. As per Part D, Para 4 of the Companies (Cost Records and Audit) Rules, 2014, Value 

Addition and Distribution of Earnings are to be computed based on  

(a) Audited Financial Data  

(b) Cost Record Data  

(c) Unaudited Financial Data  

(d) Both (a) and (b)  

 

 

25. The audit of data or information, depicting social performance of a business in contrast 

to its normal economic performance as measured in financial audit, is  

(a) Energy Audit  

(b) Efficiency Audit  

(c) Social Audit  

(d) Propriety Audit 



 

 

26. The figures below are available for Good Luck Limited. Budgeted Production - 900 

units, Standard Hours per unit -10, Actual Production – 720 units and Actual Working - 

6000 hours. What is the Efficiency Ratio?  

(a) 110%  

(b) 120%  

(c) 100%  

(d) 125%  

 

27. Which of the following is not a Professional Misconduct as per the First Schedule of The 

CWA Act, 1959, in relation to the Cost Accountants in Practice?  

(a) Pays or allows or agrees to pay or allow, directly or indirectly, any share, commission 

or brokerage in the fees or profits of his/her professional work, to any person other than a 

member of the Institute or a partner or a retired partner or the legal representative of a 

deceased partner.  

(b) Enters into a partnership, in or outside India, with any person other than a Cost 

Accountant in Practice or such other person who is a member of any other professional 

body having such qualifications as may be prescribed.  

(c) Advertises his/her professional attainments or services or uses any designation or 

expression other than Cost Accountant on professional documents, visiting cards, letter 

heads or sign boards, unless it is a degree of a University established by law in India or 

recognised by the Central Government or a title indicating membership of The ICAI or 

any other institution that has been recognised by the Central Government or may be 

recognised by the Council.  

(d) Expresses his/her opinion on cost or pricing statements of any business or enterprise 

in which, he/she, his/her firm or a partner in his/her firm has substantial interest.  

 

28. Remuneration of the Non-Executive Directors is treated as ....................  

(a) Employee Costs  

(b) Administrative Overheads  

(c) Salaries and Wages  

(d) Management Expenses  

 

29. The process of determining the elements which correspond to the lines and the columns 

in a financial statement and the elements which must be created by extension is called as  

(a) Mapping  

(b) Name  

(c) Concept  

(d) Scaling  

 

30. As per the CAS 23, the activity of Overburden Removal that benefits the identified 

component of an ore to be mined by the entity is called as ......  

(a) Mining Activity  

(b) Overburden Removal  

(c) Stripping Activity  

(d) Advance Stripping  

 



 

 

Answer:  

1. (B) Service Sector Reason: Part C of the Annexure to the Cost Audit Report in Form 

CRA 3 pursuant to the Rule 6(4) of the Companies (Cost Records and Audit) Rules, 

2014, gives quantitative information and abridged cost statement for services in the 

Service Sector.  

 

2. (B) Utilities Cost Reason: CAS 8 deals with the Cost Accounting Standard on cost 

of utilities.  

 

3.  (A) Direct Material Cost Reason: As per the GACAP, Direct Materials Cost 

includes cost of procurement and freight inwards of the materials.  

 

4. (iv)  (C) All listed companies and those prescribed under the Companies (Meetings 

of Board and its Powers) Rules only Reason: The Rule covers all listed companies, 

public companies having capital of Rs. 10 crore and more, annual turnover of Rs. 

100 crore and more, outstanding deposits, loans and borrowings of Rs. 50 crore or 

more.  

 

 

5. (v)  (B) Cost Audit Documentation   Reason: The Cost Auditing Standard 102 is to 

provide guidance to the members in the preparation of audit documentation in the 

context of the audit of cost statements, records and other related documents.  

 

6. (C) At 110% of cost of production of such goods Reason: Liability of Excise Duty 

arises as soon as the goods covered under the Excise Duty are manufactured but the 

Excise Duty is collected at the time of removal or clearance from the place of 

manufacture even for captive consumption.  

 

 

7.  (B)  725.27 kgs.  Reason: Output at Ring Frame = 1000 × (100-92)% × (100-94)% 

× (100-96)% × (100-96)% × (100-91)% = 725.27 kgs.  

 

8. (C) risk identification, process improvement Reason: The objective is to assist the 

organization in performing the functions more effectively and economically with 

focus on the efficiency and the effectiveness of the operations, giving an early 

warning system for the detection of the potentially-destructive problems.  

 

 

9. (B)  76%  Reason: Available capacity = 300 × (8-0.5) × 3 × 700 = 47.25 lakh units 

Actual Capacity Utilization % = 35.91/47.25 = 76%  

 

10. (D) All the above Reason: The objective of Propriety Audit is that public money is 

not spent for the benefit of a particular person. Public officer should exercise same 

vigilance as in respect of expenditure of his/her own money and no authority should 

pass an order which will be directly or indirectly to its own advantage 

 

 



 

 

11. (d) Selling and Distribution Overhead Cost. CAS 15 deals with the principles and 

methods of classification, measurement and assignment of Selling and Distribution 

Overheads, for determination of the cost of sales of product or service, and the 

presentation and disclosure in cost statements.  

 

12. (c) Cost Auditing Standard 103. Cost Auditing Standard 103 deals with the overall 

objectives of the independent cost auditor, the nature and scope of a cost audit and 

independent auditor’s overall responsibilities when conducting an audit of cost 

statements in accordance with cost auditing standards. It also explains the 

requirements establishing the general responsibilities of the independent auditor 

applicable in all audits, including the obligation to comply with the cost auditing 

standards.  

 

 

13. (c) A Company working in Special Economic Zone. As per Rule 4(3) (ii) of the 

Companies (Cost Records and Audit) Rules 2014 such units would be outside the 

purview of cost audit.  

 

14. (b) Rs. 796 Lakh. (Sales 1250 + Export Incentive 85 + Adj of Finished stock 95)-

(Materials 634) = Rs. 796 Lakh.  

 

 

15. (d) Rs. 1,27,000 [direct expenses as per CAS 10 = royalty paid on production + Job 

charges + Special Design Charges + Software development charges related to 

production + Travelling abroad for training = Rs. (35,000 + 20,000 + 20,000 + 

27,000 + 25,000) = Rs. 1,27,000]  

 

16. (c) Risk identification, process improvement: The objective is to assist the 

organization in performing functions more effectively and economically with focus 

on efficiency and effectiveness of operations, giving an early warning system for 

detection of potentially destructive problems.  

 

 

17. (b) Excluded Penalty paid to PF authorities is not normal cost and hence is excluded 

as per CAS 7 from employee cost. 

 

18. (d) Notional interest on capital This does not involve actual outlay of funds but is 

included in cost records as an opportunity cost to determine product cost. The other 

three items are not related to actual production and this do not form part of cost 

records.  

 

 

19. (c) Productivity The Productivity audit is basically an analysis of the productivity of 

the resources deployed by any organization. It is generally done to generate 

information about the status of productivity in the organization for the purpose of 

determining the scale of efficiency and effectiveness of „resource utilization‟.  



 

 

20. (d) Bringing disrepute to the profession or the institute is not considered a 

misconduct as per the Second Schedule of the CWA Act 1959. It is a misconduct as 

per the First Schedule, Part IV of the Act. 

 

21. (a) Reason: Pursuant to Section 148 (6)of the Companies Act, 2013, and Rule 6 (6) 

of the Companies (Cost Records and Audit) Rules, 2014, the Cost Audit Report is to 

be filed in Form CRA-4 with the Central Government. 

 

22.  (c) Reason: Cost Accounting Standard (CAS) 23 is issued by the Council of The 

Institute of Cost Accountants of India on "Overburden Removal Cost". It is 

applicable from 1st April, 2017. 

 

23. (a) Reason: As per the Cost Auditing Standard (CAS-101) on Planning an Audit of 

Cost Statements, the risk of material misstatement has two components, viz., 

Inherent Risk and Control Risk. 

 

24. (a) Reason: As per part D, para 3 of the Companies (Cost Records and Audit) Rules, 

2014, Value Addition and Distribution of Earnings are to be computed based on 

Audited Financial Accounts. 

 

25. (c) Reason: Social Audit is generally defined to be the audit of data or information 

depicting social performance of a business in contrast to its normal economic 

performance as measured in financial audit. A lot of research and experimentation 

have been conducted to devise techniques or models, which can measure the 

contribution of an enterprise to the Society. 

 

 

26. (b) Reason: Efficiency ratio=(Standard Hours of actual Production)/(Actual Hours 

Worked)×100 = (720 ×10) / 6,000 ×100 = 120% 

 

27. (d) Reason: As per the Second Schedule Part 1 of the Cost and Works Accountants 

Act,1959, a Cost Accountant in Practice shall be deemed to be guilty of Professional 

Misconduct, if he/she expresses his/her opinion on cost or pricing statements of any 

business or enterprise in which, he/she, his/her firm or a partner in his/her firm has 

substantial interest. All the other options are Professional Misconduct as per the 

First Schedule of The Cost and Works Accountants Act, 1959 in relation to the Cost 

Accountants in Practice. 

 

28. (b) Reason: As per the Generally Accepted Cost Accounting Principles (GACAP), 

Remuneration of the non-Executive Directors will not be considered as part of 

Employee Costs but will be treated as part of Administrative Overheads. 

 

29. (a) Reason: As per the XBRL, Mapping is the process of determining the elements 

which correspond to the lines and the columns in a final statement and the elements 

which must be created by extension. 

30. (c) Reason: As per the Cost Accounting Standard on Overburden Removal Cost, the 

Stripping Activity refers to the activity of overburden removal that benefits the 

identified component of an ore to be mined by the entity. 



 

 

81. Choose the correct answer with short justification/working.  

(i)  In which CRA Form, is the Cost Audit Report of a company filed with the Central Government? 

(a) CRA-4                 (b) CRA-3                      (c) CRA – 1                       (d) CRA-2  

(ii)  CAS 23 deals with .........................................                                                                                                    

(a) Quality Control                                       (b) Manufacturing Cost                                                                            

(c) Overburden Removal Cost                   (d) Treatment of Revenue in Cost Statements  

(iii)  As per the Cost Auditing Standard 101, the risk of Material Misstatements has two 

components, viz., ……………………………..                                                                                                                       

(a) Inherent Risk and Control Risk                  (b) Detection Risk and Audit Risk                                                       

(c) Material Risk and Implicit Risk                  (d) Financial Risk and Explicit Risk  

(iv) As per Part D, Para 4 of the Companies (Cost Records and Audit) Rules, 2014, Value Addition 

and Distribution of Earnings are to be computed based on                                                                                 

(a) Audited Financial Data                   (b) Cost Record Data                                                                                                     

(c) Unaudited Financial Data               (d) Both (a) and (b)  

(v) The audit of data or information, depicting social performance of a business in contrast to its 

normal economic performance as measured in financial audit, is                                                                       

(a) Energy Audit                    (b) Efficiency Audit                (c) Social Audit                 (d) Propriety Audit  

(vi) The figures below are available for Good Luck Limited. Budgeted Production - 900 units, 

Standard Hours per unit -10, Actual Production - 720 units and Actual Working - 6000 hours.                

What is the Efficiency Ratio?                                                                                                                                                    

(a) 110%                       (b) 120%                         (c) 100%                      (d) 125%  

(vii) Which of the following is not a Professional Misconduct as per the First Schedule of The CWA 

Act, 1959, in relation to the Cost Accountants in Practice?                                                                                  

(a) Pays or allows or agrees to pay or allow, directly or indirectly, any share, commission or 

brokerage in the fees or profits of his/her professional work, to any person other than a member 

of the Institute or a partner or a retired partner or the legal representative of a deceased partner. 

(b) Enters into a partnership, in or outside India, with any person other than a Cost Accountant in 

Practice or such other person who is a member of any other professional body having such 

qualifications as may be prescribed.                                                                                                                               

(c) Advertises his/her professional attainments or services or uses any designation or expression 

other than Cost Accountant on professional documents, visiting cards, letter heads or sign boards, 

unless it is a degree of a University established by law in India or recognised by the Central 

Government or a title indicating membership of The ICAI or any other institution that has been 

recognised by the Central Government or may be recognised by the Council.                                                     

(d) Expresses his/her opinion on cost or pricing statements of any business or enterprise in which, 

he/she, his/her firm or a partner in his/her firm has substantial interest.  

 (viii) Remuneration of the Non-Executive Directors is treated as ....................                                               

(a) Employee Costs              (b) Administrative Overheads                                                                                    

(c) Salaries and Wages         (d) Management Expenses  



 

 

(ix) The process of determining the elements which correspond to the lines and the columns in a 

financial statement and the elements which must be created by extension is called as                                

(a) Mapping                    (b) Name                    (c) Concept                      (d) Scaling  

(x)  As per the CAS 23, the activity of Overburden Removal that benefits the identified component 

of an ore to be mined by the entity is called as ......                                                                                                  

(a) Mining Activity                          (b) Overburden Removal                                                                                                          

(c) Stripping Activity                       (d) Advance Stripping  

 Answer:  

(i) (a) Reason: Pursuant to Section 148 (6)of the Companies Act, 2013, and Rule 6 (6)of the 

Companies (Cost Records and Audit) Rules, 2014, the Cost Audit Report is to be filed in Form CRA-4 

with the Central Government.  

(ii)  (c)  Reason: Cost Accounting Standard (CAS) 23 is issued by the Council of The Institute of Cost 

Accountants of India on "Overburden Removal Cost". It is applicable from 1st April, 2017.  

 (iii)  (a)  Reason: As per the Cost Auditing Standard (CAS-101) on Planning an Audit of Cost 

Statements, the risk of material misstatement has two components, viz., Inherent Risk and Control 

Risk.  

(iv)  (a)  Reason: As per part D, para 3 of the Companies (Cost Records and Audit) Rules, 2014, Value 

Addition and Distribution of Earnings are to be computed based on Audited Financial Accounts.  

(v)  (c)  Reason: Social Audit is generally defined to be the audit of data or information depicting 

social performance of a business in contrast to its normal economic performance as measured in 

financial audit. A lot of research and experimentation have been conducted to devise techniques or 

models, which can measure the contribution of an enterprise to the Society.  

 

(vii)  (d)  Reason: As per the Second Schedule Part 1 of the Cost and Works Accountants Act,1959, a 

Cost Accountant in Practice shall be deemed to be guilty of Professional Misconduct, if he/she 

expresses his/her opinion on cost or pricing statements of any business or enterprise in which, 

he/she, his/her firm or a partner in his/her firm has substantial interest. All the other options are 

Professional Misconduct as per the First Schedule of The Cost and Works Accountants Act, 1959 in 

relation to the Cost Accountants in Practice.  

(viii)  (b)  Reason: As per the Generally Accepted Cost Accounting Principles (GACAP), Remuneration 

of the non-Executive Directors will not be considered as part of Employee Costs but will be treated as 

part of Administrative Overheads.  

(ix)  (a)  Reason: As per the XBRL, Mapping is the process of determining the elements which 

correspond to the lines and the columns in a final statement and the elements which must be created 

by extension.  



 

 

(x) (c)   Reason: As per the Cost Accounting Standard on Overburden Removal Cost, the Stripping 

Activity refers to the activity of overburden removal that benefits the identified component of an ore 

to be mined by the entity. 

82. Choose the correct answer with short justification /working.  

(i) The Cost Accounting Standard 15 is a Cost Accounting Standard on _______.                                  

(a) Employee Cost                            (b) Utilities Cost                                                                                        

(c) Pollution Control Cost               (d) Selling and Distribution Overheads Cost  

(ii) Overall Objectives of the independent Cost Auditor and conduct of an Audit in accordance 

with Cost Auditing Standard is dealt in _____________.                                                                               

(a) Cost Auditing Standard 101                    (b) Cost Auditing Standard 102                                                 

(c) Cost Auditing Standard 103                    (d) Cost Auditing Standard 104  

(iii) A company, engaged in construction business, is covered under the Companies (Cost 

Records and Audit) Rules, 2014 but does not include _____________.                                                             

(a) outsourcing by a sub-contracting company                                                                                      

(b) a company working on BOT (Build, Operate, Transfer) mode                                                            

(c) a company working in a Special Economic Zone                                                                                       

(d) a project undertaken as EPC (Eng., Procurement, Constn.) contract  

(iv) A manufacturing unit showed, during the Financial Year 2016-17, the following financial 

data (in lakh): Net Sales 1,250, Export Incentives 85, Other income 106, Adj. of Finished Stock 

(+) 95, Materials 634, Salaries 425, Overheads 101.8, and Tax 52.6. The Value Added as per 

Rules is (in ` lakh) _____________.                                                                                                                 

(a) 946                         (b) 796                         (c) 755                            (d)   688  

(v) Royalty paid on production 35,000, Job Charges 20,000, Special Design Charges 20,000, 

Software Development Charges related to Production 27,000, and Travelling abroad for 

Training 25,000 The Direct Expenses as per CAS 10 is ` _____________.                                                       

(a) 92,000                       (b) 1,00,000                                                                                                                   

(c) 1,02,000                    (d) 1,27,000  

(vi) Operational Audit can lead to better management with the focus on_____________.                          

(a) Transaction-based analysis for Fraud Prevention                 (b) Compliance of Rules                                      

(c) Risk Identification, Process Improvement                              (d) Budget Monitoring  

(vii) Penalty paid to PF authorities is _____________ in Employee Cost.                                                  

(a) included                                          (b) excluded                                                                                                                   

(c) based on individual case               (d) partly included  

(viii) Item appearing only in Cost Records is _____________.                                                                      

(a) Profit on Sale of Assets               (b) Interest Received                                                                               

(c) Loss on Sale of Assets                 (d) Notional Interest on Capital 

 (ix) _____________ Analysis is evaluation of every resources declared in the industry.                              

(a) Capacity                            (b) Energy                                                                                                                 

(c) Productivity                      (d) Efficiency  



 

 

(x) Which one of the following is not a professional misconduct in relation to Cost Accountants 

in Practice as per the Second Schedule of The CWA Act, 1959?                                                                   

(a) He/she fails to invite attention to any material departure from the generally accepted 

procedure of costing and pricing applicable to the circumstances.                                                              

(b) He/she does not exercise due diligence or is grossly negligent in the conduct of his/her 

professional duties.                                                                                                                                              

(c) He/she fails to report a material misstatement known to him/her to appear in a cost or 

pricing statement with which he/she is concerned in a professional capacity.                                                  

(d) In the opinion of the Council, he/she brings disrepute to the Profession or the Institute as a 

result of his/her action whether or not related to his/her professional work.  

Answer  

(i) (d) Selling and Distribution Overhead Cost.   CAS 15 deals with the principles and methods of 

classification, measurement and assignment of Selling and Distribution Overheads, for determination 

of the cost of sales of product or service, and the presentation and disclosure in cost statements. 

(ii) (c) Cost Auditing Standard 103.   Cost Auditing Standard 103 deals with the overall objectives of 

the independent cost auditor, the nature and scope of a cost audit and independent auditor‟s overall 

responsibilities when conducting an audit of cost statements in accordance with cost auditing 

standards. It also explains the requirements establishing the general responsibilities of the 

independent auditor applicable in all audits, including the obligation to comply with the cost auditing 

standards. 

(iii) (c) A Company working in Special Economic Zone.   As per Rule 4(3) (ii) of the Companies( Cost 

Records and Audit) Rules 2014 such units would be outside the purview of cost audit.  

(iv) (b)796 Lakh.   (Sales 1250 + Export Incentive 85 + Adj of Finished stock 95)-(Materials 634) =796 

Lakh. 

(v) (d)1,27,000   [direct expenses as per CAS 10 = royalty paid on production + Job charges + Special 

Design Charges + Software development charges related to production + Travelling abroad for 

training =(35,000 + 20,000 + 20,000 + 27,000 + 25,000) = 1,27,000   

(vi) (c) Risk identification, process improvement: The objective is to assist the organization in 

performing functions more effectively and economically with focus on efficiency and effectiveness of 

operations, giving an early warning system for detection of potentially destructive problems.  

(vii) (b) Excluded   Penalty paid to PF authorities is not normal cost and hence is excluded as per CAS 7 

from employee cost.  

(viii) (d) Notional interest on capital   This does not involve actual outlay of funds but is included in 

cost records as an opportunity cost to determine product cost. The other three items are not related to 

actual production and this do not form part of cost records.  

(ix) (c) Productivity   The Productivity audit is basically an analysis of the productivity of the 

resources deployed by any organization. It is generally done to generate information about the status 

of productivity in the organization for the purpose of determining the scale of efficiency and 

effectiveness of „resource utilization‟.  



 

 

(x) (d) Bringing disrepute to the profession or the institute is not considered a misconduct as per the 

Second Schedule of the CWA Act 1959. It is a misconduct as per the First Schedule, Part IV of the 

Act.  

 83. Choose the correct answer with short justification/working.  

(i)  Part C of the Annexure to the Cost Audit Report in CRA 3 deals with ________ .                             

(a) Manufacturing Sector                  (b) Service Sector                                                                                       

(c) Regulated Sector                           (d) Unregulated Sector 

(ii)  Cost Accounting Standard 8 is a Cost Accounting Standard on ___________ .                                      

(a) Employee Cost                       (b) Utilities Cost                                                                                                       

(c) Pollution Control Cost          (d) Selling and Distribution Cost  

(iii)  Under the Generally Accepted Cost Accounting Principles, the cost of cane supplied from 

own farm to the sugar mill is treated as ___________.                                                                                            

(a) Direct Materials Cost              (b) Indirect Materials Cost                                                                                  

(c) Production Overhead              (d) Administrative Overhead  

(iv) Constitution of Audit Committee by the Board of Directors is mandatory for _________.                

(a) all companies                                                                                                                                                

(b) all listed companies only                                                                                                                             

(c) all listed companies and those prescribed under the Companies (Meetings of Board and its 

Powers) Rules only                                                                                                                                              

(d) all public companies having turnover of `100 crore or more only  

(v)  Cost Auditing Standard 102 deals with ______________.                                                                        

(a) planning an Audit of Cost Statements                                                                                                        

(b) Cost Audit Documentation                                                                                                                           

(c) knowledge of process and business                                                                                                            

(d) overall objectives of the Independent Cost Auditor  

(vi) As per the Central Excise Valuation Rules 2000, the assessable value of goods used for 

captive consumption is __________.                                                                                                                

(a) at actual cost of production of such goods                                                                                                  

(b) at marginal cost of production of such goods                                                                                             

(c) at 110% of cost of production of such goods                                                                                              

(d) at market price of such goods 

(vii)A cotton textile mill had cumulative waste percentage of 8% in Blow Room, 6% in Carding, 

4% in Drawing, 4% in Simplex and 9% in Ring Frame. For an input of 1000 kg. of cotton in 

Blow Room, the output at Ring Frame is _________.                                                                                 

(a) 730.27 kg.                      (b) 725.27 kg.                                                                                                         

(c) 742.27 kg.                      (d) 749.97 kg.  

(viii)Operational Audit can lead to better management with the focus on ________.                                

(a) transaction-based analysis for fraud prevention                                                                                          

(b) compliance of rules                                                                                                                                           

(c) risk identification, process improvement                                                                                                        

(d) budget monitoring  



 

 

(ix) A shoe manufacturing company has a plant capacity of producing 700 shoes per shift. 

During the year of 300 working days, 3 shifts of 8 hours with half-hour recess per shift, it 

produces 35.91 lakh shoes. The Normal Capacity Utilization percentage is ____.                              

(a) 82%                 (b) 76%                  (c) 74%                   (d) 78% 

(x)  Propriety Audit in the context of Government Audit seeks to ensure that _______.                           

