
Test Series: February, 2014 

MOCK TEST PAPER – 1  

FINAL COURSE: GROUP – I  

PAPER – 1: FINANCIAL REPORTING 
Question No. 1 is compulsory. 

Attempt any five questions from the remaining six Questions. 
Working notes should form part of the answer. 

Wherever necessary, suitable assumptions may be made by the candidates. 

Time Allowed – 3 Hours Maximum Marks – 100 
1. (a) Take Ltd. has borrowed ` 30 lakhs from State Bank of India during the financial year 

2011-12. The borrowings are used to invest in shares of Give Ltd., a subsidiary 
company of Take Ltd., which is implementing a new project, estimated to cost  
` 50 lakhs. As on 31st March, 2012, since the said project was not complete, the 
directors of Take Ltd. resolved to capitalize the interest accruing on borrowings 
amounting to ` 4 lakhs and add it to the cost of investments. Comment. 

(b)  The closing inventory at cost of a Company amounted to ` 9,56,700. The following 
items were included at cost in the total: 
(i) 350 Shirts, which had cost ` 380 each and normally sold for ` 750 each. 

Owing to a defect in manufacture, they were all sold after the balance sheet 
date at 50% of their normal price. Selling expenses amounted to 5% of the 
proceeds. 

(ii) 700 Trousers, which had cost ` 520 each. These too were found to be 
defective. Selling expenses for the batch totaled ` 3,800. They were sold for  
` 950 each.  

What should be the closing inventory value (to the nearest rupee), after considering 
the above items?  

(c) A Ltd. holds an option to purchase equity shares in a listed company B Ltd. for ` 5 
per share at the end of a 90 day period. State whether the option is a derivative 
financial asset or not with reasons. 

(d) Kismis Ltd. is a 100% subsidiary of Kaju Ltd.  Which of the following are related 
party transactions for the purpose of consolidated financial statements? 
(i)  Salary paid to employees of Kismis Ltd.  
(ii)  Loans given to employees of Kaju Ltd.  
(iii)  Inter-company sales between Kaju Ltd. and Kismis Ltd.  
(iv)  Loan given by Kismis Ltd. to managing director of Kaju Ltd.  
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(v) Transfer of Asset by Kaju Ltd. to Kismis Ltd.       (4 × 5 = 20 Marks) 
2. H Ltd., which has an authorised and issued share capital of 10 crore equity shares of  

` 10 each fully paid, has a balance of revenue reserve of ` 1,62,000 thousand on  
31st March, 2011, after paying a dividend for the year ended on that date.  
You are also given the following information:  
(1)  On 1st April, 2011, H Ltd. purchased 90 lakh of the 4 crore issued equity shares of  

` 10 each fully paid in A Ltd. for ` 1,42,500 thousand.  The balance in revenue 
reserve of A Ltd. as on 31st March, 2011 was ` 3,45,000 thousand after paying 
dividend for the year.  

(2)  For the year ended 31st March 2012, H Ltd. made a trading profit of ` 1,84,000 
thousand and paid a dividend of 15% while Anoop Ltd. made a trading profit of  
` 1,40,000 thousand and paid a dividend of 20%.  

(3)  For the year ended 31st March, 2013, H Ltd. made a trading profit of ` 2,65,400 
thousand and paid a dividend of 20% while A Ltd. incurred a trading loss of  
` 1,41,000 thousand and no dividend was paid.  

(4)  During the year ended 31st March, 2013, A Ltd. had manufactured and sold to H Ltd. 
an item of plant for ` 80,000 thousand which included 25% profit on selling price to 
A Ltd.  The plant had been included in the fixed assets of H Ltd. and a full year's 
depreciation had been provided thereon at 20% on cost. 

