
Test Series: February, 2015 
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) A Company follows April to March as its financial year. The Company recognizes 

cheques dated 31st March or before, received from customers after balance sheet 
date, but before approval of financial statement by debiting ‘Cheques in hand 
account’ and crediting ‘Debtors account’. The ‘cheques in hand’ is shown in the 
Balance Sheet as an item of cash and cash equivalents. All cheques in hand are 
presented to bank in the month of April and are also realised in the same month in 
normal course after deposit in the bank.  State with reasons, whether the collection 
of cheques bearing date 31st March or before, but received after Balance Sheet date 
is an adjusting event and how this fact is to be disclosed by the company? 

(b) Explore Ltd. is engaged in research on a new process design for its product. It had 
incurred Rs. 10 lakh on research during first 5 months of the financial year 2013-14. 
The development of the process began on 1st September, 2013 and upto  
31st March, 2014, a sum of Rs. 8 lakh was incurred as Development Phase 
Expenditure, which meets assets recognition criteria.  

 From 1st April, 2014, the Company has implemented the new process design and it 
is likely that this will result in after tax saving of Rs. 2 lakh per annum for next five 
years.   The cost of capital is 10%.  The present value of annuity factor of Rs. 1 for 
5 years @ 10% is 3.7908.  

 Explain the treatment of Research and Development cost of the project as per the 
relevant standards. 

(c) An employee Sahil has joined a company XYZ Ltd. in the year 2013.  The annual 
emoluments of Sahil as decided is Rs.14,90,210.  The company also has a policy of 
giving a lump sum payment of 25% of the last drawn salary of the employee for 
each completed year of service if the employee retires after completing minimum  
5 years of service.  The salary of the Sahil is expected to grow @ 10% per annum. 

 The company has inducted Sahil in the beginning of the year and it is expected that 
he will complete the minimum five year term before retiring. 
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 What is the amount the company should charge in its Profit and Loss account every 
year as cost for the Defined Benefit obligation?  Also calculate the current service 
cost and the interest cost to be charged per year assuming a discount rate of 8%. 

 (P.V factor for 8% - 0.735, 0.794, 0.857, 0.926, 1) 
(d) Multi-tasking Limited is working on different projects which are likely to be 

completed within 3 years period.  It recognizes revenue, from these contracts on the 
basis of percentage of completion method in the financial statements of 2012-2013, 
2013-2014 and 2014-2015, for Rs. 11,00,000, Rs. 16,00,000 and Rs. 21,00,000 
respectively.  However, for Income-tax purpose, it has adopted the completed 
contract method under which it has recognized revenue of Rs. 7,00,000, Rs. 
18,00,000 and Rs. 23,00,000 for the years 2012-2013, 2013-2014 and 2014-2015 
respectively.  Income-tax rate is 35%. Compute the amount of deferred tax 
asset/liability for the years 2012-2013, 2013-2014 and 2014-2015.(4 × 5 = 20 Marks) 

2. Pratham Ltd. a non-listed company, furnishes you with the following draft Balance Sheet 
as at 31st March, 2015: 
 (Rs. in crores) 
Equity and liabilities    
(1) Share holders’ funds    
 (a) Share Capital:   
  Authorised capital  100  
  Issued, subscribed and paid up capital    
  12% Redeemable preference shares of Rs. 100  
  each fully paid 

75  

  Equity shares of Rs. 10 each fully paid   25 100 
 (b) Reserves and surplus:   
  Capital reserve 15  
  Securities premium  25  
  Profit and Loss account 260 300 
(2) Current liabilities     40 
  440 
Assets   
1. Non-current assets    
 Fixed assets: Cost 100  
 Less: Provision for depreciation (100) Nil 
 Non-current Investment at cost (market value Rs. 400 Cr.)  100 
2. Current assets  340 
  440 

The company redeemed preference shares on 1st April, 2015.  It also bought back 50 lakh 
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equity shares of Rs.10 each at Rs. 50 per share.  The payments for the above were made 
out of the huge bank balances, which appeared as part of current assets. 
You are asked to: 
(i) Pass journal entries to record the above 
(ii) Prepare balance sheet 
(iii) Value equity share on net asset basis.  (16 Marks) 

3. On 1.1.2012, Happy Ltd. grants to its senior officer, a right to choose either 250 shares 
(with some post-vesting restrictions) or a cash payment equal to value of 200 shares, 
conditional upon remaining in service for 3 years.  
Fair value of a share without considering post-vesting restrictions is Rs. 70 on 1.1.2012,  
Rs. 75 on 31.12.2012, Rs. 80 on 31.12.2013 and Rs. 85 on 31.12.2014.  Fair value of a 
share after taking into account post-vesting restrictions is Rs. 68 on 1.1.2012.  Face 
value per share is Rs. 10.  Give the amounts to be recognised each year.  Also, give the 
journal entries for settlement if  
(1)  employee chooses cash payments  
(2)  employee chooses shares.          (16 Marks) 