(a) public money are not spent for the benefit of a particular person                                                       

(b) public officer should exercise same vigilance as in respect of expenditure of his/her own 

money                                                                                                                                                                      

(c) no authority should pass an order which will be directly or indirectly to its own advantage 

(d) All the above  

 Answer:                                                                                                                                                         

(i) (B) Service Sector Reason: Part C of the Annexure to the Cost Audit Report in Form CRA 3 

pursuant to the Rule 6(4) of the  Companies (Cost Records and Audit) Rules, 2014, gives quantitative 

information and abridged cost statement for services in the Service Sector. 

 (ii)  (B)  Utilities Cost  Reason: CAS 8 deals with the Cost Accounting Standard on cost of utilities. 

 (iii)  (A)  Direct Material Cost Reason: As per the GACAP, Direct Materials Cost includes cost of 

procurement and freight inwards of the materials.  

(iv)  (C)  All listed companies and those prescribed under the Companies (Meetings of Board and its 

Powers) Rules only Reason: The Rule covers all listed companies, public companies having capital of 

10 crore and more, annual turnover of 100 crore and more, outstanding deposits, loans and 

borrowings of 50 crore or more. 

 (v)  (B)  Cost Audit Documentation   Reason: The Cost Auditing Standard 102 is to provide guidance 

to the members in the preparation of audit documentation in the context of the audit of cost 

statements, records and other related documents. 

 (vi)  (C)  At 110% of cost of production of such goods Reason: Liability of Excise Duty arises as soon as 

the goods covered under the Excise Duty are manufactured but the Excise Duty is collected at the 

time of removal or clearance from the place of manufacture even for captive consumption.  

(vii)  (B)  725.27 kgs.  Reason: Output at Ring Frame = 1000 × (100-92)% × (100-94)% × (100-96)% × 

(100-96)% × (100-91)% = 725.27 kgs.  

(viii)  (C)  risk identification, process improvement  Reason: The objective is to assist the organization 

in performing the functions more effectively and economically with focus on the efficiency and the 

effectiveness of the operations, giving an early warning system for the detection of the potentially-

destructive problems.  

(ix)  (B)  76%  Reason: Available capacity = 300 × (8-0.5) × 3 × 700 = 47.25 lakh units Actual 

Capacity Utilization % = 35.91/47.25 = 76%  

(x) (D)   All the above  Reason: The objective of Propriety Audit is that public money is not spent for 

the benefit of a particular person. Public officer should exercise same vigilance as in respect of 

expenditure of his/her own money and no authority should pass an order which will be directly or 

indirectly to its own advantage.  



 

 

84. Choose the correct answer with short justification/workings. 

(a) Before submission to the Auditor for Report, the Form CRA 3 should be signed by 

__________.                                                                                                                                                            

(A) The Secretary and the Chief Finance Officer of the company.                                                                                 

(B) The Secretary and the Cost Accounts Officer of the company.                                                              

(C) The Secretary and one Director of the company.                                                                                  

(D) The Chief Finance Officer and the Managing Director of the company.  

(b) Cost of self-generation utilities for own consumption shall comprise ___________.                          

(A) Administrative overheads.                    (B) Distribution cost                                                                        

(C) Factory overheads                                 (D) None of the above.  

(c) The useful life of an intangible asset, like amount paid on technical knowhow, shall not 

exceed _________ from the date it is available for use.                                                                                 

(A) 5 years                           (B) 8 years                                                                                                                 

(C) 10 years                         (D) 12 years  

(d) Product and Profitability Statement (for audited products/services) is shown under 

____________ of Annexure to the Cost Audit Report.                                                                                 

(A) Part A                        (B) Part B                                                                                                                 

(C) Part C                        (D) Part D  

(e) Cost Audit Documentation is dealt in the ____________                                                                     

(A) Cost Auditing Standard 101                                                                                                                   

(B) Cost Auditing Standard 102                                                                                                                         

(C) Cost Auditing Standard 103                                                                                                                              

(D) Cost Auditing Standard 104  

(f) Amember of The ICAI shall be deemed to be guilty of other misconduct, if he/she is held 

guilty by any civil or criminal court of an offence which is punishable with imprisonment 

___________.                                                                                                                                                

(A) For a term exceeding 3 years                                                                                                                         

(B) For a term exceeding 3 months                                                                                                                 

(C) For a term exceeding 6 months                                                                                                                   

(D) For a term exceeding 2 years  

(g) Costing Taxonomy is best defined as a _________________.                                                                   

(A) Dictionary                                                                                                                                                          

(B) Made Easy                                                                                                                                                    

(C) Tax Ready Reckoner                                                                                                                                  

(D) Referencer  

(h) The Consumer Service Audit critically examines ______________                                                       

(A) Outstanding payment of consumers                                                                                                           

(B) The price consumers are ready to pay for a particular product/service.                                                 

(C) and appraises management of a business enterprise of responsibility towards consumers.            

(D) Demand of a product by consumers.  



 

 

(i) Which of the following ratios appears as Profitability Ratio in Part D of Annexure to the Cost 

Audit Report ?                                                                                                                                       

(A) Net Profit to Net Sale                                                                                                                                

(B) Value added to Net Sales                                                                                                                                         

(C) Profit before Tax to Value Added.                                                                                                                 

(D) Net Profit to Share Capital.  

 (j) CAS 24 deals with ____________.                                                                                                           

(A) Overburden Removal Cost                                (B) Interest and Financing Charges.                                                   

(C) Royalty and Technical Knowhow Fee.              (D) Treatment of Revenue in Cost Statements  

 

Answer :  

(a) (C)  the Secretary and one Director of the company Annexure to the Cost Audit Report in CRA 3 

shall be approved by the Board of Directors and by signed by the Company Secretary and a Director 

authorized by the Board before submission to the Auditor for Report.  

 (b) (C) factory overheads As per CAS 8, the cost of self-generated utilities for own consumption shall 

comprise direct material cost, direct employee cost, direct expenses and factory overheads.  

 (c) (C) 10 years CAS 16 on depreciation and amortization states that useful life of an intangible asset 

shall not exceed 10 years from the date it is available for use.  

 (d) (D) Part D This is per Rule 6(4) of the Companies (Cost Records and Audit) Rules, 2014  

 (e) (B) Cost Auditing Standard 102 CAS 102 deals with Cost Audit Documentation  

 (f) (C) for a term exceeding 6 months Part III of the Second Schedule to the Cost & Works 

Accountants of India Act, 1959 finds a member guilty of other misconduct if he/she is held guilty by a 

court for offences punishable with imprisonment for a term exceeding 6 months.  

(g) (A) Dictionary Cost Taxonomy is a Dictionary of all cost elements required in the Cost Audit Report 

and Compliance Report.  

(h) (C) and appraises management of a business enterprise of responsibility towards consumers. 

Consumer Services Audit is an appraisal on the availability of a company’s products to consumers in 

right quantity, right price, right place and right time.  

(i) (C) Profit before Tax to Value Added This is one of the four ratios identified as Profitability Rations 

in Part D of Annexure to the Cost Audit Report.  

(j) (D) Treatment of Revenue in Cost Statements Effective from 1st April, 2017, CAS 24 on Treatment 

of Revenue in Cost Statements has become applicable. 

 

 

“THE   SECRET  OF  YOUR  SUCCESS  IS  DETERMINED  BY  YOUR  DAILY  AGENDA” 



 

 

BASIS  OF  COST  AND  MANAGEMENT  AUDIT 

1. The Company has to upload the cost audit report electronically to the MCA through Form 

_____________.                                                                                                                                                               

a) CRA – 4                          b) CRA – 3                            c) CRA – 2                         d) CRA – 1                                   

#(a) CRA - 4   

2. Cost Audit was initially introduced in the year _____________                                                                        

a) 1959.                          b) 1965.                             c) 1949.                                     d) 1975.                                   

#(b)1965  

3. Cost Records are maintained on ______________ basis.                                                                                

a) Accrual                           b) Cash                          c) Actual                            d) None of these                        

#(a) Accrual  

 4. Item appearing only in Cost Records is _____________.                                                                                     

a)  Profit on Sale of Assets                                          b) Interest Received                                                                            

c)  Loss on Sale of Assets                                              d) Notional Interest on Capital                                            

(d) Notional interest on capital.                                                                                                                             

This does not involve actual outlay of funds but is included in cost records as an opportunity cost to 

determine product cost. The other three items are not related to actual production and this do not 

form part of cost records. 

 5. The cost records are to be maintained as specified in:                                                                                                       

a) CRA3                               b) CRA1                             c) CRA 4                           d) CRA 2                                        

#(b) CRA1.                                                                                                                                                                          

Pursuant to Rule 5(1) of the Companies(Cost Records and Audit) Rules,201 

 6. Cost Information _____________ the organization to structure the cost, understand it and use it 

for communicating with the stakeholders.                                                                                                             

a) Enables                          b) Disables                          c) Useful                             d) None of these                             

# (a) Enables                                                                                                                                                                                                                         

7.Costing includes product, process, and resource-related information covering the 

_____________ of the organization and its value chain.                                                                                        

a) Performance                        b) Ability                          c) Consistency                        d) Functions                            

# (d) Functions  

8.Costing is an important tool in _____________ organizational performance in terms of 

shareholder and stakeholder value.                                                                                                                         

a) Determining                     b) Calculating                     c) Assessing                           d) None of these                  

#  (c) Assessing  

 9. The Cost Auditor appointed has to render the cost audit report to the board of directors of the 

Company, as per the specified time limit, in Form ____________.                                                                                            

a) CRA-3                              b) CRA – 1                              c) XBRL                                 d) CRA – 2                        

#(a) CRA – 3  



 

 

 10. Cost Audit represents true and faire view of the ____________ of any product.                                              

a) Cost of sale                                                   b) Cost of raw material consumption                                                          

c) Cost of production                                      d) None of these                                                                                 

#(c) Cost of Production      

11. Cost Audit _____________ conducted by a Chartered Accountant.                                                          

a) May be                       b) Can be                        c) Cannot be                                d) May not be                       

#(c) Cannot  be  

12. 'Sugar and Industrial Alcohol' belong to __________________ sector for the purpose of 

Application of Cost Records.                                                                                                                                            

a) Regulated                                                           b) Non-Regulated                                                                                                           

c) Both depending on circumstances               d) None of above.                                                                       

#(a) Regulated                                                                                                                                                            

As per Rule 3 of the Companies (Cost Records and Audit) Rules, 2014 Table A.  

 

COMPANIES (COST RECORDS AND AUDIT) RULES, 2014  

 1. The form in which the cost records shall be maintained ___________.                                                               

a)  CRA-1                            b) CRA-2                              c) CRA-3                                d) CRA-4   1.                              

# (a) CRA-1                                                                                                                                                                        

The form CRA-1 prescribes the form in which cost records shall be maintained. The form categorizes 

the requirement of maintaining proper details as per 30 headings. The headings are 1. Material Cost, 

2. Employee Cost, 3. Utilities etc.  

2. The Cost Audit Report under CCRA – Rules, 2014 is to be submitted in ____________.                          

a) CRA-1                            b) CRA-2                           c) CRA-3                                d) CRA-4                                          

#(c) CRA-3                                                                                                                                                                         

Every cost auditor, who conducts an audit of the cost records of a company, shall submit the cost 

audit report along with his or its reservations or qualifications or observations or suggestions, if any, 

in form CRA-3.   

3. The form in which appointment of cost auditor by the company to Central Government is 

intimated ______________.                                                                                                                                                

a) CRA-1                               b) CRA-2                                                                                                                                      

c) CRA-3                               d) CRA-4                                                                                                                                       

#(b) CRA-2                                                                                                                                                                       

Every company referred to in sub-rule (1) shall inform the cost auditor concerned of his or its 

appointment as such and file a notice of such appointment with the Central Government within a 

period of thirty days of the Board meeting in which such appointment is made or within a period of 

one hundred and eighty days of the commencement of the financial year, whichever is earlier, 

through electronic mode, in form CRA-2, along with the fee as specified in Companies (Registration 

Offices and Fees) Rules, 2014.  

 



 

 

 4. The applicability of maintenance cost records under CCRA – Rules, 2014 for regulated industries 

having overall turnover of                                                                                                                                              

a)  25.00 crores                                                                                                                                                                                      

b)  35 .00 crores                                                                                                                                                                         

c)   50.00 crores                                                                                                                                                                                                                   

d)   100.00 crores                                                                                                                                                                                   

#(b)  35.00 crore                                                                                                                                                               

The applicability of maintenance cost records under CCRA – Rules, 2014 for regulated industries 

having overall turnover of  35.00 crores or more.  

5. Which one of the below is not a regulated industry                                                                                            

a) Fertilizers                      b) Paper                                                                                                                                                

c) Sugar                              d) Petroleum products                                                                                                                   

#(b) Paper                                                                                                                                                                    

Paper industry is a non-regulated industry.  

7. Any casual vacancy in the office of a cost auditor, whether due to resignation, death or removal 

to be filled by the Board of Directors within ___________days of occurrence of such vacancy.                    

a) 30 days                        b) 60 days                                                                                                                                                  

c) 90 days                        d) 180 days                                                                                                                                   

#(a) 30 days                                                                                                                                                                       

As per Rule-6 of the Companies (Cost Records and Audit) Rules, 2014, Any casual vacancy in the office 

of a cost auditor, whether due to resignation, death or removal to be filled by the Board of Directors 

within thirty days of occurrence of such vacancy and the company shall inform the Central 

Government in Form CRA-2 within thirty days of such appointment of cost auditor.  

8. Every cost auditor shall forward his duly signed report to the Board of Directors of the company 

within a period of ___________ days from the closure of the financial year to which the report 

relates.                                                                                                                                                                               

a) 60 days                           b) 90 days                                                                                                                                                

c) 180 days                         d) 270 days                                                                                                                                    

#(c) 180                                                                                                                                                                        

days Every cost auditor shall forward his duly signed report to the Board of Directors of the company 

within a period of one hundred and eighty days from the closure of the financial  year to which the 

report relates and the Board of Directors shall consider and examine such report, particularly any 

reservation or qualification contained therein. 

6. The cost auditor shall be appointed within ___________ days of the beginning of the financial 

year.                                                                                                                                                                                         

a) 60 days                          b) 90 days                                                                                                                                          

c) 180 days                        d) 270 days                                                                                                                                            

#(c) 180 days                                                                                                                                                                   

As per Rule-6 of the Companies (Cost Records and Audit) Rules, 2014 the cost auditor shall be 

appointed within 180 days of the beginning of the financial year.  

 



 

 

COST  AUDIT  DOCUMENTATION  AND  AUDIT  PROCESS 

1. Cost Auditing Standard _____________ deals with Cost Audit Documentation.                                       

a) 101                              b) 102                                 c) 103                             d) 104                                               

#(b) 102                                                                                                                                                                          

Cost Auditing Standard – 102 deals with Cost Audit Documentation. The purpose of this Standard is 

to provide guidance to the members in preparation of Audit Documentation in the context of the 

audit of cost statements, records and other related documents.  

2. What is the first stage of an audit of cost statement?                                                                                     

a) Planning                    b) Performing                                                                                                                                         

c) Reporting                  d) None of the above.                                                                                                              

#(a) Planning                                                                                                                                                              

Planning is the first stage of an audit. The planning stage involves determining the audit strategy as 

well as identifying the nature and the timing of the procedures to be performed.  

3. What is the final stage of an audit of cost statement?                                                                                       

a) Planning                                                                                                                                                                           

b) Performing                                                                                                                                                                          

c) Reporting                                                                                                                                                                                            

d) None of the above.                                                                                                                                           

#(c) Reporting                                                                                                                                                         

Reporting is the final stage of an audit. The auditor’s opinion is expressed in the audit report. The 

final stage of the audit involves drawing conclusions based on the evidence gathered and arriving at 

an opinion regarding the fair presentation of cost statements. 

 COST  AUDITOR – PROFESSIONAL  ETHICS  AND  RESPONSIBILITIES 

1. “Cost auditor” means a Cost Accountant in practice, as defined in clause (b), who is appointed, 

by the Board. This definition is given under ________________.                                                                                      

a) Rule(a)                            b) Rule 2(b)                         c) Rule 2(c)                     d) None of the above                 

#(c) Rule 2(c)  

   2. A person shall be punishable for first time conviction for falsely claiming to be a member with 

fine which may extend to rupees _______________.                                                                                        

a)  1,000                                b)  2,000                               c)  3,000                               d) 5,000                              

#(a)  1,000  

3. There are ________________ to the Act clarifies or indicates that the schedules provide an 

illustrative list of acts and omissions constituting “professional or other misconduct                                            

a) two schedules                                      b) three schedules                                                                              

c) four schedules                                     d) five schedules                                                                                                 

#(a) two schedules                                                                                                                                                             

As per section 22 of the Cost and Works Accountants Act, 1959 there are two schedules to the Act 

clarifies or indicates that the schedules provide an illustrative list of acts and omissions constituting 

professional or other misconduct. 



 

 

 OVERVIEW  OF  COST  ACCOUNTING  STANDARDS  AND  GACAP 

1. As per CAS 2 Actual Capacity utilization shall be presented as a percentage of 

_________________ capacity.                                                                                                                                      

a) Installed Capacity                                             b) Practical Capacity                                                                            

c) Abnormal Loss (%)                                            d) Actual Production.                                                                      

#(a) Installed Capacity  

2. CAS-20 deals with ___________                                                                                                                                

a) Royalty and Technical Knowhow fee.                             b) Material Cost.                                                    

c) Research & Development Cost.                                       d) Financial Cost.                                                    

#(a) Royalty and Technical Knowhow fee.  

3. CAS 5 deals with__________                                                                                                                                    

a) Equalized cost of transportation                            b) Captive consumption                                                            

c) Capacity determination                                            d) Cost classification                                                  

#(a) Equalized cost of transportation.                                                                                                                                

The objective of the standard is to bring uniformity in the application of principles and methods used 

in the determination of averaged/ equalized transportation cost.  

4.  CAS-14 deals with ___________                                                                                                                                                                        

a) Cost of Inventory                                                                                                                                                                                                

b) Utilities Cost                                                                                                                                                                       

c) Pollution Control Cost                                                                                                                                                                 

d) None of above                                                                                                                                                                                             

#(c) Pollution Control Cost.  

5. The Cost Accounting Standard 15 is a Cost Accounting Standard on _______.                                            

a) Employees Cos t                                                                                                                                                                         

b) Utilities Cost                                                                                                                                                                          

c) Pollution Control Cost                                                                                                                                                              

d) Selling & Distribution Cost                                                                                                                                           

#(d) Selling and Distribution Overhead Cost                                                                                                                         

CAS 15 deals with the principles and methods of classification, measurement and assignment of 

Selling and Distribution Overheads, for determination of the cost of sales of product or service, and 

the presentation and disclosure in cost statements.  

6. Under the Generally Accepted Cost Accounting Principles, the cost of cane supplied from own 

farm to the sugar mill is treated as ___________                                                                                                    

a) Direct Material Cost                                  b) Indirect Material Cost                                                                     

c) Production Overhead                                d) Administrative Overhead                                                                             

#(a) Direct Material cost                                                                                                                                                  

As per the GACAP, Direct Materials Cost includes cost of procurement and freight inwards of the 

materials.  



 

 

7. Variances due to abnormal reasons ------------ form part of cost as per GACAP.                                           

a) Will Not                           b) Is                          c) Are                            d) Will                                                         

#(a) Will Not  

8. CAS 11 deals with  :                                                                                                                                                        

a) Administrative Overhead                                                                                                                                                                

b) Factory Overhead                                                                                                                                                                 

c) Selling & Distribution Overhead                                                                                                                                                              

d) Financial Cost                                                                                                                                                                                       

#(a) Administrative Overheads.                                                                                                                                      

This standard deals with the principles and methods of classification, measurement and assignment 

of administrative overheads, for determination of the Cost of product or service, and the presentation 

and disclosure in cost statements.  

9. The foreign exchange component of imported material is converted at the rate on –                          

a) Date of Payment                                        b) Date of Delivery                                                                              

c) Date of Transaction                                   d) Date of Use                                                                                    

#(c) Date of transaction.                                                                                                                                                

This is as per CAS 6 and GACAP  

10. Cost Accounting Standard 8 is a Cost Accounting Standard on ___________                                                              

a) Employees Cost                                        b) Utilities Cost                                                                                                  

c) Pollution Control Cost                              d) Selling & Distribution Cost                                                              

#(b) Utilities Cost                                                                                                                                                           

CAS 8 deals with the Cost Accounting Standard on cost of utilities. 

 

  OVERVIEW  OF  COST  AUDITING  STANDARDS 

1. Cost auditing standards, preface to the standards on auditing, quality control review and related 

services rendered by the cost accountant has been issued by _________.                                                 

(a) ICAI                                    (b) ICMAI                                                                                                                                    

(c) CAASB                               (d) ICWAI                                                                                                                                                    

#(c) CAASB                                                                                                                                                                     

While formulating the Standards, the Cost Audit & Assurance Standards Board [CAASB] takes into 

consideration the applicable laws, usage and business environment prevailing in India. CAASB also 

takes into account the relevant provisions of Cost and Works Accountants Act, Rules and Regulations, 

Code of Professional Ethics, Cost Accounting Standards and other Statements issued by the Institute 

of the Cost Accountants of India.  

2.  Cost Auditing Standards deals with the __________ of the cost auditor.                                                     

(a) Efficiency                          (b) Effectiveness                                                                                                                                           

(c) Qualifications                  (d) Responsibility                                                                                                                    

#(d) Responsibility  

 



 

 

 3. The Cost Auditing Standard 101 deals with __________.                                                                                     

(a) Cost Audit Documentation                                                                                                                                           

(b) Planning an audit of Cost Statements                                                                                                             

(c) Knowledge of business, its processes and the business                                                                                                 

(d) Overall objectives of the independent cost auditor                                                                                              

#(b) Planning an audit of Cost Statements                                                                                                              

Cost Auditing Standard 101 deals with the auditors‘ responsibility to plan an audit of cost 

statements, records and other related documents. The auditor shall prepare and document the 

overall audit strategy and audit plan.  

 4. Requirements of CAS – 104, the cost auditor shall _______________.                                                            

(a) Comply with the relevant ethical requirements                                                                                                    

(b) Have adequate level of understanding of the knowledge of business                                                               

(c) Prepare audit documentation                                                                                                                                  

(d) None of the above.                                                                                                                                            

#(b)Have adequate level of understanding of the knowledge of business                                                           

In performing an audit of cost statement, records and other related documents, the cost auditor 

should have the knowledge of the client‘s business to enable him to understand the processes and 

express his opinion on the cost statements.  

 5. The procedures followed by the cost auditor to reduce the audit risk to an acceptable level will 

not detect a misstatement that exists and that could be material is _____________.                                    

(a) Inherent risk.                                              (b) Detection risk.                                                                                   

(c) Control risk                                                  (d) None of the above.                                                                    

#(b) Detection risk.                                                                                                                                               

Detection risk‖ is the risk that the cost auditor will not detect a misstatement that exists in an 

assertion that could be material, either individually or when aggregated with other misstatements. 

Detection risk is a function of the effectiveness of an audit procedure and of its application by the 

auditor. 

 FILING  OF  COST  AUDIT  REPORT  TO  MCA  [In XBRL format (as per Taxonomy)] 

1. XBRL is a language based on                                                                                                                                      

a) XBL family of languages.                                                                                                                                              

b)  XRL family of languages.                                                                                                                                            

c)  XML family of languages                                                                                                                                                                           

d) XGL family of languages.                                                                                                                                               

#(c) XML family of languages                                                                                                                                                 

XBRL belongs to Extensible Markup Language family. It has been defined specifically to meet 

requirements of business and financial information  

2. XBRL technical term for a table                                                                                                                              

a) Hypercube                         b) Imputed Value                       c) Fact                             d) Item   .                   