You are required to show the relevant Notes to Accounts for the Consolidated Balance 
Sheet of H Ltd. as on 31st March, 2013, together with the corresponding figures for the 
preceding year, assuming that H Ltd. has a subsidiary and it prepared consolidated 
financial statements on 31.3.2012 as well as 31.3.2013.  (16 Marks) 

3. (a) Templeton Finance Ltd. is a non-banking finance company. The extracts of its 
balance sheet are given below:  

Liabilities  Amount Assets  Amount 
 ` in 000  ` in 000 
Paid-up equity capital  100  Leased out assets  800  
Free reserves  500  Investment:   
Loans  400  In shares of subsidiaries 

  
 

Deposits  400  group companies  100  
  In debentures of 

subsidiaries and group 
 

 
100 

  Cash and bank balances  200  
   Deferred expenditure    200  
 1,400   1,400  
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 You are required to compute 'Net owned Fund' of Templeton Finance Ltd. as per the 
NBFC (Deposit Accepting or Holding) Companies Prudential Norms (RBI) Directions 
2007.    (8 Marks) 

(b)  OM Commercial Bank has a criterion that it will give loan to companies that have an 
economic value added greater than zero for the past three years on average.  The 
bank is considering lending money to a small company that has the economic value 
characteristics shown below.  Does that company meet the bank’s criterion for a 
positive economic value added?  The data relating to the company is as follows: 
(i) Average operating income after tax equals ` 25,00,000 per year for the last 

three years. 
(ii) The average total assets of company over the past three years equals  

` 75,00,000. 
(iii) The weighted average cost of capital appropriate for the company equals 10% 

which is applicable to all three years. 
(iv) The company’s average current liabilities over the past three year equals  

` 15,00,000.  (8 Marks) 
4. The summarized Balance Sheet of Tirupati Limited as on 31.12.2012 is as follows: 

Liabilities (` in 
lakhs) 

Assets (` in 
lakhs) 

1,00,000 equity shares of  Goodwill 5 
` 10 each fully paid 10 Fixed assets 15 
1,00,000 equity shares of  Other tangible assets 5 
` 6 each, fully paid up 6 Intangible assets (market value) 3 
Reserves and Surplus 2   
Liabilities  10    
 28  28 

 Fixed assets are worth ` 24 lakhs. Other Tangible assets are revalued at ` 3 lakhs.  The 
company is expected to settle the disputed bonus claim of ` 1 lakh not provided for in the 
accounts. Goodwill appearing in the Balance Sheet is purchased goodwill. It is 
considered reasonable to increase the value of goodwill by an amount equal to average 
of the book value and a valuation made at 3 years’ purchase of average super-profit for 
the last 4 year.  

 After tax, profits and dividend rates were as follows: 
Year PAT Dividend % 

 (`in lakhs)  
2009 3.0 11% 
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2010 3.5 12% 
2011 4.0 13% 
2012 4.1 14% 

 Normal expectation in the industry to which the company belongs is 10%. 
 C holds 20,000 equity shares of `10 each fully paid and 10,000 equity shares of `6 each, 

fully paid up. He wants to sell away his holdings. 
Determine the break-up value and market value of both kinds of shares.  
What should be the fair value of shares, if controlling interest is being sold?     (16 Marks) 

5. (a) From the following data, prepare a Value Added Statement of Merit Ltd., for the year 
ended 31.3.2012: 

Particulars ` Particulars ` 

Decrease in Stock 24,000 Sales 40,57,000 
Purchases 20,20,000 Other Income 55,000 
Wages & Salaries 10,00,000   
Manufacturing & Other Expenses 2,30,000   
Finance Charges 4,69,000   
Depreciation 2,44,000   
Profit Before Taxation  1,25,000    
Total 41,12,000  41,12,000 
Particulars ` 

Profit Before Taxation 1,25,000 
Less: Tax Provisions (40,000) 
 Income Tax Payments (for earlier years) (3,000) 
Profit After Taxation 82,000 
Appropriations of PAT  
Debenture Redemption Reserve 10,000 
General Reserve 10,000 
Proposed Dividend 35,000 
Balance carried to balance Sheet 27,000 
Total 82,000 

(b) S Ltd. grants 1,000 options to its employees on 1.4.2010 at ` 60.  The vesting 
period is two and a half years.  Market price on that date is ` 90.  All the options 
were exercised on 31.7.2013.  Journalize, if the face value of equity share is ` 10 
per share.   (10 + 6 = 16 Marks) 
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6. (a)  The Balance Sheet of Appropriate Ltd. as at 31st March, 2013 is as follows:.  