#(a) Hypercube.                                                                                                                                                                 

This is as per XBRL glossary of terms. Several technical terms are used, that have specific meanings, 

in the context of using XBRL.   



 

 

3. In XBRL Format process of determining the elements that correspond to lines and columns in a 

financial statement and which elements must be created by extension is:                                                        

a) Mapping                         b) Label                                                                                                                                                             

c) Hierarchy                        d) Scaling                                                                                                                                                   

#(a) Mapping.                                                                                                                                                                        

This is as per XBRL glossary. Several technical terms are used, that have specific meanings, in the 

context of using XBRL.  

4. Within a period of __________ days, company shall file a copy of the cost audit report to the 

Central Government.                                                                                                                                                

a) 30 days                         b) 45 days                                                                                                                                                        

c) 60 days                         d) 90 days                                                                                                                                                    

#(a) 30 days                                                                                                                                                                      

Rule 6(6), of the Companies (Cost Records and Audit) Rules, 2014, as amended by the Companies 

(Cost Records and Audit) Amendment Rules, 2016, within a period of thirty days, company shall file a 

copy of the cost audit report to the Central Government.  

5. The length of Corporate Identity Number (CIN) is __________.                                                                       

a) 13                                b) 15                                                                                                                                                                

c) 21                                d) 24                                                                                                                                                                 

#(c) 21                                                                                                                                                                          

Corporate Identity Number or Company Identification Number (CIN) is a unique 21 digit alpha-

numeric number which is assigned by the ROC (Registrar of Companies).  

 6. The length of Service Request Number (SRN) is __________.                                                                            

a) 8                                b) 9                                                                                                                                                            

c) 10                              d) 11                                                                                                                                                        

#(b) 9                                                                                                                                                                                       

A Service Request Number (SRN) is nine character alphanumeric strings, which starts with a letter 

followed by eight numerical numbers. Companies who have filed multiple Form 23C in respect of 

multiple cost auditors will be required to provide the SRN Numbers against each Form 23C filed.  

7. The length of Permanent Account Number (PAN) is __________.                                                        

a) 9                             b) 10                           c) 11                           d) 12                                                                    

#(b) 10                                                                                                                                                                                                              

Permanent Account Number (PAN) is a ten-digit alphanumeric number, issued by the Income Tax 

Department of India. PAN is unique to an individual or entity and it is valid across India.   

 8. In form ___________, company shall file the cost audit report to Central Government.                    

a) CRA-1                                b) CRA-2                                                                                                                                              

c) CRA-3                                d) CRA-4                                                                                                                                                         

#(d) CRA-4                                                                                                                                                                               

Rule 6(6), of the Companies (Cost Records and Audit) Rules, 2014, as amended by the Companies 

(Cost Records and Audit) Amendment Rules, 2016, within a period of thirty days, company shall file a 

copy of the cost audit report to the Central Government, in Form CRA-4 in XBRL format.  



 

 

9. Once the instance document is successfully validated from the tool, the next step is to 

________.                                                                                                                                                                     

a) download XBRL validation tool                                                                                                                              

b) pre-scrutinize the validated instance document                                                                                                

c) Convert to PDF and verify the contents of the instance document                                                                    

d) attach instance document to the Form CRA-4                                                                                                            

#(b) pre-scrutinize the validated instance document                                                                                                   

Once the instance document is successfully validated from the tool, the next step is to pre-scrutinize 

the validated instance document with the help of the same tool using a working internet connection.   

10. _____________ of the Annexure to the Cost Audit Report of Companies (Cost Records and 

Audit) Rules, 2014 indicates the details of Quantitative Information.                                                                       

a) Part A, Para 1                    b) Part A, Para 2                 c) Part A, Para 3                 d) Part A, Para 4                                     

#(d) Part A, Para 4                                                                                                                                                                       

Part-A, Para 4 of the Annexure to the Cost Audit Report of Companies (Cost Records and Audit) Rules, 

2014 require reporting of Net Operational Revenue of every CETA Heading separately comprised in 

the Total Operational Revenue as per Financial Accounts. The quantitative information and abridged 

cost statements will have to be provided for each unique combination of CETA Heading and UOM of 

the Products which are covered under cost audit.  

 

 MANAGEMENT  REPORTING  ISSUES  UNDER  COST  AUDIT 

1. Costing Taxonomy is best defined as a                                                                                                                         

a) Dictionary                    b) Made easy                     c) Tax Ready Reckoner                        d) Reference   

#(a) Dictionary.                                                                                                                                                        

Costing Taxonomy is a dictionary of all cost elements required in cost audit report.   

2. Which one of the following is covered under performance analysis report?                                                        

a) Cost per unit of material used                               b) Cost of utilities                                                                          

c) Impact of IFRS on the Cost Structure                   d) Impact of CAS and GACAP                                                    

#(c) Impact of IFRS on the Cost Structure.                                                                                                               

The Report on Performance Analysis may include the following. (i) Manpower Analysis (ii) Impact of 

IFRS on the Cost Structure, Cash-Flows and Profitability (iii) Application of Management Accounting 

Tools etc.  

 3. The Bureau of Energy Efficiency formed Under _______________                                                                                 

a) The Companies Act, 2013                                                                                                                                              

b) The Energy Conservation Act, 2001                                                                                                                           

c) The Income Tax Act, 1961                                                                                                                                             

d) None of the above                                                                                                                                                             

#(b) The Energy Conservation Act, 2001                                                                                                                      

The Bureau of Energy Efficiency formed under the Energy Conservation Act 2001. The agency's 

function is to develop programs which will increase the conservation and efficient use of energy in 

India.  



 

 

4.Activity based costing is used for the purpose of ____________                                                                       

a) Cost Computation                                                   b) Cost Reduction                                                                                                              

c) Cost Control                                                             d) Total performance management                                    

#(a) Cost Computation                                                                                                                                                 

Activity based costing is a management accounting tool which is used to measure cost computation.   

 5. Performance pyramid is basically used for the purpose of ____________                                                        

a) Cost Computation                                                b) Cost Reduction                                                                         

c) Cost Control                                                          d) Total performance management                                       

#(d) Total performance management.                                                                                                           

Performance Pyramid is a management accounting tool which is used to measure total performance 

of organization.   

6. Life cycle costing is used for the purpose of ____________                                                                                    

a) Cost Reduction                                                          b) Pricing and decision making                                                    

c) Total performance management                           d) Cost Control.                                                                

#(b) Pricing and decision making                                                                                                                                               

Life cycle costing is a management accounting tool which is used for the purpose of pricing and 

decision making of the organization.    

 7. Quality costing is used for the purpose of ____________                                                                                

a) Cost Reduction                                                                                                                                                                

b) Pricing and decision making                                                                                                                                      

c) Total performance management                                                                                                                                       

d) Cost Control.                                                                                                                                                                   

#(a) Cost Reduction                                                                                                                                                                                                       

Quality costing is a management accounting tool which is used for the purpose of cost reduction of 

the organization.   

8.KPI can be classified in the following Category ________________.                                                                   

a) Quantitative & Qualitative                                   b) Actionable                                                                                                  

c) Trending                                                                  d) All of the above                                                             

#(d) All of the above                                                                                                                                                         

The KPIs could be: (i) Quantitative – these can be financial or non-financial (ii) Qualitative – these are 

often lead indicators i.e. they influence future performance (iii) Actionable – those which can be 

influenced by enterprise actions or controllable (iv) Trending – those which need to be assessed over 

a period of time to observe whether they are improving or not.  

9. Which one of the following KPI is used to measure productivity & efficiency of a machine?                            

a) % of Idle time to total available time                                                                                                                     

b) Machine downtime ratio                                                                                                                                    

c) Cost per of Break-Down Hour                                                                                                                                      

d) Contribution per unit of material used.                                                                                                                 

#(b) Machine downtime ratio                                                                                                                                        

It is a ratio which indicates the efficiency and productivity of a machine. So, it is a key performance 

indicator to measure performance of a machine.  



 

 

10. Financial Position and Ratio Analysis information in Annexure to Cost Audit Report to be 

provided for:                                                                                                                                                               

a) Current Year and Previous Year                                                                                                                                          

b) Current Year and Previous 2 Years                                                                                                                                

c) Current Year and Previous 3 years                                                                                                                                           

d) Current year only.                                                                                                                                                          

#(a) Current Year and Previous Year                                                                                                                                 

This is pursuant to Rule 6(4) of the Companies (Cost Records and Audit) Rules, 2014 

 

 BASICS  OF  MANAGEMENT  AUDIT 

1. Management audit _______________ on financial matters                                                                                  

a) Involves                                                        b) Only concentrate                                                                                      

c) Does not concentrate                                d) None of these                                                                                  

#(c)  Does not concentrate  

2. The main objectives of management audit is to ________________.                                                         

a) Suggest improvement in methods of operations                                                                                                 

b) Framing basic policies for the organization                                                                                                             

c) Setting up an organizational framework                                                                                                                   

d) None of these                                                                                                                                                                

#(a)  Suggest improvement in methods of operations  

3. Management audit is the unique process of ________________ the performance of directors, 

managers or the performance of Management.                                                                                                       

a) Appraising                   b) Calculating                                                                                                                                      

c) Auditing                        d) Planning                                                                                                                                                                       

#(a)  Appraising  

4. The main emphasis of Management Audit:                                                                                                           

a) Problem solving                                                                                                                                                                           

b) Problem identification                                                                                                                                                     

c) Problem definition                                                                                                                                                               

d) Problem avoidance                                                                                                                                                              

#(b)  Problem identification.                                                                                                                                             

Management Audit pinpoints the areas requiring attention of management, it evaluates the 

existence of well defined objectives, it seeks to review appraise and evaluate the corporate plans and 

policies based on certain standards of objectivity.  

5. Management audit is normally presumed to be a _________________ into a performance of a 

manager or group of managers.                                                                                                                                

a) Routine investigation                                       b) Non-routine investigation                                                   

c) Auditing                                                              d) None of these                                                                             

#(b)  Non-routine investigation 

 



 

 

 MANAGEMENT  AUDIT  IN  DIFFERENT  FUNCTIONS 

1. Important point in Corporate planning is___________________                                                                        

a. Time and Work Study                                  b. Imposing Control System                                                        

c. Forecasting and goal setting.                     d. SWOT analysis.                                                                              

#d.SWOT analysis                                                                                                                                                                     

A SWOT - strengths, weaknesses, opportunities and threats analysis can help identify and understand 

key issues affecting the business.  

2.Assurance engagements involve _______________                                                                                                  

a. Only Individual Parties                            b. Three separate parties.                                                                                    

c. Contractor and Contractee                     d. None of them                                                                                 

#b.Three separate parties.                                                                                                                                          

The parties are a public accountant in practice, a responsible party and intended users. 

 3. The consumer service audit critically examines:                                                                                                          

a. Outstanding payment of consumers.                                                                                                                        

b. Price consumers are ready to pay for particular product/service                                                                         

c. An appraise management of business enterprise of responsibility towards consumers.                                       

d. Demand of a product by consumers.                                                                                                                                

#c. An appraise management of business enterprise of responsibility towards consumers.                                             

The audit is based on the philosophy that the role of business should be conducive to raising the 

quality of life through its contribution in terms of better product-quality and services by making 

available the products and services of the right qualities at the right time, in right quantity, at the 

right place and right price. 

 4.Consumer Service Audit is part of ___________________                                                                                        

a. Business Activity Audit                               b. Social Audit                                                                                      

c. Service Audit                                                 d. None of Above                                                                                     

#b.Social Audit.                                                                                                                                                             

Consumer Service Audit is an audit of public responsibility of business enterprise in relation to its 

customers and is a part of social audit. The audit is based on the philosophy that the role of business 

should be conducive to raising the quality of life through its contribution in terms of better product-

quality and services.  

5.There are no fixed items of evidence to be checked by Management Auditor                                                         

a. The statement is true.                                  b. The statement is false.                                                                      

c. The statement is partly true.                       d. The statement is partly false.                                                   

#a.The statement is true.                                                                                                                                                              

A Management Auditor has to rely more on his experience and acumen to identify areas of review.  

6.Management Audit Report Submitted to:                                                                                                                

a. Cost Audit Branch                        b. Audit Committee                                                                                                     

c. Central Government                    d. Management of Concern                                                               

#d.Management of concern.                                                                                                                             

Management audit undertakes examination of the effectiveness of management in controlling the 

total activities of the organization in the accomplishment of the organization objectives.  



 

 

7. There are no fixed items of evidence to be checked by Management Auditor. A Management 

Auditor has to rely more on ___________                                                                                                        

a. his experience and acumen.                             b. Auditors Working Paper.                                                                   

c. Physical Verification Sheet.                               d. Information Provided by Management.                                      

#a. his experience and acumen.                                                                                                                                      

A Management Auditor has to rely more on his experience and acumen to identify areas of review. 

There are no fixed items of evidence to be checked by Management Auditor.  

8.Zero base budget(ZBB) system was modeled by _______________                                                                                 

a. Peter A. Woodcock.                                                                                                                                                             

b. Peter  A. Phyrrh.                                                                                                                                                                               

c. P F  Ducker                                                                                                                                                                                    

d. None of them                                                                                                                                                                      

#b.Peter A. Phyrrh.                                                                                                                                                             

Zero base budget (ZBB) System was modeled by Peter A. Phyrrh.  

9. Efficiency Audit ensures ____________ return on Capital Employed.                                                                

a. optimum                            b. maximum                            c. minimum                            d. average                        

#a. Optimum.                                                                                                                                                                     

The main purpose of Efficiency Audit is to ensure — That every rupee invested in capital or in other 

fields give optimum returns, and The balancing investment between different functions and aspects 

designed to give optimum results.  

10.Who is the developer of Management Audit.                                                                                                                        

a. T. G. Rose                                                                                                                                                                                

b. T. G. Tailors                                                                                                                                                                                               

c. M. C. Sukla                                                                                                                                                                                                      

d. None of them                                                                                                                                                             

#a.T. G. Rose                                                                                                                                                                           

T. G. Rose developed the concept of Management Audit as a logical system of evaluating the quality 

of Management.  

  

 

 INTERNAL  CONTROL,  INTERNAL  AUDIT  AND  OPERATIONAL  AUDIT 

1.One of the major components of government audit is/are                                                                                          

a. Government Revenue                                                                                                                                                       

b. Union Budget and Control                                                                                                                                                        

c. Government Expenditure                                                                                                                                             

d. Taxation and Fiscal Policies                                                                                                                                           

#c.Government Expenditure                                                                                                                                                           

Audit of Government Expenditure is one of the major components of government audit conducted by 

the office of C & AG.  



 

 

2.There is no requirement of Audit Working Papers while conducting audit and they only result in 

loss of time.                                                                                                                                                                                           

a. The Statement is Correct                                           b. The Statement is Incorrect                                                        

c. The Statement is Incomplete                                    d. None                                                                             

#b.The Statement is Incorrect.                                                                                                                                  

Audit working papers are the record of the planning and execution of the audit engagement. 

Auditors retain a set of working papers for each audit engagement for each year.  

3.Aspects may be taken into consideration for proper inventory control                                                               

a. Maximum, minimum and reorder level fixation                                                                                                           

b. Fixed order quantity system and different replenishment systems.                                                                         

c. Fast moving, slow moving and non-moving analysis etc.                                                                                           

d. All of the above.                                                                                                                                                         

#d.All of the above.                                                                                                                                                                      

The following aspects may be taken into consideration for proper inventory control –                                        

1.  Maximum, minimum and reorder level fixation 2.  VED analysis 3.  Just-in time (JIT) purchasing 4.  

Fast moving, slow moving and non-moving analysis.  

4. Qualities of good Internal Auditor are/is                                                                                                                            

a. Right Attitude                                                                                                                                                                        

b. Technical Expertise                                                                                                                                                                         

c. Communication and other soft skills.                                                                                                                                     

d. All of the above.                                                                                                                                                                  

#d.All of the above.                                                                                                                                                             

According to Technical Guide on Internal Auditing  by The Institute of Cost Accountants of India, 

Internal Auditor should have following three traits: •  Technical Expertise •  Right Attitude •  

Communication and other soft skills. An Internal Audit team has to have representation from diverse 

professional fields in order to understand the organization better.  

5. NGO(s) are incorporated under                                                                                                                                         

a. Societies Registration  Act, 1860                               b. India Trust Act, 1882                                                                               

c. As Section 8 Company                                                 d. All of the above.                                                                    

#d.All of the above.                                                                                                                                                            

Non-Governmental Organizations (NGO) are generally incorporated as societies under the Societies 

Registration, Act, 1860 or as a trust under the India Trust Act, 1882, or under any other law 

corresponding to these Acts enforced in any part of India. NGO‘s can also be incorporated as a 

company under section 8 of the Companies Act, 2013.  

6. Who can be appointed as Internal Auditor as per the Companies Act, 2013                                                    

a. A Chartered Accountant                               b. A Cost Accountant                                                                               

c. Such other professional                                d. All of the above                                                                                      

#d. All of the above.                                                                                                                                                           

AS per Section 138 of the Companies Act , 2013 an internal auditor, shall either be a chartered 

accountant or a cost accountant, or such other professional as may be decided by the Board to 

conduct internal audit of the functions and activities of the company.  

 



 

 

7.The management auditor shall consider in the evaluation of capacity utilization –                                               

a. Method of measuring base machine capacity                                                                                                             

b. Capacity measurement is based on “capital output ratio” or sundry other factors.                                                             

c. Technical terminology like licensed capacity, installed capacity, rated capacity etc. should be 

properly defined.                                                                                                                                                                                    

d. All of the above.                                                                                                                                                      

#d.All of the above.                                                                                                                                                           

Yes, the management auditor shall consider the following points in the evaluation and measurement 

of capacity utilization.  

8.An audit of or for a government agency is composed                                                                                                  

a. Financial compliance                           b. Economy and efficiency                                                                                     

c. Program results.                                   d. All of the above.                                                                                    

#d.All of the above.                                                                                                                                                            

An audit of or for a government agency is composed of three elements are as under                             

1.  Financial compliance, 2.  Economy and efficiency, and 3.  Program results. The typical definition of 

a financial audit would not include elements 2 and 3. These are operational auditing techniques.  

 9.Internal Audit is ____________________                                                                                                                   

a. One time activity                              b. A continuous activity                                                                                                      

c. Half yearly                                          d. None of above                                                                                                    

#b. A continuous activity.                                                                                                                                          

Internal Audit is a continuous and systematic process of examining and reporting the operations and 

records of a concern.  

10. Which section of Companies Act deals with Internal Audit                                                                                          

a. Section 138                        b. Section 148                                                                                                                                                                                                  

c. Section 139                         d. Section 192                                                                                                               

#a.Section 138 of the Companies Act 2013                                                                                                       

Section 138 of the Companies Act 2013 deals with provisions of Internal Audit.  

 11. Internal control system can be comprised of                                                                                                                    

a. Preventive Control                 b. Detective Control                                                                                                            

c. Corrective Control                  d. All of the above                                                                                             

#d.All of the above.                                                                                                                                                         

Internal control system can be classified in three types Preventive Control, Detective Control and 

Corrective Control  

 12.Internal Audit can be performed by                                                                                                                            

a. Employee of the Organization                                                                                                                                       

b. External Agencies                                                                                                                                                            

c. Management itself                                                                                                                                                              

d. Both a. and b.                                                                                                                                                                 

#d. Both a. and b.                                                                                                                                                      

Internal audit is a management tool performed by employees of the organization or external 

agencies specially assigned for this purpose.  



 

 

13.C&AG has right to direct the manner in which the company’s accounts shall be audited by the 

auditor and to give such auditor instructions in regard to any matter relating to the performance 

of his functions as per section_______________                                                                                                            

a. 44AB of income Tax                                          b. 143 of the Companies Act, 2013                                                                    

c. 173 of the Companies Act, 2013                    d. 134 of the Companies Act, 2013                                     

#b.Section 143 of the Companies Act, 2013                                                                                                                       

The C&AG have powers under section 143 of the Companies Act, 2013 as follows: To direct the 

manner in which the company‘s accounts shall be audited by the auditor and to give such auditor 

instructions in regard to any matter relating to the performance of his functions as such;  

14. Non-Governmental Organizations can be incorporated as a company                                                                                     

a. Section 25 of the Companies Act, 1956.                b. Section 8 of the Companies Act, 2013.                           

c. Section 28 of the Companies Act, 2013.                d. None of the above                                                                        

#b.Section 8 of the Companies Act, 2013.                                                                                                                  

Non-Governmental Organisations are generally incorporated as societies under the Societies 

Registration, Act, 1860 or as a trust under the India Trust Act, 1882, or under any other law 

corresponding to these Acts enforced in any part of India. NGO‘s can also be incorporated as a 

company under section 8 of the Companies Act, 2013.  

15.Under ‘’propriety audit’’, the auditors try to bring out what type of expenditure:                                    

a. Improper                          b. Avoidable                        c. In fructuous                          d. All of the above 

#d.All of the above.                                                                                                                                                         

Under ‘propriety audit‘, the auditors try to bring out cases of improper, avoidable, or in fructuous 

expenditure even though the expenditure has been incurred in conformity with the existing rules and 

regulations . 

16. What is the first step to conduct Hospital Audit?                                                                                                 

a. Check the letter of appointment                   b. Study Trust Deed                                                                                    

c. Examine Records                                               d. Physical Verification                                                                       

#a. Check the letter of appointment.                                                                                                                        

Check the letter of appointment to ascertain the scope of responsibilities. 

17.Co-operative Auditor has to conduct an examination of the overdue debts, if any, and a 

valuation of the assets and liabilities of the society while conducting internal audit as per                                  

a. Section 17(3) of the Cooperative Societies Act, 1912                                                                                                     

b. Section 17(2) of the Cooperative Societies Act, 1912                                                                                                                

c. Section 17(5) of the Cooperative Societies Act, 1912                                                                                                         

d. Section 37(2) of the Cooperative Societies Act, 1912                                                                           

#b.Section 17 (2) of the Co-operative Societies Act, 1912                                                                                                    

Section 17 (2) of the Co-operative Societies Act, 1912 specifically requires the auditor to conduct an 

examination of the overdue debts, if any, and a valuation of the assets and liabilities of the society.  

18.Who appoint the auditor for Government Company?                                                                                           

a. Board of Directors                   b. Audit Committee.                      c. C&AG                         d. CBDT 

#c.C&AG.                                                                                                                                                                         

The auditor of a government company is appointed by the C&AG. 



 

 

19.------------------------- States about the audit of accounts of Municipalities.                                                           

a. Article 243Z of the Constitution                            b. Article 243J of the Constitution                                              

c. Both a. and b.                                                            d. None of the above                                                  

#a.Article 243Z of the Constitution.                                                                                                                           

Article 243J of the Constitution states that the Legislature of a State may, by law, make provisions 

with respect to the maintenance of accounts by the Panchayats and the auditing of such accounts. 

Article 243Z of the Constitution states about the audit of accounts of Municipalities. The Legislature 

of a State may, by law, make provisions with respect to the maintenance of accounts by the 

Municipalities and the auditing of such accounts.  

20.The government also engages in commercial activities and for the purpose it may incorporate 

_________ type of entities.                                                                                                                                                        

a. Five                                       b. Three                                    c. Many                                    d. Various.  

#b.Three.                                                                                                                                                                         

The government also engages in commercial activities and for the purpose it may incorporate 

following types of entities: a.  Departmental enterprises engaged in commercial and trading 

operations. b.  Statutory corporations created by specific statues such as LIC, Air India, etc. c.  

Government companies, set up under the Companies Act, 2013. 

 21. Financial Administration of Local Bodies includes                                                                                                                    

a. Budgetary Procedure                              b. Expenditure Control                                                                         

c. Accounting System                                  d. All of the above                                                                                      

#d. All of the above.                                                                                                                                                 

Financial Administration of Local Bodies has three components Budgetary Procedure, Expenditure 

Control and Accounting System.  

22.Field Balance Sheet Approach to audit can be applied in case of audit of the                                                 

a. Co-Operative societies                     b. Local Body Corporate                                                                                                 

c. Self-Help Group                                 d. Club                                                                                                      

#c.Self-Help Group.                                                                                                                                                    

Field Balance Sheet Approach to audit can be applied in case of audit of the Self-Help Group. The 

auditor prepares the Field Balance Sheet for the group, as on the date of the audit, based on the 

SHG‘s internal records and then cross checks the correctness of balance sheet items. The primary 

objective is to ascertain the retained earnings of the SHG.  

 

CASE  STUDY  ON  PERFORMANCE  ANALYSIS  

1. Royalty paid on sales 30,000; Royalty paid on units produced 20,000, Hire Charges of equipment 

used for production 2,000, Design charges 15,000, Software development charges related to 

production 22,000. The Direct Expenses amount is :                                                                                     

a.88,000                         b. 89,000                            c. 99,000                             d. 98,000                                           

#b.89,000                                                                                                                                                                         

Direct expenses =  Royalty paid on sales+ Royalty on unites produced +Hire charges on equipment 

+Design  Charges+ Software development charges                                                                                                      

=  (30000+20000+2000+15000+22000)=89,000  



 

 

2. The Balance Sheet of X Ltd. As on 31st March 2017 showed the following information:                

Capital - 1500 lacs, Reserves - 696 lacs, Loans - 600 lacs, Sundry Creditors 774 lacs,                                             

Total assets - 3570 lacs. For the year 16-17, PBT - 900 lacs, provision for tax is 360 lacs and 

proposed dividend is  300 lacs. Return on Networth is:                                                                                                       

a. 30.41 %                     b. 29.41 %                      c. 28.41 %                       d. 27.41%                                                

#b.29.41%                                                                                                                                                                               

Networth =Capital +Reserves-Revaluation reserve (if any)-accumulated losses (if any)deferred 

expenditure (if any)-misc. expenditure not written off (if any) Networth =1500+696-360=1836, Total 

Earning =900-360=540 Return on Networth =540/1836=29.41%  

3. Gross Sales 16500 lacs, Excise Duty 1240 lacs, Increase in stock 42 lacs, Cost of raw materials 

6250 lacs, Power  2220 lacs, other overheads  215 lacs, Value Added is:                                                                    

a. 15260 Lac.                      b. 6617 Lac.                                                                                                                                   

c.6533 Lac.                         d. 15302 lac.                                                                                                             

#b.6617 lac.                                                                                                                                                                  

Value Addition= Gross sales less Excise Duty Add Increase in stock less Cost of Raw materials less 

Power less Other Overheads=16500 – 1240+ 42 - 6250 - 2220 - 215 lac= 6617 lac.  

4.A cotton textile mill had cumulative waste percentage of 8% in Blow Room, 6% in Carding, 4% in 

Drawing, 4% in Simplex and 9% in Ring Frame. For an input of 1000 kg. of cotton in Blow Room, 

the output at Ring Frame is _________.                                                                                                                     

a. 735.27 Kg.                         b. 725.27 Kg.                                                                                                                                                                 

c. 745.27 Kg.                         d. 755.27 Kg.                                                                                                                  

#b.725.27 kg.                                                                                                                                                                  

Output at Ring Frame = 1000 × (100-92)% × (100-94)% × (100-96)% × (100-96)% × (10091)%                                  

= 725.27 kgs.  

5. Royalty paid on units produced  20,000, Hire Charges of equipment used for production 2,000, 

Design charges  15,000, Software development charges related to production 22,000.                                   

The Direct Expenses is:                                                                                                                                                                                

a. 57000                                     b.59000                                                                                                                                          

c. 37000                                     d. 44000                                                                                                                               

#b.59000/-                                                                                                                                                                                   

Direct expenses= Royalty paid on units produced+ Hire Charges of equipment used for production+ 

Design charges+ Software development charges related to production                                            = 

20000 + 2000 +15000 +22000 = 59000/- 

 6. Which one of the following costs appeared only in Cost Accounts?                                                                    

a. Interest on mortgage and loans                                                                                                                                            

b. Notional Interest on Capital                                                                                                                                           

c. Dividend equalization fund, sinking, fund etc.                                                                                                                          

d. Loss due to scrapping of plan and machinery                                                                                                          

#b.Notional Interest on Capital.                                                                                                                                  

Any Notional Costs are appeared only in cost accounts but not entered in financial accounts as actual 

outlay has not occurred.  



 

 

7.The excisable goods not sold but used for consumption for manufacture in the production of 

other articles should be valued at _____________________of cost.                                                                             

a. 100 %                               b. 90 %                                        c. 110 %                                  d. 95 %                             

#c.110%.                                                                                                                                                                

According to the Central Excise Valuation (Determination of Price of Excisable Goods) Rules 2000, the 

assessable value of goods used for captive consumption is 110% w.e.f. 05-08-2003 of cost of 

production of such goods, and as may be prescribed by the Government from time to time.  

8.Which one of the followings in an example of ―Solvency Ratio                                                                                        

a. Capital turnover Ratio                         b. Debt Equity ratio                                                                                            

c. Debtors Turnover Ratio                       d. None of above                                                                                      

#b. Debt Equity ratio                                                                                                                                                       

Debt Equity ratio represent the long term solvency position of an entity. It is a ratio of debt to equity 

representing ratio of debt in capital structure.  

9. Cost of Inventory does not include                                                                                                                                    

a. Costs of Purchase                                                                                                                                                           

b. Costs of Conversion                                                                                                                                               

c. Other Direct Cost                                                                                                                                                            

d. Administrative overheads that do not contribute to bringing inventories to their present 

location and condition                                                                                                                                                   

#d.Administrative overheads that do not contribute to bringing inventories to their present location 

and condition                                                                                                                                                                    

Costs that are excluded from inventory valuation Certain costs are excluded in valuing inventory are:- 

 Abnormal amounts of wasted materials, labor, or other production costs                                                              

 Storage costs unless they are essential to the production process Administrative overheads that do 

not contribute to bringing inventories to their present location and condition etc.  

 10.Which one of the followings in an example of ―Profitability Ratio                                                                                                       

a. Inventory Turnover Ratio                b. Proprietary Ratio                                                                                                   

c. Expenses Ratio                                   d. Capital Gearing Ratio                                                                   

#c.Expenses   Ratio                                                                                                                                                                         

Expenses Ratio is a profitability ratio with respect to sales. It is a ratio of a particular expense to 

sales.  

11. Which one of the following is not an utilities.                                                                                                      

a. Steam                                    b. Water                                                                                                                                                 

c. Compressed Air                   d. Broadband internet services                                                                                                        

#d.Broadband internet services.                                                                                                                                   

The term ‘Utilities’ refer to significant inputs such as power, steam, water, compressed air and the 

like which are used for manufacturing process but do not form part of the final product.  

 

                                                                                    *** 



 

 

Paper 20: STRATEGIC   PERFORMANCE   MANAGEMENT & BUSINESS  VALUATION 

Section A: Strategic  Performance  Management 

1.The rate of change in the demand due to the change in the income is called:                                                

(A) income elasticity of demand                                                                                                                                         

(B) cross elasticity of demand                                                                                                                                               

(C) price elasticity of demand                                                                                                                                               

(D) None of the above.                                                                                                                                                               

# (A) income elasticity of demand                                                                                                                                 

The income elasticity of demand explains the proportionate change in income and proportionate 

change in demand. 

 2.As per Altman‘s model, if the value of z-score of a firm falls between 1.81 and 2.99, then the 

firm will be:                                                                                                                                                                                  

(A) Non-failed firm                                                                                                                                                                            

(B) Failed firm                                                                                                                                                                          

(C) Mixture of failed and non-failed elements                                                                                                         

(D) None of the above.                                                                                                                                                     

(C) Mixture of failed and non-failed elements                                                                                                                  

As per Altman‘s model, if the value of z-score of a firm falls between 1.81 and 2.99, then the firm will 

be mixture of failed and non-failed elements.  

3. The type of benchmarking, which is concerned with the development of core competencies that 

will help sustained competitive advantage, is called:                                                                                                    

(A) Global Benchmarking                                                                                                                                                       

(B) Strategic Benchmarking                                                                                                                                                 

(C) Internal Benchmarking                                                                                                                                                

(D) Competitive Benchmarking                                                                                                                                              

#(B) Strategic Benchmarking                                                                                                                                      

helps to develop a vision of the changed organizations. It will develop core competencies that will 

help sustained competitive advantage.   

4. The revenue function of a firm given by R=(2200-3x)
𝒙

𝟐
  the firm‘s marginal revenue function will 

be:                                                                                                                                                                                                       

(A) 2200 – 3x                          (B) 1100 – 3x                         (C) 1100 – 2x                      (D) 2200 – 2x                    

#(B) 1100 – 3x                          

 

 



 

 

5.Which of the following is a cause for corporate distress?                                                                                      

(A) Fraud by Management                        (B) Working Capital Problems                                                                

(C) Mismanagement                                   (D) All of the above.                                                                             

#(D) All of the above                                                                                                                                                       

The causes for corporate distress can be — Technological Causes, Working Capital Problems, 

Economic Distress, Mismanagement, Fraud by Management etc.  

6. Which of the following is not the perspective of Balanced Score Card?                                                    

(A) Customer perspective                   (B) Financial perspective                                                                                                                      

(C) Political perspective                      (D) Learning and growth perspective                                                               

#(C) Political perspective                                                                                                                                        

Balanced Score Card has four perspectives, such as: Customer perspective, internal business 

perspective, Learning and growth perspective and financial perspective.  

 7.Performance will be a product of:                                                                                                                                   

(A) Efficiency and Utilization                     (B) Utilization and Productivity                                                                  

(C) Efficiency and Productivity                  (D) Efficiency, Utilization and Productivity.                                               

#(D) Efficiency, Utilization & Productivity,                                                                                                                  

since this option fully covers all aspects of Performance.  

8. Risk Management Strategies are                                                                                                                        

(A) Avoid Risk, Reduce Risk, Retain Risk, Combine Risk                                                                                         

(B) Transfer Risk, Share Risk and Hedge Risk                                                                                                                                 

(C) Both (A) and (B)                                                                                                                                                                   

(D) None of the above.                                                                                                                                                           

# (C)  Both (A) and (B),                                                                                                                                                  

since risk management strategies covers all points under both A and B.  

 9. The program which encompasses the planning and management of all activities involved in 

sourcing, procurement, conversion and logistics management activities, is called:                                          

(A) Supply Chain Management            (B) Customer Relationship Management                                                                              

(C) Total Quality Management            (D) None of the above.                                                                              

#(A) Supply Chain Management                                                                                                                             

Supply Chain Management encompasses the planning and management of all activities involved in 

sourcing, procurement, conversion and logistics management activities.  

 10.The components of the Stewart Cycle or PDCA are:                                                                                                 

(A) Plan-Do-Check-Act                        (B) Plan-Define-Check-Act                                                                                                      

(C) Plan-Do-Control-Act                      (D) Program-Do-Check-Act                                                                             

#(A) Plan-Do-Check-Act                                                                                                                                                       

The components of Shewhart Cycle or PDCA or Deming Cycle or Deming wheel are Plan, Do, Check 

and Act.   

11.ROA = (Net Income/Revenue) × (__________/Assets) = Profit Margin × Asset Turnover                         

(A) Liabilities;                     (B) Revenue;                      (C) Equity;                       (D) None of the above. 

#(B) Revenue                                                                                                                                                                            

ROA = (Net Income/Revenue) × (Revenue/Assets) = Profit Margin × Asset Turnover  



 

 

12.Who has prompted the phrases, ‘Zero Defects’?                                                                                               

(A) Walter A. Shewhart;                    (B) Philip Crosby;                                                                                             

(C) Peter Drucker;                                (D) F. W. Taylor.                                                                                                          

#(B) — Philip Crosby                                                                                                                                                                       

Philip Crosby prompted the phrases, Zero Defects. It does not mean mistakes never happen, rather 

than there is no allowable number of errors built into a product or process and that it is to be got 

right first time.  

13.The risk which is primarily influenced by the level of financial gearing, interest cover, operating 

leverage, and cash flow adequacy, is called:                                                                                                             

(A) Financial risk;                       (B) Business risk;                                                                                                                     

(C) External risk;                         (D) Exchange risk.                                                                                                      

#(A)Financial risk                                                                                                                                                                               

Financial risk is primarily influenced by the level of financial gearing, interest cover, operating 

leverage, and cash flow adequacy. The financial risk depends on the capital structure and method of 

financing adopted by the company.  

 14.The 5 S’s concepts in Quality Management are:                                                                                                                    

(A) SEIRI, SETOIN, SEISO, SEIKETSU, SHITSKUE                                                                                                            

(B) SEIRI, SEITON, SEISO, SEIKETSU, SHITSUKE                                                                                                                

(C) SEIRI, SETOIN, SEISO, SEIKESTU, SHITSUKE                                                                                                               

(D) SIERI, SETOIN, SEISO, SEIKETSU, SHITSUKE.                                                                                                       

#(B) — SEIRI, SEITON, SEISO, SEIKETSU, SHITSUKE                                                                                                         

The 5 S’s concepts in Quality Management are — SEIRI, SEITON, SEISO, SEIKETSU, and SHITSUKE. 

These all are Japanese words and used to focuses on quality improvement in an organization.  

15. ___________ ___________ is an application of process benchmarking, within an organization 

by comparing the performance of similar business units or business process.                                                     

(A) Internal Benchmarking;                  (B)  Process Benchmarking;                                                                                   

(C) Product Benchmarking;                  (D) None of the above.                                                                             

#(A) Internal Benchmarking                                                                                                                              

Internal Benchmarking is an application of process benchmarking, within an organization by 

comparing the performance of similar business units or business process.  

 16._______ ____serve middle level managers and help in taking decisions for a period of 2-3 

years.                                                                                                                                                                                         

(A) Tactical-level information systems;                      (B) Strategic-level information systems;                                     

(C) Operational-level information systems;               (D) None of the above.                                                   

#(A) — Tactical-level information systems                                                                                                        

Tactical-level information systems serve middle level managers and help in taking decisions for a 

period of 2-3 years.  

 17.TQM has _______ concepts.                                                                                                                                   

(A) 2                            (B)  3                          (C) 4                               (D) None of the above.                                   

#(B) 3                                                                                                                                                                              

There are three core concepts of TQM — Quality Control, Quality Assurance and Quality 

Management.  



 

 

 18. Demand schedules are of _____ types.                                                                                                                

(A) three                    (B)  two                           (C) Four                         (D) None of the above                          

#(B)  two                                                                                                                                                                      

Demand schedules are of two types —  a) Individual Demand Schedule,  b) Market Demand Schedule.  

 19. One of the forms of risk management mostly practiced by insurance companies is   _______. 

(A) Probability of Ruin;                                                                                                                                                         

(B) Risk reduction;                                                                                                                                                                     

(C) Risk Pooling;                                                                                                                                                                                    

(D) Risk Mapping.                                                                                                                                                               

#(C) Risk Pooling.                                                                                                                                                              

One of the forms of risk management mostly practiced by insurance companies is Risk Pool. Under 

this system, insurance companies come together to form a pool, which can provide protection to 

insurance companies against catastrophic risks such as floods, earthquakes etc. The term is also used 

to describe the pooling of similar risks that underlies the concept of insurance.  

20.The risk which refers to the possibilities of loss due to factors such as religious fanaticism, 

ethnic polarization, dissatisfaction among the people as a result of wide disparity in income 

distribution, or regionalism, is called:                                                                                                                                

(A) Social Risk                       (B) External Risk                   (C) Political Risk                  (D) Country Risk.              

# (A) Social Risk                                                                                                                                                               

The risk which refers to the possibilities of loss due to factors such as religious fanaticism, ethnic 

polarization, dissatisfaction among the people as a result of wide disparity in income distribution, or 

regionalism, is called social risk. 

21.Which of the following is a cause for corporate distress?                                                                                     

(A) Fraud by Management                                       (B) Working Capital Problems                                          

(C) Mismanagement                                                  (D) All of the above.                                                                              

# (D) All of the above.                                                                                                                                                 

The causes for corporate distress can be — Technological Causes, Working Capital Problems, 

Economic Distress, Mismanagement, Fraud by Management etc.  

22.The type of benchmarking, which is concerned with the development of core competencies 

that will help sustained competitive advantage, is called:                                                                              

(A) Global Benchmarking                            (B) Strategic Benchmarking                                                                       

(C) Internal Benchmarking                          (D) Competitive Benchmarking                                                                 

# (B) Strategic Benchmarking                                                                                                                                  

Strategic Benchmarking helps to develop a vision of the changed organizations. It will develop core 

competencies that will help sustained competitive advantage.  

23.The rate of change in the demand due to the change in the income is called:                                                      

(A) income elasticity of demand                         (B) cross elasticity of demand                                                   

(C) price elasticity of demand                              (D) None of the above.                                                              

#(A) income elasticity of demand                                                                                                                                

The income elasticity of demand explains the proportionate change in income and proportionate 

change in demand. 



 

 

24. If Cost Function is  C=
𝟑

𝟓
 x + 

𝟏𝟓

𝟒
  , the cost when output is 5 units will be:                                                             

(A) 6.80                                     (B) 6.75                                    (C) 6.20                                  (D) 6.25                              

# (B) 6.75                                                                                                                                                                             

Cost when output is 5 units  = 
3

5
 x5 + 

15

4
      =6.75            

25. Choose the correct option from amongst the four alternatives given:         

(i)  An Index number is a statistical measure of __________ in a variable arranged in the form of a 

series and using a base for making comparison.                                                                                                        

(a) productivity                    (b) inputs                    (c) efficiency                      (d) fluctuations  

(ii)  Benchmarking focuses on                                                                                                                                        

(a) Production                    (b) Profit                      (c) Best Practices                (d) Best performance  

 (iii)  Project risk does not include                                                                                                                               

(a) Institutional risk                   (b) Turbulence                  (c) Completion risk                 (d) Uncertainty  

(iv) Physical risk arising out of Social, Political, Economic and Legal Environments are often 

identified through                                                                                                                                                           

(a) the performance of lead indicators                    (b) the performance of lag indicators                               

(c) the performance of lead and lag indicators      (d) None of the above  

(v)  Which out of the following financial ratios is not in the Altman Model: Z-Score?                           

(a) Market Value to Book Value of equity shares                (b) Working Capital to Total Assets                          

(c) Retained Earnings to Total Assets                                     (d) EBIT to Total Assets  

 Answer:  

(i) (d) fluctuations    

(ii) (c) Best Practices                 

(iii) (d) Uncertainty   

(iv) (a) the performance of lead indicators                     

(v) (a) Market Value to Book Value of equity shares                  

26. Choose the correct option from amongst the four alternatives given:  

(i) _______is the uncertainty of the purchasing power of the monies to be received, in the future? 

(A) Market risk                         (B) Physical risk                                                                                                                             

(C) Purchasing power risk      (D) Interest rate risk 

(ii)   Unsystematic risk relates to                                                                                                                                

(A) Market risk                (B) Inherent risk                 (C) Beta;                 (D) Interest rate risk 

(iii)   In which discipline supply chain concept was originated?                                                                                 

(A) Production                 (B) Operation                   (C) Marketing                 (D) Logistics  



 

 

(iv)   Under perfect competition and at the point of equilibrium of firm                                                                 

(A) MC curve must be falling                   (B) MC curve must be rising                                                                          

(C) MR curve must be falling                   (D) None of the above  

(v)   Financial risk arises out of ___________                                                                                                           

(A) Increased competition                                  (B) Conduct of business and investment                                                      

(C) The nature of financial transaction            (D) Both (B) and (C)  

 Answer  

(i) (C) Purchasing power risk  

 (ii) (B) Inherent risk  

 (iii) (C) Marketing  

 (iv) (B) MC curve must be rising  

 (v) (D) both (B) and (C)     

27. Choose the correct option from amongst the four alternatives given:                            

(i) ________measures overall productivity and efficiency by considering all inputs and all outputs 

in the production process.                                                                                                                                           

(A) Total Factor Productivity                             (B) Partial Factor Productivity                                                                        

(C) Parametric Index Number Approach        (D) Non-parametric Index Number Approach  

(ii) The six sigma DMAIC process consists of                                                                                                            

(A) Define, Measure, Analyze, Improve, Control                                                                                                      

(B) Define, Manage, Analyze, Improve, Control                                                                                                       

(C) Define, Measure, Analyze, Improve, Co-ordination                                                                                            

(D) Deliver, Measure, Analyze, Improve, Control 

 (iii) A firm has total cost function: C =1/9 X3-l/2 X2-18 X +30; C is total cost and X is quantity 

produced. One is wondering whether MC (marginal cost) can ever be zero. If you believe that the 

firm's MC can be zero, then it will be when X is equal to                                                                                       

(A) 2                  (B) 5                       (C) 9                          (D) None of the above is true   

(iv) The supply chain concept originated in what discipline?                                                                                 

(A) Operations             (B) Production                  (C) Marketing                        (D) Logistics 

 (v)  Which one the following is NOT a type of Benchmarking?                                                                            

(A) Product Benchmarking                         (B) Competitive Benchmarking                                                                  

(C) Process Benchmarking                         (D) Brand Benchmarking  

Answer :  

 (i) (a)  Total Factor Productivity  

(ii) (a)  Define, measure, analyze, improve, control  



 

 

(iii) (c)  We know that C = 1/9 x ^3-1/2 x ^2-18 x+30; Then, MC = dC/dx = 1/3 x^2-x-18;                         

When MC = 0, we get 1/3 x^2-x-18=0↔x^2-3x-54=0↔(x-9)(x+6)=0.                                                                         

Since x can never be negative, x = 9, to get MC = 0  

(iv) (c)  Marketing   

(v) (d)  Brand Benchmarking is not a type of Benchmarking.  

28. Choose the correct option from amongst the four alternatives given:                            

(i)   Risk Management Strategies are                                                                                                                             

(a) Avoid Risk, Reduce Risk, Retain Risk, Combine Risk                                                                                               

(b) Transfer Risk, Share Risk and Hedge Risk                                                                                                                 

(c) Both (a) and (b)                                                                                                                                                            

(d) None of the above 

(ii)  The necessary condition for equilibrium position of a firm is                                                                         

(a) MC>MR                                                                                                                                                                                                      

(b) MC> Price                                                                                                                                                                                        

(c) MC = MR                                                                                                                                                                                                

(d) MC = AC 

(iii)  The Cost function of a firm is given by C = x3 - 4x2 + 7x. Find at what level of output the 

average cost is minimum and what would be the minimum average cost.                                                              

(a) 2                          (b) 4,5                                                                                                                                                                             

(c) 1,4                      (d) None of the above 

(iv) Which one of the following is not a measure related to Balanced Score Card?                                          

(a) Financial               (b) Customer Satisfaction              (c) Internal Processes              (d) Gap Analysis  

(v)  Performance will be a product of                                                                                                                          

(a) Efficiency and Utilization               (b) Utilization and Productivity                                                                             

(c) Efficiency and Productivity            (d) Efficiency, Utilization and Productivity  

 Answer:  

(i) (c) Both (a) and (b), since Risk Management strategies covers all points under both a and b.   

(ii) (c) MC=MR, since this is the right option.   

(iii) (a) 2,3                                                                                                                                                                              

Total Cost = x3-4x2+7x                                                                                                                                                

Average Cost = x2-4x+7                                                                                                                                            

In order that average cost is minimum, dy/dx =0 and the value of d2y/dx2 should be positive.                    

dy/dx = 2x-4=0 or x-2 =0 or x=2.(Ans.) d2y/dx2 =2, which is  positive, so that the function will have 

minimum values.                                                                                                                                                     

Minimum:                                                                                                                                                                               

Average Cost = x2-4x+7= 4-(4x2) +7 =4-8+7 =3(Ans.)  