 Note 
No. 

31st 
March, 

2013 

31st 
March, 

2012 
Equity & Liabilities    
Share Capital 1 XXX XXX 
Reserves and Surplus 2 0 0 
Employee stock option outstanding 3 XXX XXX 
Share application money refundable 4 XXX XXX 
Non-Current Liabilities    
 Deferred tax liability (Arising from Indian Income Tax) 5 XXX XXX 
Current Liabilities    
 Trade Payables 6   XXX    XXX 

Total   XXXX XXXX 
Assets    
Non-Current Assets    
 Fixed Assets -Tangible 7 XXX XXX 
 Capital Work in progress (including capital advances) 8 XXX XXX 
Current Assets    
 Trade Receivables 9 XXX XXX 
 Deferred Tax Asset (Arising from Indian Income Tax) 10 XXX XXX 
 Profit and Loss (Debit balance)    XXX   XXX 

Total  XXXX XXXX 

 Comment on the presentation in terms of revised Schedule VI and Accounting 
Standards notified by the Central Government. 

(b) Luck Mutual Fund is registered with SEBI and having its registered office at 
Mumbai. The fund is in the process of finalising the annual statement of accounts of 
one of its open ended mutual fund schemes. From the information furnished below 
you are required to prepare a statement showing the movement of unit holders’ 
funds for the financial year ended 31st March, 2012. 

 ` ’000 
Opening Balance of net assets 12,00,000 
Net Income for the year (Audited) 85,000 
8,50,200 units issued during 2011-12 96,500 
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7,52,300 units redeemed during 2011-12 71,320 
The par value per unit is ` 100  

 (12 + 4 = 16 Marks) 
7. Answer any four of the following: 

(a) A Company is in the process of setting up a production line for manufacturing a new 
product. Based on trial runs conducted by the company, it was noticed that the 
production lines output was not of the desired quality. However, company has taken 
a decision to manufacture and sell the sub-standard product over the next one year 
due to the huge investment involved. 

In the background of the relevant accounting standard, advise the company on the 
cut-off date for capitalization of the project cost. 

(b)   X Limited was making provisions up to 31-3-2012 for non-moving inventories based 
on  no issues for the last 12 months. Based on a technical evaluation the company 
wants to make provisions during the year 31-03-2013 in the following manner: 

Total value of inventory ` 3 crores. 

Provision required based on 12 months ` 8 lakhs. 

Provision required based on technical evaluation ` 7.50 lakhs. 

Does this amount to change in accounting policy? 

Can the company change the method of provision? 
(c)  Annual lease rent = ` 40,000 at the end of each year 
 Lease period = 5 years 
 Guaranteed residual value = ` 14,000 
 Fair value at the inception (beginning) of lease = ` 1,50,000 

  Interest rate implicit on lease is 12.6%. The present value factors at 12.6% are 0.89, 
0.79, 0.7, 0.622, 0.552 at the end of first, second, third, fourth and fifth year 
respectively. 

  Show the Journal entry to record the asset taken on finance lease in the books of 
the lessee. 

(d) How should the following be recognised and measured in the interim financial 
statements? 
(i) Gratuity and other defined benefit schemes;  
(ii) Year-end bonus;  
(iii) Income-tax expense;  
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(iv) Provisions  
(v) Foreign currency translation gains and losses. 

(e)  Comment whether other income like (i) export incentives; and (ii) interest from 
customers should be considered/included as segment revenue or not as per AS 17. 

 (4 x 4 =16 Marks) 
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