 

 

(iv) (d) Gap Analysis, since Balance Scorecard is not concerned with Gap Analysis.  

(v) (d)  Efficiency, Utilization & Productivity, since this option fully covers all aspects of Performance.  

 

          CONCEPTUAL  FRAMEWORK  OF  PERFORMANCE  MANAGEMENT 

1.Fill in the blanks:  

 (i)  The ______________________ System is directed by managers and supervisors but requires 

active participation by employees. 

(ii)  Efficiency consists of two main component ___________ efficiency and ______________ 

efficiency. 

(iii)  The ratio of output to ________ is a measure of the productivity level.  

(iv)  The _______________ ratios are used to compare financial statements of different-size 

companies or of the same company over different periods.  

(v)  _________________ refers to the change in output owing to the change in the quantity of one 

input.  

(vi)  While _______________ is defined in terms of a comparison of two components (inputs and 

outputs), the highest _____________ level from each input level is recognised as the efficient 

situation.  

(vii)   In Performance Management, documentation is kept to a ----------. 

(viii)  If the productivity growth of an organization is higher than that of its competitors, or other 

firms, that firm performs better and is considered to be more -------------.  

(ix)  ----------- efficiency occurs when a firm chooses the optimal combination of inputs, given the 

level of prices and the production technology.  

(x)  Example of -------------- Factor Productivity is Return On Investment (ROI). 

(xi)  Performance will be the product of efficiency, utilisation and -----------.  

(xii)  In -------------------- analysis, the current year‘s figures are compared with the standard or base 

year and changes are shown usually in the form of percentage.  

(xiii)  -------------CRM mainly supports the actual contact with customers conducted by front office 

workers and general automation of business processes.  

(xiv)  The purpose of ----------------- CRM is customer data analysis, its evaluation, modelling and 

prediction of customer behaviour.  

(xv)  -----------------------analysis indicates changes in an item or a group of items over a period of 

time and helps to draw the conclusion regarding the changes in data.  



 

 

(xvi)  In ------------------ analysis, financial statements for a number of years are reviewed and 

analysed.  

(xvii)  --------------------analysis is also called ―Static Analysis  as it based on data from one date or 

for one accounting period.  

(xviii) The word ----------------------- is derived from the word parfourmen, which means  to do, to 

carry out or to render.  

(xix)  ----------- Factor Productivity refers to the change in output owing to changes in the quantity 

of more than one input. 

 (xx)  --------------- does not merely define the volume of output, but output obtained in relation to 

the resources employed. 

#Answer: 

 

 

2.Choose the correct answer:  

 (i) Performance will be product of:                                                                                                                           

(a) efficiency and utilisation;                      (b) utilisation and productivity;                                                                    

(c) efficiency and productivity;                  (d) efficiency, utilisation and productivity.  

 (ii) The purpose of supply chain management is                                                                                                          

(a) provide customer satisfaction;                                          (b) improve quality of a product;                                                                   

(c) integrating supply and demand management;              (d) increase production.  

 (iii)  The supply chain concept originated in what discipline?                                                                                  

(a) marketing;                      (b) operations;                                                                                                                

(c) logistics;                           (d) production. 

(iv)  The major decision areas in supply chain management are                                                                                          

(a) location, production, distribution, inventory;                                                                                                       

(b) planning, production, distribution, inventory;                                                                                                 

(c) location, production, scheduling, inventory;                                                                                                                                   

(d) location, production, distribution, marketing.  



 

 

(v)  Which of the following is not one of the Customer Relationship Management (CRM) business 

drivers?                                                                                                                                                                                 

(a) Inventory control                                        (b) Increase revenues                                                                                                        

(c) Define information needs and flows       (d) Automation/productivity/efficiency  

(vi)  Customer Relationship Management is about:                                                                                                 

(a) Acquiring the right customer                (b) Instituting the best processes                                                              

(c) Motivating employees                            (d) All of the above  

(vii)  Process of managing information about customers to maximize loyalty is said to be                                             

(a) company relationship management               (b) supplier management                                                                                           

(c) retailers management                                        (d) customer relationship management  

(viii)  A supply chain is made up of a series of processes that involve an input, a _______, and an 

output.                                                                                                                                                                               

(a) shipment                       (b) supplier                        (c) customer                        (d) transformation  

(ix)  Which of the following is not an accounting technique to analyse financial performance?                  

(a) Trend analysis                          (b) Common-size financial analysis                                                                          

(c) Ratio analysis                           (d) Time series analysis.  

(x)  Supply Chain Management encompasses the planning and management of all activities 

involved in —                                                                                                                                                                      

(a) sourcing and procurement,                   (b) conversion                                                                                                    

(c) logistics management                             (d) All of the above.  

(xi)  Which of the following is not a component of supply chain management?                                             

(a) Plan;                            (b) Deliver;                              (c) Organising;                            (d) Return.  

 #Answer:  

 

3.State whether the following statements are True or False:  

(i) Performance Appraisal is a comprehensive approach.  

(ii) The highest productivity (efficient point) is achieved when maximum output is obtained for a 

particular input level. 

(iii) Generally, the term efficiency refers to technical efficiency. 

(iv) Partial Factor Productivity (PFP) refers to the change in output owing to the change in the 

quantity of one input.  

(v) Bond holders are interested in the liquidity of the firm.  

(vi) Horizontal Analysis‘ is also called Static Analysis. 



 

 

 (vii) Supply Chain Management  encompasses the planning and management of all activities 

involved in sourcing, procurement, conversion and logistics management  activities.  

(viii) CRM is an integrated approach to identifying, acquiring and retaining customers. 

 (ix) The purpose of operative CRM is customer data analysis, its evaluation, modeling and 

prediction of customer behaviour. 

 (x) Analytical CRM mainly supports the actual contact with customers conducted by front office 

workers and general automation of business processes including sales of products, services and 

marketing.  

(xi) Performance Appraisal is a monolithic system. 

 (xii) The approach of performance management is holistic.    

  (xiii) Productivity is a subjective concept.     

 (xiv) External analysis is undertaken by the persons namely executives and employees of the 

organisation.  

(xv) Common-size financial statements and financial ratios are the two techniques employed in 

the vertical analysis.  

(xvi) The plan component of Supply Chain Management is the manufacturing step.         

#Answer: 

 

4.A)Match the following: 

#Answer:  

 

B) Match the following: 

#Answer:  

 



 

 

C) Match the following: 

 
#Answer: 

 

PERFORMANCE EVALUATION & IMPROVEMENT TOOLS 

1.Choose the correct answer:  

 (i) Consultants who contributed to the concept of TQM (Total Quality Management):                                    

(a) W. Edwards Deming;              (b) Joseph Juran;                                                                                                              

(c) A. V. Feigenbaum;                   (d) All of the above  

 (ii)  Which of the following does not form part of Benchmarking process?                                                          

(a) Redesign                         (b) Planning                          (c) Analysis                              (d) Integration  

 (iii)  Which one of the following is not a measure related to Balanced Score Card?                                             

(a) Financial                (b) Customer satisfaction                (c) Internal processes             (d) Gap analysis  

 (iv)  Benchmarking Focuses on:                                                                                                                                    

(a) Production                       (b) Best practices                                                                                                                                                      

(c) Best performance           (d) Supply chain management  

 (v)  Benchmarking is:                                                                                                                                                         

(a) The analytical tool to identify high cost activities based on the Pareto Analysis                                           

(b) The search for industries best practices that lead to superior performance                                          

(c) The simulation of cost reduction schemes that help to build commitment and improvement of 

actions                                                                                                                                                                                 

(d) The process of marketing and redesigning the way a typical company works  

 (vi)  Total Quality Management emphasises:                                                                                                                                 

(a) the responsibility of the Quality Control staff to identify and solve all quality-related problems 

(b) a commitment to quality that goes beyond internal company issues to suppliers and customers 

(c) a system where strong managers are the only decision makers                                                                     

(d) a process where mostly statisticians get involved  

 (vii)  A successful TQM program incorporates all of the following except :                                                            

(a) continuous improvement                                                                                                                                         

(b) employment involvement                                                                                                                                                 

(c) benchmarking                                                                                                                                                                      

(d) centralized decision making authority  



 

 

 (viii)  The six sigma DMAIC process consist of:                                                                                                          

(a) define, measure, analyze, improve, control                                                                                                                     

(b) define, manage, analyze, improve, control                                                                                                          

(c) define, measure, analyze, improve, co-ordination                                                                                                

(d) deliver, measure, analyze, improve, control  

(ix)  The components of Stewart Cycle or PDCA are:                                                                                                

(a) Plan-Do-Check-Act                  (b) Plan-Define-Check-Act                                                                                      

(c) Plan-Do-Control-Act                (d) Program-Do-Check-Act  

 (x)  The type of benchmarking, which is concerned with the development of core competencies 

that will help sustained competitive advantage, is called:                                                                                

(a) Global Benchmarking             (b) Strategic Benchmarking                                                                                                               

(c) Internal Benchmarking           (d) Competitive Benchmarking                                                                                       

#Answer: 

 

2.State whether the following statements are True or False:  

 (i) The BSC (Balanced Scorecard) puts more stress on financial parameters than on non-financial 

parameters since its objective is the growth of the organization.  

(ii) Balance Score Card is a performance measurement tool for controlling individual productivity.  

(iii) Quality Circle is a small group of 6 to 12 employees doing similar work who voluntarily meet 

together on a regular basis to identify improvements in their respective work.  

(iv) Quality Assurance deals with the present and focuses to create and operate appropriate 

systems to prevent defects from occurring. 

 (v) Lean manufacturing or lean  enterprise refer to right manpower size in manufacturing or 

enterprise.  

(vi) What must we excel at? The question relates to the customer perspective of the BSC.  

 (vii) Internal Business Processes of the BSC looks at the ability of employees, the quality of 

information systems, and the effects of organizational alignment in supporting accomplishment of 

organizational goals. 

 (viii) The practice of setting targets using external information is known as Benchmarking.  

(ix) Assignable Causes of variation are based on random causes that we cannot identify. 

 (x) Chance Causes of variation in quality follow statistical laws of variation.  

(xi) X bar and R charts are used together for attributes. 

 (xii) Customer perspective of the Balanced Score Card is concerned with the profit of the 

enterprises.  



 

 

 (xiii) Learning and Growth perspective of the Balanced Score Card focuses on the internal business 

results that lead to financial success and satisfied customer.  

(xiv) Through benchmarking performance is sought to be assessed.  

(xv) Process Benchmarking is also known as Reverse Engineering. 

 (xvi)  Statistical quality control refers to the use of statistical methods in the monitoring and 

maintaining of the quality of products and services.  

(xvii) Acceptance Sampling involves describing quality characteristics and relationships.  

(xviii) Variations due to natural or chance causes are inherent in a process.  

(xix) C-Charts measure the number of defects/unit. 

 (xx) The role of MIS is to recognise information as a resource and then use it for the effective and 

timely achievement of organisational objectives.  

(xxi) The strength of ERP lies in its ability to go beyond the fulfillment of needs of specific 

departments or functions and address the needs of an enterprise as a whole.                                        

#Answer: 

 

3.Fill in the blanks:  

 (i) MOLAP is a _____________ online analytical processing.  

(ii) The Balanced Scorecard is a management system, not a _________ system. 

 (iii) _______________ is thus used for scheduling, inventory management and capacity 

management.  

(iv) P Charts measures _______________ defective in Statistical Process Control (SPC) Methods. 

 (v) ------------------benefits cannot be quantified in monetary terms but they do have a very positive 

and significant business impact.  

(vi) An ERP system is -------------- enough to respond fast to the changing needs of the organization.  

(vii) ---------------of the data supplied is vital to the Materials Requirement Planning system.  

(viii) P charts and C charts are control charts for -------------------.  

(ix) ---------------- causes of variation are generally due to few individual causes which can be 

identified and eliminated.  

(x) -------------- perspective of BSC captures the ability of the organization to provide quality goods 

and services, the effectiveness of their delivery, and overall customer service and satisfaction. 



 

 

(xi) Balanced Score Card (BSC) is a set of ---------and non-financial measures relating to company‟s 

critical success factors.  

(xii) --------------- Benchmarking is also known as reverse engineering.  

(xiii) --------------- Benchmarking is an extension of Strategic Benchmarking to include benchmarking 

partners on a global scale. 

 (xiv) Sigma represents the --------------- standard deviation, which is a measure of the variation in a 

data set collected about the process. 

 (xv) Six Sigma is a ----------------- benchmark.  

(xvi) ---------------- Statistics involves describing quality characteristics and relationships.  

(xvii) Variations due to chance causes follow ------------------- laws.  

(xviii) ---- Chart measures proportion defective.  

(xix) MIS can be defined as a network of ----------------- that supports management decision making.  

(xx) -------- works directly with relational databases.                                                                                       

#Answer: 

 

4.A)Match the following: 

#Answer: 

 

B)Match the following: 

#Answer:

 



 

 

C)Match the following: 

#Answer: 

 

D)Match the following: 

#Answer: 

 

ECONOMIC  EFFICIENCY  OF THE FIRM - PERFORMANCE  ANALYSIS 

1.  Choose the correct alternative                                            

(i)Which of the following statements is true?                                                                                                                  

a. Elasticity of demand is constant throughout the demand curve.                                                                             

b. Elasticity of demand increases as one goes down the demand curve.                                                                         

c. Elasticity of demand decreases as one goes down the demand curve.                                                                  

d. The slope of the demand curve equals its elasticity.  

 (ii) If the total expenditure of the consumer increases as a result of an increase in the price of the 

commodity, the elasticity of demand for the commodity is                                                                                    

a. Infinity                         b. Greater than one                                                                                                                                      

c. Less than one             d. Equal to one  

 (iii) If the supply of a commodity is perfectly elastic, an increase in demand will result in                                

a. Decrease in both price and quantity at equilibrium                                                                                                 

b. Increase in both price and quantity at equilibrium                                                                                                        

c. Increase in equilibrium quantity, equilibrium price remaining constant                                                                          

d. Increase in equilibrium price, equilibrium quantity remaining constant   

 (iv) If proportion of income spent on a good is significant, price elasticity of demand for the good 

tends to be                                                                                                                                                                                        

a. Perfectly elastic                   b. Elastic                                                                                                                             

c. Inelastic                                 d. Perfectly inelastic.  



 

 

(v) Which of the following is/are true?                                                                                                                            

a. Income elasticity is the ratio of percentage change in the price of a good to the percentage 

change in the income.                                                                                                                                                                    

b. Goods are independent if a price change for one has no effect on the demand for the other.                                                    

c. The reciprocal of income elasticity is the percentage change in the income to the percentage 

change in the quantity demanded of a good.                                                                                                                             

d. Both (b) and (c) above.  

 (vi) A demand curve shows                                                                                                                                                        

a. The quantity demanded of a good at various levels of income of the consumer                                                 

b. The quantity demanded of a good at various levels of price of the good                                                                    

c. The amount of money spent by a consumer on the good at various levels of price                                           

d. The quantity supplied of a good at various levels of price of the good  

(vii) Which of the following is not true?                                                                                                                              

a. The law of demand says, ceteris paribus, the lower the price of a good, the greater the quantity 

demanded.                                                                                                                                                                                 

b. The law of supply says, ceteris paribus, the higher the price of a good, the greater the quantity 

supplied.                                                                                                                                                                                         

c. The supply curve for a highly perishable good is horizontal.                                                                                                                            

d. The demand curve for a life saving drug is almost vertical,  

 (viii) For complementary products, the cross elasticity of demand will be                                                                 

a. Zero                      b. Infinity                         c. Positive, but less than infinity                        d. Negative  

 (ix) When the income elasticity of demand for a good is negative, the good is                                                                     

a. Normal good                    b. Luxury good                        c. Inferior good                           d. Giffen good  

 (x) The price elasticity of demand for a product is infinity. If the firm increases price of the product 

by 10%, total revenue of the firm will                                                                                                                                         

a. Increase to infinity                                  b. Fall to zero                                                                                                                 

c. Decrease by more than 10%                  d. Decrease by less than 10%.  

 (xi) When consumption of a product remains unaffected by the change in price of the product, 

demand for the product is                                                                                                                                                     

a. Perfectly inelastic                   b. Kinked                     c. Perfectly elastic                  d. Unitary elastic    

 (xii) Total revenue will increase -                                                                                                                                            

a. When demand is elastic and price rises,                                                                                                                                  

b. When demand is elastic and price decreases,                                                                                                                       

c. When demand is inelastic and price decreases.                                                                                                               

d. When demand is perfectly elastic and price decreases,   

 (xiii) In perfect competition, a firm maximizing its profits will set its output at that level where                                  

a. Average variable cost = price                      b. Marginal cost = price                                                                                      

c. Fixed cost = price                                           d. Average fixed cost = price   

  



 

 

(xiv) Average fixed cost                                                                                                                                                                  

a. Always declines as the output increases                                                                                                                            

b. Is U-shaped, if there are increasing returns to scale                                                                                                      

c. Is U-shaped, if there are decreasing returns to scale                                                                                                   

d. Is intersected by marginal cost at its minimum point   

 (xv) In the short run which of the following is not true of a profit-maximizing firm operating under 

perfect competition?                                                                                                                                                                     

a. P - MC                            b. MR - MC                              c. AR = MR = MC                               d. P=AR = AC  

 (xvi) Which of the following curves is called envelope curve?                                                                                    

a. Long run total cost curve.                   b. Long run average total cost curve,                                                                  

c. Long run marginal cost curve.            d. Long run average variable cost curve,   

 (xvii) The supply curve under perfect competition in the short run resembles                                                        

a. Average cost curve above break-even point.                                                                                                                  

b. Marginal cost curve above shut down point.                                                                                                   

c. Marginal utility curve.                                                                                                                                          

d. Average utility curve.   

 (xviii) Which of the following is not a feature of perfect competition?                                                                             

a. Large number of sellers and buyers.                                                                                                                                        

b. No one is large enough to influence the market price.                                                                                                             

c. A horizontal demand curve.                                                                                                                                                     

d. Low price.  

 (xix) The horizontal demand curve for a firm is one of the characteristic features of                                                                              

a. Oligopoly                                           b. Monopoly                                                                                                                                           

c. Monopolistic competition             d. Perfect competition  

 (xx) In India which of the following best describes a perfectly competitive market?                                                   

a. Wheat cultivation                 b. Indian railways                                                                                                                         

c. Soft drinks industry              d. Toilet soap industry  

 (xxi) In a monopoly, price is                                                                                                                                                                                                  

a. Lesser than the marginal revenue                                                                                                                                    

b. Greater than the average revenue %;                                                                                                                              

c. Greater than the marginal revenue                                                                                                                             

d. Equal to the total revenue   

(xxii) The demand for which of the following goods best illustrates derived demand?                                         

a. Rice                       b. Motor car                     c. Machinery                       d. Book   

 (xxiii) A perfectly competitive firm earns abnormal profits when its                                                                            

a. Average revenue curve is tangent to average cost curve                                                                                         

b. Demand curve lies above the average cost curve                                                                                                   

c. Marginal revenue curve lies above the average cost curve                                                                                  

d. Both (b) and (c) above.  



 

 

(xxiv) Which of the following is true with reference to marginal revenue (MR) in a monopoly?                                     

a. When MR is negative, AR will be negative.                                                                                                                      

b. When MR is negative, price will be negative.                                                                                                         

c. When demand slopes downward price will be less than MR.                                                                                          

d. MR curve lies below the AR curve.   

 (xxv) The equilibrium condition for a monopoly firm is                                                                                                   

a. Total cost should be minimum                                                                                                                                            

b. Total revenue should be maximum                                                                                                                                          

c. Marginal revenue = Marginal cost                                                                                                                                                      

d. Quantity should be maximum  

 (xxvi) Which of the following is false in a monopolistic competition?                                                                                

a. Many buyers and sellers,               b. Identical products.                                                                                                          

c. Easy entry and exit.                         d. Price of the competitor is the benchmark price.   

 (xxvii) Which of the following is not a feature of monopolistic competition?                                                              

a. Large number of sellers                                        b. No single seller has control over the market                                                           

c. Horizontal demand curve for the firm               d. Differentiated products  

 (xxviii) When the demand for most products varies directly with the change in consumer income, 

such products are known as                                                                                                                                                    

a. Normal goods                         b. Prestigious goods                                                                                                                                               

c. Complementary goods         d. Inferior goods  

 (xxix) In case of monopolistic competition, the long run equilibrium price will be equal to                              

a. Marginal revenue                b. Average cost                                                                                                                        

c. Marginal cost                        d. Minimum average cost   

 (xxx) The cross price elasticity of demand for the products X and Y is 10, It implies that X and Y are 

a. Substitutes                    b. Complements                       c. Independent                         d. Inferior goods  

 (xxxi) Which of the following does not cause a shift in the demand curve?                                                                

a. Change in the price of the good.                          b. Change in the income of the buyers.                                           

c. Change in the price of the related goods.          d. Change in the consumer taste and preferences  

 (xxxii) In a long run period                                                                                                                                           

a. All costs are fixed costs                                                                                                                                                              

b. All costs are variable costs                                                                                                                                                            

c. Fixed costs tend to be greater than variable costs                                                                                                

d. Fixed costs tend to be less than variable costs                                                                                                                  

e. None of the above.  

(xxxiii) Which of the following best describes monopoly?                                                                                            

a. An indisputable market leader in an industry,                                                                                                                     

b. Only a single buyer in the market.                                                                                                                                                        

c. A single seller with large control over me price in the industry.                                                                                                                     

d. Only a single seller with complete control over the industry.   



 

 

(xxxiv) For a perfectly competitive firm the shut down point in the short run is where the price of 

the product falls below the                                                                                                                                                      

a. Total cost                      b. Fixed cost               c. Average variable cost                       d. Semi-fixed cost  

 (xxxv) Which of the following is not a legal barrier to entry?                                                                                                               

a. Patents.                        b. Economies of scale,                   c. Franchise,                    d. Copy rights.  

 (xxxvi) In case of inferior goods, if income increases the demand of the good will                                                       

a. Increase                      b. Decrease                 c. Remain unaffected                      d. None of the above  

 (xxxvii) If cross price elasticity is positive the goods are                                                                                             

a. Substitute                     b. Complementary                          c. Normal                              d. Inferior  

 (xxxviii) If cross price elasticity is -1.5 between tea and sugar, if price of sugar increases by 10%, 

the demand of tea will                                                                                                                                                                           

a. Will reduce by 15%                           b. Will increase by 15%                                                                                                   

c. Will reduce by 1.5%                          d. Will increase by 1.5%  

 (xxxix) Which of the following is not true for a perfectly competitive firm?                                                                                                

a. The firm can earn super normal profit in the short run.                                                                                       

b. The firm can suffer from a loss in the short run.                                                                                                          

c. The firm can earn only normal profit in the short run.                                                                                           

d. The firm can earn only normal profit in the long run.  

 (xl) Which of the following is essential for the equilibrium of a perfectly competitive industry?                                   

a. All firms get only normal profit                   b. At equilibrium Mc, MR, AC and AR are equal.                                        

c. Only possible in short run                             d. No. of firms is limited  

(xli) Which of the following is not a kind of price discrimination?                                                                             

a. Personal discrimination                               b. Local discrimination                                                                                      

c. Trade discrimination                                    d. Feature discrimination  

 (xlii) Which of the following is/are the conditions for price discrimination?                                                                 

a. More than one market                     b. Different price elasticity                                                                                

c. Both (a) and (b)                                  d. None of (a) and (b)  

 (xliii) Which of the following is false for perfect competition?                                                                                    

a. In perfect competition there is no price discrimination.                                                                                              

b. Under perfect competition price is determined at the level where demand and supply are equal. 

c. In perfect competition there is no free entry & exit.                                                                                                       

d. In perfect competition AR=MR  

 (xliv)  Which of the following is not a feature of oligopoly?                                                                                       

a. Interdependence                             b. Indeterminate demand curve                                                                      

c. Existence of selling cost                 d. Price flexibility  

(xlv) Which of the following is not a model associated with Duopoly?                                                                         

a. Cournot’s solution              b. Edgeworth model                                                                                                             

c. Chamberlin’s model           d. Dual model                                                                                                      
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Short Questions &Answers:  

Q.1. The necessary condition for equilibrium position of a firm is:                                                                                                 

A. MC > MR;                                                                                                                                                                      

B. MC > Price;                                                                                                                                                                                  

C. MC = MR;                                                                                                                                                                                  

D. MC is falling;                                                                                                                                                                                     

E. MC = AC. 

 Answer:          E.    MC= AC  

Q.2.  At the point of equilibrium of firm (under perfect competition):                                                                               

A. MC curve must be rising;                   B. MC curve must be falling;                                                                                                             

C. MR curve must be rising;                   D. None of these. 

 Answer:      A. MC curve must be rising. 

Q.3.  Normal profit is:                                                                                                                                                             

A. Part of total cost;                                  B. Part of economic profit;                                                                                                          

C. Total revenue minus total cost;         D. Total revenue minus implicit cost.   

Answer:      A.   Part of total cost 

 Q.4.  Economic profit is:                                                                                                                                                    

A. Part of total cost;                                                B. Total revenue minus total cost;                                                                                

C. Total revenue minus explicit cost;                   D. Total variable cost minus total fixed cost. 

Answer:           B.  Total revenue minus total cost 

 Q.5. The basic goal of a firm is to:                                                                                                                                       

A. Maximize revenues;                        B. Maximize welfare of its employees;                                                            

C. Maximize profit;                               D. Maximize output.                                                                                                        

Answer:       C. Maximize profit  



 

 

Q.6. A firm earns economic profit when total profit exceeds:                                                                        

A. Normal profit;                   B. Implicit costs;            C. Explicit costs;           D. Variable costs.  

Answer: A. Normal profit 

 Q.7. A firm’s total revenue is equal to:                                                                                                                        

A. Total quantity produced times marginal cost;                                                                                                                

B. Total quantity produced times market price;                                                                                                            

C. Marginal revenue times total quantity produced;                                                                                                                                 

D. Market price divided by total quantity produced.  

Answer:        B. Total quantity produced times  market price.  

Q.8. A firm’s marginal revenue is defined as:                                                                                                             

A. The ratio of total revenue to total quantity produced;                                                                                                 

B. The additional output produced by lowering price;                                                                                                   

C. The additional revenue received due to technical innovation;                                                                               

D. The additional revenue received when selling one more unit of output.   

  Answer:        D.  The additional  revenue received  when selling one more unit of output 

 Q.9. In order to maximize profits, a firm should produce at the output level for which:                                                   

A. Average cost is minimized;                                                                                                                                            

B. Marginal revenue equals marginal cost;                                                                                                                  

C. Marginal cost is minimized;                                                                                                                                       

D. Price minus average cost is as large as possible.  

Answer:        B. Marginal revenue equals marginal cost.  

Q.10. If a firm is a price taker, its marginal revenue is:                                                                                            

A. Equal to market price;                                                                                                                                                              

B. Less than market price;                                                                                                                                                  

C. Greater than market price;                                                                                                                                            

D. A multiple of market price that may be either greater than or less than one.   

  Answer:        A. Equal to market price.  

Q.11. Which of the following is a characteristic of a perfectly competitive market?                                            

A. Firms are price setters;                                               B. There are few sellers in the market;                                                                       

C. Firms can exit and enter the market freely;           D. All of these.  

Answer:        C. Firms can exit and enter the market freely  

Q.12. Which of the following is NOT a financial objective of pricing?                                                                     

A. Corporate growth;                B. Return on investment;                                                                                                         

C. Profit maximization;             D. None of these                                             

 Answer:        A. Corporate growth 
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ENTERPRISE  RISK  MANAGEMENT 

1.  Choose the correct alternative:                                                      

 (i) __________is the uncertainty of the purchasing power of monies to be received in the future. 

a) Market Risk                          b) Physical Risk                                                                                                                  

c) Purchasing Power Risk      d) Interest Rate Risk  

 (ii) Unsystematic risk relates to                                                                                                                                   

a) Market Risk                      b) Inherent Risk                   c) Beta                        d) Interest rate risk  

 (iii) Financial risk increases out of___________                                                                                                        

a) Increased competition                                                                                                                                            

b) Conduct of business and investment                                                                                                                               

c) The nature of financial transaction                                                                                                                                          

d) Both (b) and (c)  

 (iv) Risk management strategies are                                                                                                                                       

a) Avoid risk, Reduce risk, Retain risk, Combine risk                                                                                                   

b) Transfer risk, share risk, Hedge risk                                                                                                                          

c) Both (a) and (b)                                                                                                                                                                    

d) None of the above  

 (v) Which of the following is not a risk management technique                                                                              

a) Risk avoidance                b) Risk maximization                   c) Risk Sharing                       d) Risk bearing  

 (vi) Financial risk is associated with__________                                                                                                           

a) Production strategies                     b) Financing strategies                                                                                             

c) Marketing strategies                      d) Purchasing strategies  

(vii) Systematic risk is measured by __________                                                                                                        

a) Alpha                      b) Beta                          c) Gamma                       d) Delta  

 (viii) Portfolio diversification reduces _____________                                                                                          

a) Only systematic risk                                                                                                                                                  

b) Only unsystematic risk                                                                                                                                                         

c) Both systematic and unsystematic risk                                                                                                                                                                          

d) None of systematic and unsystematic risk  

 (ix) Increase in the interest and corresponding decrease in the intrinsic value of debt instruments 

indicates___________                                                                                                                                                      

a) Interest rate risk                             b) Liquidity risk                                                                                                                  

c) Default risk                                      d) Purchasing power risk  

 (x) Which of the following is not an actuarial concept used in risk pooling?                                                                      

a) Statistical variation                   b) The law of averages                                                                                                                 

c) The law of large numbers        d) The law of subjective judgment  



 

 

 (xi) Which of the following is not an objective of risk management?                                                                  

a) Channelizing events to happen the way they are planned.                                                                                      

b) Setting right, at the earliest opportunity, deviations from plans, whenever they occur.                           

c) Ensuring that the objective of the planned event is achieved by alternative means.                                     

d) Maximize the profit  

 (xii) Which of the following risk can be reduced by diversification?                                                                 

a) Purchasing power risk                      b) Interest rate risk                                                                                       

c) Firm specific risk                                d) Economy specific risk   

 (xiii) Which of the following is not a key risk indicator?                                                                                                           

a) No. of orders delivered                                                                                                                                      

b) Market performance, customers feedback/complaints & competitors performance                                          

c) Orders-in-hand and inventory                                                                                                                                         

d) Input-output performance  

 (xiv) Which of the following is not a feature of ERM?                                                                                               

a) A process, ongoing and following through an entity.                                                                                                                    

b) Effected by people at top level of an organization.                                                                                                   

c) Applied in strategy-setting.                                                                                                                                                                             

d) Applied across the enterprise, at every level and unit, and includes taking an entity-level 

portfolio view of risk.  

 (xv) Which of the following is not a part of Basel III?                                                                                                    

a) Minimum capital requirements                 b) Supervisory review process                                                                         

c) Market discipline                                          d) Risk elimination                                                                     

#Solution: 

 

2. MULTIPLE CHOICE QUESTIONS & ANSWERS: 

1.Financial risks do not include:                                                                                                                               

(a)trade cycles;           (b)interest rate risk;              (c)inflation rate risk;                (d)exchange risk. 

 Answer:         (a) trade cycles 

2.Risk Management techniques do not include:                                                                                                      

(a)risk avoidance;              (b) risk premium;              (c)risk retention;            (d)risk transfer. 

Answer:          (b) risk premium 

3.Project risk does not include:                                                                                                                      

(a)Institutional risk;                  (b)Turbulence;                (c)Completion risk;               (d)Uncertainty.  

Answer:            (d) Uncertainty 



 

 

4.Risk is defined as:                                                                                                                                                             

(a)A variation from the actual;                                                                                                                                                                   

(b)A variation from the expected;                                                                                                                                          

(c)A possible event;                                                                                                                                                                   

(d)A possible uncertainty. 

Answer:       (a) A variation from the actual 

5.Risk Management Strategies are:                                                                                                                            

(a)Avoid Risk, Reduce Risk, Retain Risk, Combine Risk;                                                                                

(b)Transfer Risk, Share Risk and Hedge Risk;                                                                                                         

(c)Both (a) and (b);                                                                                                                                                          

(d)None of the above. 

Answer:            (c) Both (a) and (b) 

6.Unsystematic Risk relates to:                                                                                                                                   

(a)Market Risk;                         (b)Beta;                      (c)Inherent Risk;                      (d)Interest Rate Risk. 

Answer:              (c) Inherent Risk 

7.Variability in return on investment in the market is referred to as:                                                              

(a)Market Risk;                       (b)Physical Risk;                     (c)Pooling Risk;                 (d)Business Risk. 

Answer:            (a) Market Risk 

8.Types of risks do not include:                                                                                                                                

(a)Business risks;                              (b)Market risks;                       (c)Interest rate risks;                                                      

(d)Default risks;                                (e)Uncertainty. 

Answer:     (e) Uncertainty 

9.Physical Risk includes:                                                                                                                                          

(a)Natural calamities: fire, tsunami, floods, earthquake, etc.;                                                                    

(b)Factory accidents due to fire, mishandling of equipment, breakdown and explosions;     

(c)Occupational hazards;                                                                                                                                              

(d)Both b and c;                                                                                                                                                                  

(e)All the above. 

Answer:               (e) All the above 

10.Business Risk which is inherent to a business due to:                                                                                    

(a)Its nature and susceptibility to environment, e.g., change of fashion, business cycles;                          

(b)Its nature and susceptibility to environment, e.g., conflicts like war, insurgency;                                       

(c)Its nature and susceptibility to environment, e.g., cross border terrorism, technological 

obsolescence, etc.;                                                                                                                                                                     

(d)All of the above;                          (e)None of the above. 

Answer:          (d) All of the above 



 

 

11.Financial Risk arises out of:                                                                                                                                      

(a)The nature of financial transactions;              (b)Conduct of business and investment;                                             

(c)Both (a) and (b);                                                   (d)Increased competition;                                                     

(e)None of the above. 

Answer:            (c) Both (a) and (b) 

12.Physical risk arising out of Social, Political, Economic and Legal Environments are often 

identified:                                                                                                                                                                

(a)Through the performance of lead indicators;                                                                                          

(b)Through the performance of lagging indicators;                                                                                             

(c)Through the performance of lead and lag indicators;                                                                             

(d)Through the performance of the government;                                                                                                     

(e)None of the above. 

Answer:           (a) Through the performance of lead indicators. 

13.The concept of is the process of identification of separate risks and put them all together in a 

single basket, so that the monitoring, combining, integrating or diversifying risk can be 

implemented:                                                                                                                                                        

(a)Physical risk                        (b)Financial risk                     (c)Pooling risk                                                        

(d)Business risk                       (e)Sharing risk 

Answer:           (c) Pooling risk 

14._____________refers to the uncertainty of market volumes in the future and the quantum of 

future income caused by the variations in the interest rates:                                                                                                

(a)Market risk;                (b)Physical risk;               (c)Interest rate risk;                                                                         

(d)Pooling risk;                (e)Exchange risk; 

Answer:             (c) Interest rate risk 

15________ is the uncertainty of the purchasing power of the monies to be received, in the future: 

(a)Purchasing power risk;                     (b)Market risk;                                (c)Physical risk;                                             

(d)Interest rate risk;                               (e)Exchange risk. 

Answer:               (a) Purchasing power risk 

3.Fill in the blanks: 

16.______________ is a comprehensive and integrated approach to addressing corporate risk. 

Answer:          Enterprise Risk Management                           

17._______________is the process of identifying, quantifying and prioritizing the risks that may 

interfere with the achievement of your organizational objectives. 

Answer:           Risk mapping 

 



 

 

18.The Z-Score model is a quantitative  model developed by_________to predict bankruptcy or 

financial distress of a business. 

Answer:            Edward Altman 

19.As per Altman, if the calculated value of Z-score is greater than_______, it is predicted that the 

firm belongs to non-bankrupt class 

Answer:     2.99 

20. Match the following: 

A. Risk pooling 1. quantification of the amount of perceived risk 

B. Risk Avoidance 2. involves identifying both systematic and unsystematic risks 

C. Risk Measurement 3. adopted when risk cannot be avoided, reduced or transferred 

D. Risk Diversification  4. mostly practiced by insurance companies 

E. Risk Retention 5. complete elimination of exposure to loss due to a specific risk 

Answer: 

A → 4 

B → 5 

C → 1 

D → 2 

E → 3 

 

 

 

 

 

 

 

 

 

 



 

 

Section B:  Business  Valuation 

1.The risk-free rate = 5.5%, the market price of risk = 7%, the company‘s beta = 1.2, then Cost of 

equity will be?                                                                                                                                                                                            

(A) 12.5%                      (B) 13.6%                            (C) 13.7%                              (D) 13.9%.                                                 

#(D) 13.9%                                                                                                                                                                                                          

Cost of Equity = 5.5% + 7% (1.2) = 13.9%  

2. A major advantage of Price/Sales ratio is that:                                                                                                                                    

(A) It can be used to value firms with negative earnings.                                                                                                        

(B) It can be used to value firms with negative net worth.                                                                                                                                             

(C) Both (A) and (B) above.                                                                                                                                               

(D) It can be used effectively in cyclical industries.                                                                                                       

# (C) Both (A) and (B) above.                                                                                                                                           

Price/Sales ratio is the multiplication of P/E ratio to profit margin. It can be used to value firms with 

negative earnings and negative net worth  

3. Under _________ method, increasing shareholders wealth is given maximum importance.                         

(A) Economic Value Added                    (B) Constant growth FCFE model                                                                        

(C) Dynamic true growth model           (D) Variable growth FCFE model                                                                   

#(A) Economic Value Added.                                                                                                                                        

The theory of Economic Valued Added has traditionally suggested that every company‘s primary goal 

is to maximize the wealth of shareholders 

 4.A company with PAT of 40 lacs, tax rate 50%, RONW of 100%, Reserves of  30 lac and a par value 

of  5 will have pre-tax EPS of:                                                                                                                                             

(A) 4.00                          (B)80.00                         (C) 40.00                            (D) Insufficient information  

#(C) 40.00.                                                                                                                                                                            

PBT = 80 lac, i.e. 40/5, RONW = PAT/NW = 40/NW = 100%, So NW = 40lac,                                                     

Value of equity shares = 40-30 = 10 lac, No. of Shares = 10/5 = 2 lac, so Pre tax EPS = 80/2 = 40Lac.  

5.Kalinga Cements Ltd. earned free cash flow to Equity Shareholders during the financial year 

ending 2018 at 4.5 lakhs and its cost of equity is 13% with a projected earnings growth rate of 

10%. The market value of debt is  50 lakhs. The value of firm as per constant Growth Valuation 

Model will be:                                                                                                                                                                       

(A) 4,50,00,000                    (B)1,45,00,000                      (C) 1,50,00,000                       (D) 1,65,00,000. 

#(D) 1,65,00,000.                                                                                                                                                

According to the constant growth valuation model,                                                                                                               

V0 = (FCFF)1 /(Ke-g)                                                                                                                                                                

Where FCFF1 = FCFF0(1+g)                                                                                                                                                  

V0 = 4,50,000 x 1.10/(0.13-0.10)                                                                                                                                                     

V0 = 495000/0.03                                                                                                                                                    

V0 = 1,65,00,000.  

6.An investment is risk free when actual returns are always ………………..the expected returns.                  

(A) equal to                   (B) less than                   (C) more than             (D) depends upon circumstances 

#(A) equal to. 



 

 

7. In valuing a firm, the…………………….tax rate should be applied to earnings of every period.                    

(A) marginal                    (B) effective                       (C) average                      (D) maximum                                             

#(A) marginal. 

 8.In the context of an acquisition of a firm, which one of the following concepts of value is least 

relevant?                                                                                                                                                                          

(A) Market Value                 (B) Opportunity Cost                (C) Synergy Value                 (D) Value Gap 

#(B) Opportunity Cost  

9.Shareholders of target companies are typically paid in                                                                                         

(A) Government bonds held by the target company                                                                                          

(B) Government bonds held by the acquiring company                                                                                                   

(C) Cash and  / or shares of the acquiring company                                                                                                                      

(D) None of the above.                                                                                                                                                     

#(C) Cash and / or shares of the acquiring company  

10.Assume that in a Stock Market, the CAPM is working. A company has presently beta of 0.84 and 

its going to finance its new project through debt. This would increase its Debt / Equity Ratio to 

1.56 from the existing 1.26. Due to increased Debt / Equity Ratio, the Company‘s beta would:                                

(A) Increase            (B) Decrease             (C) Remain unchanged              (D) Nothing can be concluded. 

#(C) Remain unchanged,                                                                                                                                             

because as per CAPM the company specific risk has no impact on the systematic risk. 

11. Estimated fair value of an asset is based on the _____________ value of operating cash flows.                                                                                                                                        

(A) current  (B) discounted  (C) future  (D) none of these                                                                                              

#(B) — discounted.                                                                                                                                                               

In Discounted Cash Flow (DCF) valuation, the value of an asset is the present value of the expected 

cash flows on the asset.  

 12.Economic Value Added for all years = Net Operating Profit after Taxes − WACC × _____  ______                 

(A) Capital Invested                 (B) Gross Capital Expenditure                                                                                                 

(C) Net sales growth                (D) None of the above                                                                                               

#(A) — Capital Invested                                                                                                                                         

Economic Value Added for all years = Net Operating Profit after Taxes − WACC × Capital Invested  

13.X Ltd. has 300 crores worth of common equity on its balance sheet comprising of 60 lakhs 

shares. The company’s Market Value Added (MVA) is 42 crores. What is company’s stock price?  

(A) 570                                (B) 500                                 (C) 42                                  (D) None of the above 

#(A)570                                                                                                                                                                                         

(300+42) crores / 60 lakhs shares = 570 

14.If a company has a P/E ratio of 20 and a ROE (Return on Equity) of 0.20%, then the Market to 

Book Value Ratio is                                                                                                                                                   

(A) 4 times                                                                                     (B) 4%                                                                                                                                                                                                         

(C) cannot be calculated from the given information          (D) None of the above                                                                                                                                                                   

#(A) 4 times                                                                                                                                                                                 

4 times, (Since P/E x ROE = 20 x 0.20) 



 

 

15.A intends to acquire B (by merger) based on market price of the shares.  The following 

information is available of the two companies.  

           A            B 

No. of Equity shares     500000     300000 

Earning after tax(₹)0     2500000     900000 

Market value per share        ₹30       ₹25 

Nea EPS of A after merger?   

  (A)3.40                           (B)5.00                            (C)3.00                          (D)4.53                                                     

#(A)4.53                                                                                                                                                                                  

No. of shares B Ltd. will get in A Ltd. based on market price = 25/30 × 3,00,000  = 2,50,000 Shares  

Total No. of Equity shares of A Ltd = 5,00,000 + 2,50,000 = 7,50,000 shares                                                                   

Total earnings = 25,00,000 + 9,00,000 = 34,00,000.                                                                                                                     

The new EPS of A Ltd. after merger = 34,00,000/7,50,000= 4.53.  

16. If a company has a P/E ratio of 12 and a Market to Book Value Ratio 2.10, then its Return on 

Equity will be                                                                                                                                                                        

(A) 14.10%                       (B) 17.50%                    (C) 25.20%                (D) None of the above                            

#(B) — 17.50%                                                                                                                                                                            

Return on Equity will be 17.5% (2.10/12).  

 17.  Ting-Tong Ltd.‘s share beta factor is 1.40. The risk free rate of interest on government 

securities is 9%. The expected rate of return on the company equity shares is 17%. The cost of 

equity capital based on CAPM is                                                                                                                                          

(A) 17%                      (B) 12.6%                       (C) 20.2%                        (D) 9%                                                                   

#(C) — 20.2%                                                                                                                                                                      

[9%+1.40(17%-9%)]= 9% + 11.2% = 20.2%  

 18.  Firms that intend to buy only a small percentage of the outstanding stock can buy them in the 

market, in a process called                                                                                                                                           

(A) Repurchase tender offer                                  (B) Open market purchase                                                                           

(C) Privately negotiated repurchase                    (D) None of the above                                                                  

#(B) — Open market purchase  

 19. ______________ is a measure of value of which tells whether a company is able to generate 

returns that exceed the costs of capital employed.                                                                                                 

(A) Cost of capital                                                                                                                                                                  

(B) Economic Value Added                                                                                                                                                       

(C) Market value added                                                                                                                                                            

(D) Financial profit                                                                                                                                                                                      

#(B)  Economic Value Added                                                                                                                                     

Economic Value Added is a measure of value of which tells whether a company is able to generate 

returns that exceed the costs of capital employed.  



 

 

20. Assume that the following details are given for a company: Sales - 1,00,000; Costs - 75,000; 

Depreciation - 20,000; Tax - 30%; Change in Net Working Capital - 1,000; Change in Capital 

Spending - 10,000. The Free Cash Flow to Firm (FCFF) for the given data would be:                                        

(A)  10,000                    (B)    12,500                    (C)  13,500                  (D)    15,000.                                                   

# (B)12,500 

 

 

 

 

 

 

 

                                                      

21. DCF analysis requires the revenue and expenses of:                                                                                          

(A) Past                                               (B) Future                                                                                                                                                    

(C) Past & future                               (D) None of these.                                                                                                   

#(B) Future                                                                                                                                                                      

[DCF analysis use future cash flow projections and discounts them using a required annual rate to 

arrive at present value estimate].  

22. The Current ratio of A Ltd. is 2:1, while quick ratio is 1.8:1. If the current liabilities are  40,000, 

value of stock is:                                                                                                                                                                   

(A) 5000                                    (B)8000                                  (C)6000                          (D) None of the above. 

#(B) 8000   

 

23. Dividend yield is the dividend per share as a percentage of the ______ of operating cash flows: 

(A) Book value                            (B) Market value                                                                                                                                

(C) Both of the above                (D) None of the above.                                                                                                  

#(B) Market Value                                                                                                                                                   

[Dividend Yield is the financial ratio that measures the quantum of cash dividends paid out to 

shareholders relate to the market value per share].  

Sales-cost-depreciation                ₹5000 

Less-tax                ₹1500 

PAT               ₹3500 

Add-depreciation              ₹20000 

Less-Change in net working capital             ₹1000 

Less-change in capital spending             ₹10000 

Free cash flow to firm(FCFF)             ₹12500 



 

 

24.The Capital Structure of M/s XYZ Ltd., on 31st March, 2016 was as follows:

                             
Calculate the Interest and Fixed Dividend Coverage:                                                                                                     

(A) 3.8 Times                         (B) 6.5 Times                           (C) 7.6 Times                         (D) 13 Times  

#(A) 3.8 Times

 

Calculation of Interest and Fixed Dividend Coverage 

 

=  3.8 times 

25. It is assumed that M. Ltd. would realize  40 million from the liquidation of its assets. It pays 20 

million to its creditors and Preference Shareholders in full and final settlement of their claims. If 

the number of Equity Shares of M. Ltd. is 2 million, the Liquidation per share would be:                                 

(A) 1 per share                   (B)10 per share                      (C) 12 per share                      (D) 15 per share.  

# (B)10 per share.                                                                                                                                         

Liquidation/share = (40 million - 20 million)/ 2 million =  10 per share.  

26.Given the growth rate in the dividends is expected to be 8%. The Beta of the Stock is 1.60 and 

return on the market index is 13%. The required rate of return would be:                                                       

(A) 14%                        (B) 16%                          (C) 18%                        (D) 20%.                                                             

#(B) 16%                                                                                                                                                                        

Required Rate of Return = Rf + β (Rm – Rf) = 8% + 1.6 (13% - 8%) = 16%  

27.The risk-free rate = 5.5%, the market price of risk = 7%, the company‘s beta = 1.2,                                       

then Cost of equity will be?                                                                                                                                            

(A) 12.5%                                   (B) 13.6%                                   (C) 13.7%                                (D) 13.9%. 

#(D) 13.9%                                                                                                                                                                          

Cost of Equity = 5.5% + 7% (1.2) = 13.9%  



 

 

28.Sun Ltd. has announced issue of warrants on 1:1 basis for its equity shareholders. The warrants 

are convertible at an exercise price of  12. Warrants are detachable and trading at 7. What is the 

minimum price of the warrant if the current price of the stock is 16?                                                                      

(A) 6                            (B) 4                                    (C) 10                                           (D) 12.                                    

#(B)4                                                                                                                                                                          

Minimum Price of warrant of Sun Ltd. = Current stock price - Exercise price of warrant                                        

=  (16-12) = 4. 

29. Identify which of the following is not a financial liability for a company:                                                  

(A) X Ltd. has 1 lac 10 ordinary shares issued                                                                                                                   

(B) X Ltd. has 1 lac 87  10 redeemable preference shares issued                                                                                         

(C) None of the above (D) Both.                                                                                                                                      

#(A) X Ltd. has 1 lac  10 ordinary shares issued 

30. Choose the Correct Option from amongst the four alternatives given, with 

justification/ workings. 

(i)  If a company has a P/E ratio of 12 and a Market to Book Value Ratio 2.10, then its Return on 

Equity will be                                                                                                                                                                    

(a) 14.10%                     (b) 17.50%                 (c) 25.20%                    (d) None of the above  

(ii) A firm has PAT of  33.6 lakh with extraordinary income of 6 lakh. Cost of capital is 20% and the 

applicable tax rate is 40%. The value of the firm is                                                                                                   

(a) 250 lakh                              (b) 150 lakh                                                                                                                                          

(c) 180 lakh                              (d) 168 lakh  

(iii) Firms that intend to buy only a small percentage of the outstanding stock can buy them in the 

market, in a process called                                                                                                                                             

(a) Repurchase tender offer                                                                                                                                          

(b) Open market purchase                                                                                                                                                                       

(c) Privately negotiated repurchase                                                                                                                             

(d) None of the above  

(iv) ______________ is a measure of value of which tells whether a company is able to generate 

returns that exceed the costs of capital employed.                                                                                                  

(a) Cost of capital                                                                                                                                                              

(b) Economic Value Added                                                                                                                                                                                     

(c) Market value added                                                                                                                                                         

(d) Financial profit  

(v) If the divestiture value is greater than the present value of the expected cash flows, the value 

of the divesting firm will                                                                                                                                              

(a) increase on the divestiture.                                                                                                                                           

(b) decrease on the divestiture.                                                                                                                                             

(c) remains same on the divestiture.                                                                                                                              

(d) None of the above  



 

 

Answer:  

(i)  (b) Return on Equity will be 17.5% ( = 2.10/12)  

(ii) (b) 150 lakh                                                                                                                                                                             

PAT = 33.6 lacs                                                                                                                                                                                              

PBT = (33.6/0.6) lacs             = 56 lacs                                                                                                                                       

Less: extraordinary income =  6 lacs    = 50 lacs                                                                                                                                                                           

Less: Tax @ 40%                    = 20 lacs   = 30 lacs                                                                                                         

Value = 30 lacs/ 0.20 = 150 lacs  

(iii) (b) Open market purchase  

(iv) (b) Economic Value Added  

(v) (a) Increase on the divestiture How does a divestiture affect a firm’s value? To answer this 

question, need to compare the price received on the divestiture to the present value of the expected 

cash flows that the firm would have from the divested assets. If the divestiture value is greater than 

the present value of expected cash flows, the value of the firm will increase on divestiture. 

31. Choose the correct option from amongst the four alternatives given, with 

justification/workings 

(i) If a company has a P/E ratio of 20 and a ROE (Return on Equity) of 15%, then the Market to 

Book Value Ratio is                                                                                                                                                           

(A) 3 times                                                                                                                                                                            

(B) 3%                                                                                                                                                                            

(C) cannot be calculated from the given information                                                                                              

(D) None of the above 

(ii) Assume that in a stock market the CAPM is working. A company has presently beta of 0.84 and 

its going to finance its new project through debt. This would increase its debt/equity ratio to 1.56 

from the existing 1.26. Due to increased debt/equity ratio, the company‟s beta would                                 

(A) increase                             (B) decrease                                                                                                                              

(C) remain unchanged          (D) nothing can be concluded 

(iii) Identify which of the following is not a financial liability?                                                                            

(A) X Ltd. has 1 lakh  10 ordinary shares issued.                                                                                                                

(B) X Ltd. has 1 lakh 8%  10 redeemable preference shares issued.                                                                   

(C) X Ltd. Has 2,00,000 of 6% bond issued.                                                                                                             

(D) Both (A) and (B)  

(iv) X Ltd.‟s share beta factor is 1.40. The risk free rate of interest on government securities is 9%. 

The expected rate of return on the company equity shares is 16%. The cost of equity capital based 

on CAPM is                                                                                                                                                                        

(A) 15.8%                      (B) 16%                                                                                                                                       

(C) 18.8%                      (D) 9% 



 

 

(v) A firm current assets and current liabilities are 1,600 and 1,000 respectively. How much can it 

borrow on a short-term basis without reducing the current ratio below 1.25?                                               

(A) 1,000                (B) 1,200                    (C) 1,400                     (D) 1,600  

Answer 

(i) (A) 3 times, (Since P/E x ROE = 20 x 0.15)  

(ii) (C) Remain unchanged (Because as per CAPM the company specific risk has no impact on the 

systematic risk)  

(iii) (A) X Ltd. has 1 lakh 10 ordinary shares issued   (A share is an indivisible unit of capital, expressing 

the proprietary relationship between the company and the shareholder) 

(iv) (c) 18.8%   [ 9%+1.40(16%-9%)]= 9%+9.8%=18.8%  

(v) (b) Amount of borrowing be x [current asset will increase because borrowing will increase the cash 

amount]   1600+X divided by 1000+X= current ratio 1.25   X =1400 

32. Choose the correct option from amongst the four alternatives given, with 

justification/workings 

(i)  If the expected rate of return on a stock exceeds the required rate,                                                            

(A)    the stock is experiencing super normal growth.                                                                                               

(B)    the stock should be sold.                                                                                                                                        

(C)   the company is not probably trying to maximize price per share.                                                                    

(D)   the stock is a good buy.  

(ii)    Which of the following items would not be included in a WACC calculation ?                                           

(A) Proportion or weight of debt.                         (B) Proportion or weight of equity                                                          

(C) Personal tax rate on interest payments        (D) Cost of equity. 

 (iii)   In calculating Market Value added of the company ________ is/are considered.                                   

(A) Market value of equity               (B) Market value of debt                                                                            

(C) Both (A) and (B)                            (D) Only economic value added 

(iv) An investment is risk free when actual returns are always __________ the expected returns. 

(A) Equal to                (B) Less than                  (C) More than                (D) Depends upon circumstances   

(v) Duration of a bond will __________ when the yield-to-maturity on the bond increases.                        

(A) Decrease                  (B) Increase                   (C) not change                   (D) all three above are 

possible 

 Answer :  

(i)  (d) The stock is a good buy, as the investor will earn higher than required rate.  

(ii)  (c) Personal tax rate on interest payments is not relevant, it is the corporate tax rate applicable to 

the company that may be relevant.  



 

 

(iii) (c) both a and b, as both market value of equity as well as market value of debt are required to be 

considered.  

(iv) (a) equal to, as risk free investments give an assured fixed rate of return like government 

securities, where interest and principal repayment is guaranteed by the Central /State Government.  

(v) (a) Duration of a bond has a negative or inverse relation with YTM (Yield-to-Maturity).  Higher the 

YTM, lower will be the duration of a bond hence duration of a bond will “Decease”.   

33. Choose the correct option from amongst the four alternatives given, with 

justification/workings 

(i)  It is assumed that M. Ltd., would realize 40 million from the liquidation of its assets. It pays 20 

millions to its creditors and Preference Shareholders in full and final settlement of their claims. If 

the number of Equity Shares of M. Ltd. is 2 million, the Liquidation per Share would be:                        

(a) 1 per Share                (b)10 per Share               (c) 12 per Share             (d) 15 per Share  

(ii)  Assume that the following details are given for a company: Sales-  1,00,000; Costs-  75,000; 

Depreciation- 20,000; Tax- 35%; Change in Net Working Capital- 1,000; Change in Capital Spending- 

10,000. The Free Cash Flow to Firm (FCFF) for the given data would be:                                                           

(a) 10,000                      (b) 12,250                     (c) 13,500                  (d)  15,000 

(iii) Shyam Ltd. has announced issue of warrants on 1: 1 basis for its equity share holders. The 

Exchange ratio is 1.00. The current market price of the stock is  10 and warrants are convertible at 

an exercise price of 11.71 per share. Warrants are detachable and are trading at  3. What is the 

minimum price of this warrant?                                                                                                                                 

(a) 3.00                    (b) Zero                     (c) 1.71                           (d) 2.00  

(iv) Given: The growth rate in the dividends is expected to be 8%. The Beta of the stock is 1.60 and 

the return on the market index is 13%. The required rate of return would be: (a) 14% (b) 16% (c) 

18% (d) 20%  

(v) Given: The risk-free rate is 5.5%; the market price of risk=7% and the company's Beta=1.2. The 

Cost of Equity would be                                                                                                                                               

(a) 11%                  (b) 13.9%                     (c) 15.2%                         (d) 16.3%  

 Answer:  

 (i)  (b) 10 per share.  Liquidation/share= ( 40 million - 20 million)/2 million =10 per share. 

 

 



 

 

(iii)  (b) Zero                                                                                                                                                                  

Minimum Price=(Market Price of Common Stock-Exercise Price)×Exchange Ratio                                                      

= (10.00 - 11.71) × 1.0 =  1.71.                                                                                                                                      

Thus, the minimum price of this warrant is considered to be zero, because things simply do not sell 

for negative prices.  

(iv) (b) 16%. Required rate of Return = Rf+β(Rm-Rf)                                                                                                    

=8%+ 1.60(13%-8%) =8+1.6×5=8+8=16%.  

(V) (b) 13.9% Cost of Equity=5.5% + 7% (1.2) =13.9%  

 

 

BUSINESS  VALUATION  BASICS 

1. Book value is                                                                                                                                                                 

a)  an accounting concept and implies historical assets less outside liabilities                                               

b)  an economic concept and implies historical assets less outside liabilities                                                              

c) an accounting concept and implies market value of assets less outside liabilities                                                 

d) an economic concept and implies market value of assets less outside liabilities  

 2. ---------------------would be applied to the cash flows of the government bonds, as compared to 

shares of a company                                                                                                                                                    

a) A lower discount               b) A higher discount                 c) Cost of equity                d) Cost of capital  

 3. The value of a firm’s equity is equal to value of the firm                                                                                                

a) less the value of  equity claims.                  b) less the value of non- equity claims.                                               

c) less the value of owners  equity.                d) None of the above  

 4. The method of capitalization of earnings for valuation of a business assumes                                                       

a) variable earnings for finite time.                   b) constant earnings for finite time.                                        

c) constant earnings for infinite time.              d) variable earnings for infinite time.  

 5.  Discounted cash flow valuation, relates the value of an asset to                                                                                  

a) the  future value of expected future cash flows on that asset                                                                               

b) the  present value of expected future cash flows on that asset                                                                         

c) the  present value of current cash flows on that asset                                                                                          

d) the  future value of  cash flows on that asset  

 6. Business is supposed to have a value for its performances _________.                                                            

a) done in past                            b) done in present                                                                                                                               

c) done in present and past     d) expected in future  

7. If a firm defers taxes, the taxes paid in the current period will be at a rate ____________ than 

the marginal tax rate.                                                                                                                                                           

a) higher                      b) lower                      c) compared                             d) same  



 

 

8. Production capacity is a ______________variable for valuation.                                                                       

a) marketing                      b) accounting                        c)  financial                    d) operational  

 9. The _____________ can value the company’s flexibility to alter its initial operating strategy in 

order to capitalize on favourable future growth opportunities or to react so as to mitigate losses.  

a) Real option technique approach             b) DCF approach                                                                                                 

c) Multiplier approach                                   d) Cost approach  

 10. Which one of the following statements is not true about Efficient market?                                                         

a)  Share prices behave randomly and do not show any systematic pattern in the behaviour                             

b)  Price of one share is independent of the price of other shares in the market                                                              

c)  Share prices fully reflect all available information                                                                                                               

d)  None can earn abnormally high profits on a constant basis  

 #Answer:                                                                                                                                                                                           

1 a);            2 a);             3 b);          4 c);          5 b);         6 d);             7 b);         8 d);          9 a);           10 b);  

 

 VALUATION  MODELS 

1. CAPM helps in determining __________ of return.                                                                                                 

a)  cash flows                   b) contingent value                                                                                                                          

c) actual rate                   d) required rate  

 2. For firms with negative FCFE and positive FCFF the present value of ______________ is the 

suitable model of valuation of equity. (FCFE/FCFF).                                                                                                 

a) FCFF.                       b) FCFE                         c) Cash flows                          d) Earnings  

 3. DCF analysis requires the revenue and expenses of...........                                                                                      

a) present                           b) past                             c) future                            d) None of the above  

 4. Which one is the advantage of DCF valuation                                                                                                                      

a)  It is not based upon an asset’s fundamentals                                                                                                                   

b)  It is not the right way to think about what an investor would get when buying an asset                                     

c) It forces an investor to think about the underlying features of the firm and understand its 

business                                                                                                                                                                                        

d)  All of these  

 5.  Under Asset based valuation approach individual assets are valued and aggregated in the 

process of finding                                                                                                                                                                     

a) enterprise value                   b)  True value                                                                                                                       

c) Real value                              d) Objective value  

 6. Estimated fair value of an asset is based on the .................. value of operating cash flows.                                    

a) current                      b) discounted                         c) future                          d)  none of these  



 

 

7. Which of the following statements is most accurate in describing a company’s book value?          

a) Book value increases when a company retains its net income                                                                                

b) Book value is usually equal to the company’s market value                                                                                 

c) The ultimate goal of management is to maximize book value                                                                                    

d) Book value decreases when a company retains its net income  

 8. A company’s cost of equity is often used as a proxy for investors                                                                                 

a) Average required rate of return                b) Minimum required rate of return                                                           

c)  Maximum required rate of return            d) No required rate of return  

 9. Book value is least likely to be considered when using                                                                                                      

a) A multiplier model                     b) An asset-based valuation model                                                                                                           

c) A present value model              d) none of the above  

 10.  An analyst who bases the calculation of intrinsic value on dividend-paying capacity rather 

than expected dividends will most likely use the:                                                                                                                  

a) Dividend discount model                       b)  Free cash flow to equity model                                                                  

c) Cash flow from operations model        d) CAPM  

#Answer:                                                                                                                                                                                                         

1 d);          2 a);          3 b);        4 c);         5 a);            6 b);           7 a);          8 b);          9 c);           10 b); 

 

VALUATION  OF  ASSETS  AND  LIABILITIES 

1. Default risk is lower in _________.                                                                                                                                                         

a)  Government bonds               b)  ICICI Bonds              c) Treasury bills              d) IDBI Bonds 

 2. The value of the bond depends on  ________ .                                                                                                                    

a) The coupon rate                                                                                                                                                                  

b) Years to maturity                                                                                                                                                                                 

c) Expected yield to maturity                                                                                                                                                                         

d) All of the above   

3. Coupon yield of the bond is   _______.                                                                                                                                           

a) The discounted value of bond                                                                                                                                              

b) Coupon payment stated as a percentage of bond features                                                                                                           

c) Coupon payment stated  as a percentage of bond’s present price                                                                            

d) a and c 

 4. Conceptual frame work of valuation through P/E ratio arises from  _______.                                                                

a) Multiple year holding model                                                                                                                                                 

b) Constant growth model                                                                                                                                                             

c) Two stage growth model                                                                                                                                                     

d) Three stage growth model  



 

 

5.  According to constant growth model, the next year’s dividend is 20%, required rate of return is 

10% and the growth rate is 15%. The market price would be _______.                                                                                          

a) 50                             b)55                                   c) 45                                        d) 40  

6. Economic Value Added is directly related to _______.                                                                                                                  

a) Shareholders’ value                b) Stakeholders’ value                                                                                                                 

c) Creditors’ value                        d) Debtors’ value  

7. Intangible assets are treated as ______.                                                                                                                                                

a) Fixed assets                       b) Fictitious assets                                                                                                                                       

c) Current assets                   d) None of the above  

8. An investment is risk free when actual returns are always--------------the expected returns.                                

a) equal to                    b) less than                     c) more than                d) depends upon circumstances 

 9. Negative EVAs                                                                                                                                                                        

a) Destroy shareholders  value         b) Create shareholders  value                                                                                       

c) Change shareholders  value          d) none of the above  

10.  For trading investments, the valuation is at                                                                                                        

a) Par value                     b) Fair value                  c) Current price                  d)  Market value  

 #Answer:                                                                                                                                                                                

1 c);           2 d);         3 c);         4 b);         5 d);         6 a);          7 a);          8 a);        9 a);        10 d); 

 

VALUATION  IN  MERGERS   AND  ACQUISITIONS 

1. A theory that explains why the total value from the combinations resulted from a merger is a 

greater that the sum of the values of the component companies operating independently is known 

as _____________ theory,                                                                                                                                            

a)  agency                          b)  hubris                                                                                                                       

c) synergy                          d) Banking   

 2. A method under which the value of an asset is based on calculating the costs avoided by the 

acquiring company when obtaining a pre-existing and fully functional asset is known as ---------------

----- Method.                                                                                                                                                            

a) Sunk Cost                          b) Avoided Cost                                                                                                                

c) Marginal Cost                   d) Incurred Cost  

 3. —————is the present value of expected future cash flows that will result from the combined 

operations and additional benefits expected to accrue.                                                                                     

a) Discounted Cash Flow Value                                                                                                                                            

b) Synergy Value                                                                                                                                                                        

c) Value gap                                                                                                                                                                             

d) Purchase price  



 

 

 4. If value of A Ltd. is 50, B Ltd. is 20 and on merger their combined value is 90 and A Ltd. receives 

premium on merger 12, the synergy for merger is (all amounts are in ₹ Lakhs)                                                   

a) 8                          b) 20                              c) 32                               d) 38  

 5.  In the context of an acquisition of a firm, which one of the following concepts of value is least 

relevant?                                                                                                                                                                           

a) Synergy Value                    b)  Market value                     c) Opportunity cost                    d) Value Gap  

 6. Shareholders of target companies are typically paid in                                                                                                  

a)  Government bonds held by the target company                                                                                                                             

b)  Government bonds held by the acquiring company                                                                                                       

c)  Cash and / or shares of the acquiring company                                                                                                           

d)  None of the above  

 7. In defending against a hostile takeover, the strategy that involves the target firm creating 

securities that give their holders certain right that become effective when a takeover is attempted 

is called ____________ strategy.                                                                                                                                       

a)   Shark repellent                        b)   Green mail                                                                                                                        

c)   Poison pill                                 d)   Golden parachute  

 8. A theory that explains why the total value from the combination resulted from a merger is 

greater than the sum of the value of the component companies operating independently is known 

as .................. theory.                                                                                                                                                       

a)   hubris                           b)  agency                      c)   operating                           d)   synergy  

 9. Spinoff involves division of company into wholly owned subsidiary  of  …………company by 

distribution of all its shares of subsidiary company on pro-rata basis                                                                        

a) subsidiary                         b) holding                       c) parent                       d) public  

 10. Tender offer involves making a public offer for acquiring the shares of a target company with a 

view to acquiring …………………in that company.                                                                                                       

a) control                 b)  management control                  c)  ownership control                 d)  debt control  

 #Answer:                                                                                                                                                                                              

1 c);          2 b);          3 b);          4 b);           5 c);          6 c);          7 c);           8 d);            9 c);           10 b); 

 

                      

                 DON’T   LET   YESTERDAY   

                                                             TAKE UP   TOO   MUCH  OF  TODAY. 

 

 

 



 

 

Objective Questions 

1.State whether the following statements are true or false:          

 (i) Market saturation of the product is an external factor responsible for corporate distress. 

 (ii) If the NPV of a project is positive, the Profitability Index will be less than one and then the 

project should be rejected. 

 (iii) Off-Balance Sheet financing is used to finance a company without showing debt on the face of 

the Balance Sheet.  

(iv) Horizontal financial statement analysis is useful in inter-firm comparison. 

 (v) A brand is nothing but a glorified product name; hence it has no value. 

 (vi) Higher Debt/Equity ratio implies higher valuation of a company. 

 (vii) Tobin's Q compares the market value of a company with the book value of its assets.  

 (viii) Economic Value Added represents the difference between profit and the cost of capital.  

#Answer:                                                                                                                                                                                      

(i) True                            (ii) False                          (iii) True                           (iv) False                                                                                                   

(v) False                         (vi) False                         (vii) False                         (viii) True  

 

2.State whether the following statements are true or false:          

 (i) Production, employment and consumption are significant data for financial analysis. 

 (ii) A financial model specifies the relationship between inputs and outputs.                                              

 (iii) Ratio analysis helps in determining the liquidity position of the firm. It is measured with the 

help of liquidity ratios. 

 (iv) Trend ratio shows the nature and rate of movement of various financial factors. 

 (v) Higher the Dividend Payout Ratio of a company, higher is its Price/Earning (P/E) Ratio.  

(vi) If a company has built up intangibles over a period of time. then it can show them in its 

Balance Sheet and thus, the book value of the company’s share will increase.  

 (vii) Whenever the yield on a bond is more than coupon rate, the bond will be trading at a 

discount.  

(viii) According to basic valuation model the value of a financial asset is present value of its 

expected future cash flows.   

 #Answer:                                                                                                                                                                             

(i) False                                    (ii) True                              (iii) True                         (iv) True                                                                                                                              

(v) True                                   (vi) False                           (vii) True                         (viii) True.   



 

 

3.State whether the following statlements are true or false: 

1. “Valuation is not an objective exercise, and any preconceptions and biases that an analyst 

brings to the process will find their way into value.” - True 

2. The Value may be defined as ‘the amount of money or other consideration asked for or given 

in exchange for something else’. - False 

3. Discounted cash flow valuation, relates the value of an asset to the present value of expected 

future cash flows on that asset - True 

4. One of the consequences of Efficient Market Hypothesis (EMH) is that the market will 

always have equilibrium price of a company’s share as determined by its fundamentals. - 

False 

5. The method of capitalization of earnings for valuation of a business assumes constant 

earnings for infinite time. - True 

6. The value of a firm’s equity is equal to value of the firm less the value of non- equity claims. - 

True 

7. Point estimation of the value of a business is the only right way to determine its value. - False 

8. A lower discount would be applied to the cash flows of the government bonds, as compared 

to shares of a company. - True 

9. Book value is an accounting concept and implies historical assets less outside liabilities. - 

True 

10. There are two premise of value, going concern and liquidation. - True 

11. According to basic valuation model, the value of a financial asset is present value of its 

expected future cash flows. - True 

12. Expected future yield is very low for a Stock with very high P/E ratio. - False 

13. Relative valuation is much more likely to reflect market perceptions and mood than DCF 

valuation. - True 

14. Industrial groups are inherently less conservative than investors in allocating resources. - 

False 

15. The CAPM assumes perfect market competition. - True 

16. Under discounted cash flow model of asset valuation, estimated cash flows during life of the 

asset are not required. - False 

17. If expected rate of return is more than required rate, stock should be sold. - False 

18. Intrinsic value of a share decreases after a bonus issue. - True 

19. As per Capital Asset Pricing Model (CAPM), the only relevant risk to price a security is 

Systematic Risk and not both Systematic as well as Unsystematic Risk. - True 

20. Under Asset based valuation approach individual assets are valued and aggregated in the 

process of finding the enterprise value. - True 

21. In condition of rising prices for change from LIFO to FIFO method, earnings should rise. - 

True 

22. Whenever the yield on a bond is more than coupon rate, the bond will be trading at a 

discount. - True 

23. Increasing the company’s future Economic Value Added is key to creating shareholder value. 

- True 

24. Zero coupon bonds have no coupon rate, hence no yield. - False 

25. Systematic risk of a portfolio is diversifiable. - False 

26. Deferred Tax Liabilities are the liabilities towards payment of tax at some future point of time 

and hence, while calculating the Net Worth of a company. - False 



 

 

27. A lower discount would be applied to the cash flows of a government bond compared to a 

corporate debenture. - True 

28. Price to Book Value (P/B) Ratio is a positive function of Price/Earning (P/E) Ratio but a 

negative function of Return on Equity. - False 

29. Divestitures represent the sale of a part of a total undertaking. - True 

30. For trading investments, the valuation is at market value. - True 

31. Exchange ratio of equity shares of merging firms is determined by their market price alone. - 

False 

32. Value gap is the difference between the synergy value and purchase price. - False 

33. In a debt for equity swap, a firm replacing equity with debt decreases its leverage ratio. - 

False 

34. In a reverse merger a smaller company acquires a larger company. - True 

35. In a synergistic merger, the post-merger value exceeds the sum of the separate companies’ 

pre-merger values. - True 

 

4.Fill in the blanks by using the words / phrases given in the brackets: (Answer in Bold and 

Underline font)  

1. The _____________ can value the company’s flexibility to alter its initial operating strategy 

in order to capitalize on favourable future growth opportunities or to react so as to mitigate 

losses. (Real option technique approach / DCF approach) 

2. Business is supposed to have a value for its performances _________. (done in past /expected 

in future) 

3. Relative valuation approach is also known as ____________ approach. (market/income) 

4. —————is one in which security prices fully reflect the available information. (Efficient 

Market/Stock Market) 

5. Key to income based approach of valuation is --------------------(capitalization rate/ internal 

rate of return) 

6. If a firm defers taxes, the taxes paid in the current period will be at a rate------------------than 

the marginal tax rate. (lower / higher) 

7. The value of an asset must equal the ----------------------- of its future cash flows. (Present 

value/ expected value) 

8. A Valuation is an objective search for--------------------value. (Fair/ True) 

9. ----------------------- measures the variation of distribution for the expected returns. (Standard 

deviation/ Regression) 

10. Production capacity is a ______________variable for valuation. (operational / financial) 

11. In DCF valuation, the value of an asset is present value of —————cash flows on the 

asset, (actual/ expected) 

12. A ratio that presents willingness of the stock market to pay for one rupee of earning per share 

is called __________. (Price to Earnings Ratio/Earnings to Price Ratio/price to Net Profit 

Ratio) 

13. CAPM helps in determining __________ of return. (actual rate/required rate) 

14. If capitalization rate is reduced by growth rate, the Cash Flows should also be reduced by 

_____________. (capital expenditure/dividend payment) 

15. For firms with negative FCFE and positive FCFF the present value of ______________ is the 

suitable model of valuation of equity. (FCFE/FCFF). 



 

 

16. The required rate of return may also be called ______________of capital.(cost / opportunity 

cost ) 

17. The CAPM model assumes _____________market competition, (perfect / imperfect) 

18. DCF analysis requires the revenue and expenses of...........(past/future) 

19. Under DCF valuation technique, higher rates of discount will be used for ....................project. 

(safe / risky) 

20. Intangible assets are treated as —————assets. (Fictitious/Fixed) 

21. —————is a measure of value of which tells whether a company is able to generate returns 

that exceed the costs of capital employed. (Economic Value Added/Market Value Added/ 

Enterprise Value Added) 

22. If a bond of a company is trading at a premium in the market then its yield-to-maturity will be 

______________ its current yield. (more than / less than / same as) 

23. Net Operating Profit After Taxes (Capital Employed x the Cost of Capital) is 

called______________. (Book Value Added/Market Value Added/ Economic Value Added) 

24. Current liabilities are payable____________ (within/beyond) a period of 1 year. 

25. Super profit is the excess of future maintainable profits over _____________ expected profits. 

(normally/ abnormally) 

26. A firm having positive EAT but negative EVA is actually ___________ Value. (creating 

/destroying) 

27. The stronger a brand of a company is, -------------its risk, (lower is/higher is/nothing can be 

said regarding) 

28. The ---------------(Tangible/ Intangible)Assets monitor is a management tool for 

organizations that wish to track and value their-------------assets, (tangible/ intangible) 

29. EVA is ----------------related to shareholders’ value. (directly / inversely) 

30. —————involves splitting up of a large company such as a conglomerate comprising of 

different divisions, into separate companies. (Amalgamation/Demerger) 

31. Recent acquisition shows that the price paid for an acquired company is almost invariably 

higher than its book value and the difference is incorporated under conventional accounting 

practice as —————. (capital reserve/goodwill) 

32. A theory of Mergers and Acquisitions that explains the result of the winner’s curse, causing a 

bidder to overpay is called ______________. (Synergy/Hubris/Agency) 

33. In the —————Approach, the key relationships are computed for a group of similar 

companies or transactions as a basis for valuation of companies involved in a merger or 

takeover. (Comparable companies/Industry/Real Option) 

34. Premium paid by target company to buy-back its shares from a potential acquirer is called 

_____________ (Green Shoe Option/Green Bid/Greenmail) 

35. A theory that explains why the total value from the combinations resulted from a merger is a 

greater that the sum of the values of the component companies operating independently is 

known as _____________ theory, (synergy/hubris/agency) 

36. Post merger control and the --------------------are two of the most important issues in agreeing 

on the terms of merger. (calculated price/negotiated price) 

37. A method under which the value of an asset is based on calculating the costs avoided by the 

acquiring company when obtaining a pre-existing and fully functional asset is known as -------

------------- Method.(Sunk Cost/ Marginal Cost/Avoided Cost/Incurred Cost) 

38. A type of merger ......................., takes place when two companies in unrelated lines of 

business with nothing in common join hands. (Vertical Integration / Horizontal Integration / 

Conglomerate) 



 

 

39. ................................is the present value of expected future cash flows that will result from the 

combined operations and additional benefits expected to accrue. (Discount Cash Flow 

Value/Synergy Value/Value Gap/Purchase Price) 

 

5.Choose the correct answer 

1. Which one of the following statements is not true about Efficient market? 

(A) Share prices behave randomly and do not show any systematic pattern in the behavior 

(B) Price of one share is independent of the price of other shares in the market 

(C) Share prices fully reflect all available information 

(D) None can earn abnormally high profits on a constant basis 

Answer: (B) Price of one share is independent of the price of other shares in the market 

2. The value of an asset by looking at the pricing of ‘Comparable’ assets relative to a common 

variable like earnings, cash flows, book value or sale, is…….. 

(A) Discounted cash flow valuation 

(B) Relative valuation 

(C) Contingent claim valuation 

(D) Free cash flow valuation 

Answer: (B) Relative valuation 

 

3. Which of the one is not the principles of Valuation 

(A) Principles of Substitution 

(B) Principle of Time Value of Money 

(C) Principle of Risk & Return 

(D) Discounted cash flow Valuation 

Answer: (D) Discounted Cash Flow Valuation 

 

4. …….. is the “Typical price a product fetches in an unregulated market” 

(A) Value 

(B) Price 

(C) Valuer 

(D) Mutual fund 

Answer : (A) Value 



 

 

5. If the expected rate of return on a stock exceeds the required rate 

(A) The stock is experiencing super normal growth 

(B) The stock should be sold 

(C) The company is not probably trying to maximize price per share 

(D) The stock is a good buy 

Answer : (D) The stock is a good buy 

6.  If a company has a P/E ratio of 20 and a ROE (Return on Equity) of 15% then the Market to 

Book Value Ratio is- 

(A) 3 times 

(B) 3% 

(C) Cannot be calculated from the given information 

(D) None of the above 

Answer: (A) 3 times 

 

7. If an all equity firm has Cash from Operating Activities amounting to Rs.60 lakhs, 

Depreciation Rs.30 lakhs, increase in non-cash working capital Rs.25 lakhs and Capital 

expenditure Rs.20 lakhs, its Free Cash Flows to Equity amounts to (in Rs.lakhs) 

(A) 90 lakhs 

(B) 45 lakhs 

(C) 40 lakhs 

(D) 65 lakhs 

Answer: (C)40 lakhs [60 -20 = 40] [Dep. and WC change already adjusted in Cash Flows and no 

adjustment for cost of Debt Capital, the firm being all equity.] 

 

8. Assume that in a Stock Market, the CAPM is working. A company has presently beta of 0.84 

and its going to finance its new project through debt. This would increase its Debt/Equity 

Ratio to 1.56 from the existing 1.26. Due to increased Debt/Equity Ratio, the Company’s beta 

would 

(A) Increase 

(B) Decrease 

(C) Remain unchanged 

(D) Nothing can be concluded 

Answer: (C)Remain unchanged (Because as per CAPM, the company specific risk has no impact 

on the systematic risk) 



 

 

9. Which one is the advantage of DCF valuation 

(A) It is not based upon an asset’s fundamentals 

(B) It is not the right way to think about what an investor would get when buying an asset 

(C) It forces an investor to think about the underlying features of the firm and understand its 

business 

(D) All of these 

Answer: (C) It forces an investor to think about the underlying features of the firm and 

understand its business 

 

10. Estimated fair value of an asset is based on the .................. value of operating cash flows. 

(A) current 

(B) discounted 

(C) future 

(D) none of these 

Answer: (B) discounted - In Discounted Cash Flow (DCF) valuation, the value of an asset is the 

present value of the expected cash flows on the asset. 

 

11. X Ltd’s share beta factor is 1.40. The risk free rate of interest on government securities is 9%. 

The expected rate of return on the company equity shares is 16%. The cost of equity capital 

based on CAPM is- 

(A) 15.8% 

(B) 16% 

(C) 18.8% 

(D) 9% 

Answer: (C)18.8% 

 

12. Which is not a, human –capital related intangible asset? 

(A) Trained workforce 

(B) Employment agreements 

(C) Union contracts 

(D) Design patent 

Answer: (D) Design Patent 



 

 

13. X Ltd. has Rs.100 crores worth of common equity on its balance sheet comprising of 50 lakhs 

shares. The company’s Market Value Added (MVA) is Rs.24 crores. What is company’s stock 

price? 

(A) Rs.230                  (B) Rs.238               (C) Rs.248                      (D) Rs.264 

Answer: (C) Rs.248 (= Rs.(100+24) crores / 50 lakhs shares) 

 

14. A firm’s current assets and current liabilities are 1600 and 1000 respectively. How much can it 

borrow on a short-term basis without reducing the current ratio below 1.25? 

(A) Rs.1,000 

(B) Rs.1,200 

(C) Rs.1,400 

(D) Rs.1,600 

Answer: (B) Rs.1400 

Amount of borrowing be x. (Current Asset will increase because borrowing will increase the cash 

amount) 

1600 + X / 1000 + X = 1.25 Or,  X 1400 

 

15. Identify which of the following is not a financial liability 

(A) X Ltd. has 1 lakh Rs.10 ordinary shares issued 

(B) X Ltd. has 1 lakh 8% Rs.10 redeemable preference shares issued 

(C) X Ltd. has Rs.2,00,000 of 6% bonds issued 

(D) Both (A) and (B) 

Answer: (A) X Ltd. has 1 lakh Rs.10 ordinary shares issued. A share is an indivisible unit of 

capital, expressing the proprietary relationship between the company and the shareholder. 

 

16. An investment is risk free when actual returns are always--------------the expected returns. 

(A) equal to 

(B) less than 

(C) more than 

(D) depends upon circumstances 

Answer: (A) Equal to 

 



 

 

17. If value of A Ltd. is 50, B Ltd. is 20 and on merger their combined value is 90 and A Ltd. 

receives premium on merger 12, the synergy for merger is (all amounts are in Rs.Lakhs) 

(A) 8 

(B) 20 

(C) 32 

(D) 38 

Answer: (B) 20 [90-(50 + 20)]. Premium on merger is irrelevant. 

 

18. P intends to acquire R (by merger) based on market price of the shares. The following 

information is available of the two companies.  

   P       R 

No. of Equity shares            10,00,000              6,00,000 

Earnings after tax (Rs.)           50,00,000        18,00,000 

Market value per share  Rs.30   Rs.25 

New EPS of P after merger? 

(A) Rs.4.00 

(B) Rs.4.05 

(C) Rs.4.60 

(D) Rs.4.53 

Answer: (D) No. of shares R Ltd. will get in P Ltd. based on market price 

= 25/30 × 6,00,000 = 5,00,000 Shares 

Total No. of Equity shares of P. Ltd = 10,00,000 + 5,00,000 = 15,00,000 shares 

Total earnings = 50,00,000 + 18,00,000 = Rs.68,00,000. 

The new EPS of P. Ltd. after merger = 68,00,000/15,00,000= Rs.4.53 

 

19. Which one of the following is not a measure taken by a target firm to avoid acquisition? 

(A) Poison Puts 

(B) Poison Calls 

(C) Golden Parachute 

(D) Flip Over Pill 

Answer: (B)Poison Calls 



 

 

20. A Ltd. acquires B Ltd. by exchange of shares. EPS of A Ltd. and B Ltd. shares are Rs.50 and 

Rs.40 respectively. No. of shares of A Ltd. and B Ltd. are 80,000 and 50,000 respectively. 

What No. of shares A Ltd. requires to issue to B Ltd. in order to ensure that EPS of A Ltd. 

would remain same after merger? (Assume that earnings of the merged company would be 

equal to the aggregate of the earnings of the companies before merger) 

(A) Cannot be computed 

(B) 25,000 

(C) 40,000 

(D) 1,00,000 

Answer: (C) 40000 (B Ltd. Earnings/EPS of A Ltd. = 40x50000/50 = 40000) 

 

21. In the context of an acquisition of a firm, which one of the following concepts of value is least 

relevant? 

(A) Market Value 

(B) Opportunity Cost 

(C) Synergy Value 

(D) Value Gap 

Answer: (B)Opportunity Cost 

 

22. Shareholders of target companies are typically paid in 

(A) Government bonds held by the target company 

(B) Government bonds held by the acquiring company 

(C) Cash and / or shares of the acquiring company 

(D) None of the above 

Answer: (C)Cash and/or shares of the acquiring company. 

 

23. Which Accounting Standard is issued by the Institute of Chartered Accountants of India on 

Accounting for Amalgamation 

(A) AS—9 

(B) AS—12 

(C) AS—14 

(D) AS—18 

Answer: (C)AS —14 



 

 

24. In defending against a hostile takeover, the strategy that involves the target firm creating 

securities that give their holders certain right that become effective when a takeover is 

attempted is called ____________ strategy. 

(A) Shark repellent                (B) Green mail           (C) Poison pill              (D) Golden parachute 

Answer: (C)Poison pill 

25. A theory that explains why the total value from the combination resulted from a merger is 

greater than the sum of the value of the component companies operating independently is 

known as .................. theory. 

(A) hubris                       (B) agency                       (C) operating                 (D) synergy 

Answer:(D)synergy. The idea that the value and performance of two companies combined will 

be greater than the sum of the separate individual parts is called Synergy. This term is used 

mostly in the context of mergers and acquisitions. For example, if Company A has an excellent 

product but lousy distribution whereas Company B has a great distribution system but poor 

products, the companies could create synergy with a merger. 

 

26. It is assumed that M. Ltd., would realize Rs. 40 million from the liquidation of its assets. It 

pays Rs. 20 millions to its creditors and Preference Shareholders in full and final settlement of 

their claims. If the number of Equity Shares of M. Ltd. is 2 million, the Liquidation per Share 

would be:  

(a) Rs. 1 per Share  

(b) Rs. 10 per Share  

(c) Rs. 12 per Share  

(d) Rs. 15 per Share  

Answer: (b)  Rs. 10 per share.   

Liquidation/share= (Rs. 40 million - Rs.20 million)/2 million =Rs. 10 per share. 

 

27. Assume that the following details are given for a company:  

Sales- Rs. 1,00,000; Costs- Rs. 75,000; Depreciation- Rs. 20,000; Tax- 35%; Change in 

Net Working Capital- Rs. 1,000; Change in Capital Spending- Rs. 10,000.  

The Free Cash Flow to Firm (FCFF) for the given data would be:  

(a) Rs. 10,000  

(b) Rs. 12,250  

(c) Rs. 13,500  

(d) Rs. 15,000  

Answer: (b)  Rs. 12,250.  

 Sales-Costs-Depreciation  Rs.5,000   

Less: Tax  Rs.1,750  

PAT  Rs.3,250  

Add: Depreciation  Rs.20,000  

Less: Change in Net Working Capital  Rs. 1,000  

Less: Change in Capital Spending  Rs. 10,000  

Free Cash Flow to Firm (FCFF)  Rs. 12,250  

 

 



 

 

28. Shyam Ltd. has announced issue of warrants on 1: 1 basis for its equity share holders. The 

Exchange ratio is 1.00. The current market price of the stock is Rs. 10 and warrants are 

convertible at an exercise price of Rs. 11.71 per share. Warrants are detachable and are trading 

at Rs. 3. What is the minimum price of this warrant?  

(a) Rs. 3.00  

(b) Zero  

(c) Rs. 1.71  

(d) Rs. 2.00  

Answer: (b) Zero  

Minimum Price=(Market Price of Common Stock-Exercise Price)×Exchange Ratio  

= (Rs. 10.00 - 11.71) × 1.0 = Rs. 1.71.  

Thus, the minimum price of this warrant is considered to be zero, because things simply do not sell 

for negative prices. 

 

29. Given: The growth rate in the dividends is expected to be 8%. The Beta of the stock is  

1.60 and the return on the market index is 13%.  

The required rate of return would be:  

(a) 14%             (b)16%                  (c)18%                     (d)20% 

 

Answer : (b)  16%.  

Required rate of Return = Rf+β(Rm-Rf) =8%+ 1.60(13%-8%) =8+1.6×5=8+8=16%. 

 

30. The risk-free rate is 5.5%; the market price of risk=7% and the company's Beta=1.2.  

The Cost of Equity would be  

(a) 11%  

(b) 13.9%  

(c) 15.2%  

(d) 16.3%  

 Answer: (b)  13.9%  

Cost of Equity=5.5% + 7% (1.2) =13.9%  

31. If a company has a P/E ratio of 20 and a ROE (Return on Equity) of 15%, then the Market to 

Book Value Ratio is  

(A) 3 times  

(B) 3%  

(C) cannot be calculated from the given information  

(D) None of the above  

Answer - (i) (A) 3 times, (Since P/E x ROE = 20 x 0.15) 

 

32. Assume that in a stock market the CAPM is working. A company has presently beta of 0.84 

and its going to finance its new project through debt. This would increase its debt/equity 

ratio to 1.56 from the existing 1.26. Due to increased debt/equity ratio, the company‟s beta 

would  

(A) increase  

(B) decrease  

(C) remain unchanged  

(D) nothing can be concluded  

Answer - (C) Remain unchanged (Because as per CAPM the company specific risk has no 

impact on the systematic risk) 

 

 



 

 

33. Identify which of the following is not a financial liability?  

(A) X Ltd. has 1 lakh Rs. 10 ordinary shares issued.  

(B) X Ltd. has 1 lakh 8% Rs. 10 redeemable preference shares issued.  

(C) X Ltd. has Rs. 2,00,000 of 6% bond issued.  

(D) Both (A) and (B) 

                                                                                                                                                            

Answer – (A) X Ltd. has 1 lakh Rs. 10 ordinary shares issued (A share is an indivisible unit 

of capital, expressing the proprietary relationship between the company and the shareholder) 

 

34. X Ltd.’s share beta factor is 1.40. The risk free rate of interest on government securities is 

9%. The expected rate of return on the company equity shares is 16%. The cost of equity 

capital based on CAPM is  

(A) 15.8%  

(B) 16%  

(C) 18.8%  

(D) 9%           

                                                                                                                                                        

Answer – (c) 18.8% [ 9%+1.40(16%-9%)]= 9%+9.8%=18.8% 

 

35. A firm current assets and current liabilities are Rs. 1,600 and Rs. 1,000 respectively. How 

much can it borrow on a short-term basis without reducing the current ratio below 1.25?  

(A) Rs. 1,000  

(B) Rs. 1,200  

(C) Rs. 1,400  

(D) Rs. 1,600                                                                                                          

                                                                                                                                                                

Answer – (b) Amount of borrowing be x [current asset will increase because borrowing will 

increase the cash amount] 1600+X divided by 1000+X= current ratio 1.25 X =1400 

 

36. If a company has a P/E ratio of 12 and a Market to Book Value Ratio 2.10, then its Return on 

Equity will be 

(a) 14.10% 

(b) 17.50% 

(c) 25.20% 

(d) None of the above 

Answer: (b) Return on Equity will be 17.5% ( = 2.10/12) 

 

37. A firm has PAT of Rs. 33.6 lakh with extraordinary income of Rs. 6 lakh. Cost of capital is 

20% and the applicable tax rate is 40%. The value of the firm is 

(a) Rs. 250 lakh 

(b) Rs. 150 lakh 

(c) Rs. 180 lakh 

(d) Rs. 168 lakh 

Answer:  (b) Rs. 150 lakh  

PAT = Rs. 33.6 lacs 

PBT = Rs. (33.6/0.6) lacs   =  Rs. 56 lacs  

Less: extraordinary income  =  Rs. 6 lacs  

    =  Rs. 50 lacs  

Less: Tax @ 40%   =  Rs. 20 lacs  

=  Rs. 30 lacs  

Value = Rs. 30 lacs/ 0.20  =  Rs. 150 lacs 

 



 

 

38. Firms that intend to buy only a small percentage of the outstanding stock can buy them in the 

market, in a process called 

(a) Repurchase tender offer 

(b) Open market purchase 

(c) Privately negotiated repurchase 

(d) None of the above 

 

Answer: (b) Open market purchase 

 

39. ______________ is a measure of value of which tells whether a company is able to generate 

returns that exceed the costs of capital employed. 

(a) Cost of capital 

(b) Economic Value Added 

(c) Market value added 

(d) Financial profit 

 

Answer: (b) Economic Value Added 

 

40. If the divestiture value is greater than the present value of the expected cash flows, the value 

of the divesting firm will 

(a) increase on the divestiture. 

(b) decrease on the divestiture. 

(c) remains same on the divestiture.  

(d) None of the above 

 

Answer: (a) Increase on the divestiture  

How does a divestiture affect a firm’s value? To answer this question, need to compare the 

price received on the divestiture to the present value of the expected cash flows that the firm 

would have from the divested assets. If the divestiture value is greater than the present value 

of expected cash flows, the value of the firm will increase on divestiture. 

 

 

 

      “STRIVE  FOR  PROGRESS, 

                                            NOT  PERFECTION”. 