4. (a) A Ltd acquired 25% of shares in B Ltd. as on 31.3.2014 for Rs. 3,00,000. The 
Balance Sheet of B Ltd. as on 31.3.2015 is given below: 

Liabilities Rs. 
Share Capital 5,00,000 
Reserves and Surplus  5,00,000 

Total 10,00,000 
Assets   
Fixed Assets 5,00,000 
Investment 2,00,000 
Current Assets 3,00,000 

Total 10,00,000 

 During the year-ended 31.3.2015, the following are the additional information 
available: 
(a)  A Ltd. received dividend from B Ltd. for the year ended 31.3.2014 at 40% from 

the reserves. 
(b)  B Ltd. made a profit after tax of Rs. 7,00,000 for the year ended 31.3.2015. 
(c)  B Ltd. declared and accounted for the dividend @ 50% for the year ended 

31.3.2015 on 30.4.2015. 
A Ltd. is preparing Consolidated Financial Statements in accordance with AS 21 for 
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its various subsidiaries. Calculate: 
(a)  Goodwill if any on acquisition of B Ltd.’s shares. 
(b)  How A Ltd. will reflect the investment in the shares of B Ltd. in the 

Consolidated Financial Statements?         (12 Marks) 
(b) Superb Ltd. issued Rs. 1,00,00,000 worth of 8% Debentures of face value Rs. 100 

each on par value basis on 1st January, 2015.  These debentures are redeemable at 
12% premium at the end of 2018 or exchangeable for ordinary shares of Mega Ltd. 
on 1:1 basis.  The interest rate for similar debentures that do not carry conversion 
entitlement is 12%.  You are required to calculate the value of the debt portion of 
the above compound financial instrument.  The present value of the rupee at the 
end of years 1 to 4 at 8% and 12% are supplied to you as: 

 8% 12% 
End of year 1 0.926 0.893 
End of year 2 0.857 0.797 
End of year 3 0.794 0.712 
End of year 4 0.735 0.636 

(4 Marks) 
5. The Balance Sheets of X Ltd. are as follows: 

  (Rs. in lakhs) 
Liabilities As at 31.3.2014 As at 31.3.2015 
Share Capital 1,000.0 1,000.0 
General Reserve 800.0 850.0 
Profit and Loss Account 120.0 175.0 
Term Loans 370.0 330.0 
Sundry Creditors 70.0 90.0 
Provision for Tax 22.5 25.0 
Proposed Dividend   200.0    250.0 
 2,582.5 2,720.0 
Assets   
Fixed Assets and Investments (Non-trade) 1,600.0 1,800.0 
Stock 550.0 600.0 
Debtors 340.0 220.0 
Cash and Bank      92.5    100.0 
 2,582.5 2,720.0 
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 Other Information: 
1. Current cost of fixed assets excluding non-trade investments on 31.3.2014  

Rs. 2,200 lakhs and on 31.3.2015 Rs. 2,532.8 lakhs. 
2. Current cost of stock on 31.3.2014 Rs. 670 lakhs and on 31.3.2015 Rs. 750 lakhs. 
3. Non-trade investments in 10% government securities Rs. 490 lakhs. 
4. Debtors for 2014-15 include foreign exchange debtors amounting to $ 70,000 

recorded at the rate of $ 1 = Rs. 17.50 but the closing exchange rate was $ 1 =  
Rs. 21.50. 

5. Creditors for 2014-15 include foreign exchange creditors amounting to $ 1,20,000 
recorded at the rate of $ 1 = Rs. 16.50 but the closing exchange rate was $ 1 =  
Rs. 21.50. 

6. Profit included Rs. 120 lakhs being government subsidy which is not likely to recur. 
7. Rs. 247 lakhs being the last instalment of R and D cost were written off to the profit 

and loss account.  This expenditure is not likely to recur. 
8. Tax rate during 2014-15 was 50%.  Effective future tax rate is estimated at 40%. 
9. Normal rate of return is expected at 15%. 
Based on the information furnished, Mr. Amit Shah, a director contends that the company 
does not have any goodwill.  Examine his contention          (16 Marks) 

6. (a) From the following Profit and Loss Account of Welfare Ltd., prepare a Gross Value 
Added Statement.   

Profit and Loss Account for the year ended 31st March, 2015 

Income Notes  Amount 
  (Rs. in lakhs) (Rs. in lakhs) 
Sales   206.42 
Other Income     10.20 
   216.62 
Less: Expenditure     
   Production and Operational Expenses 1 166.57  
   Administration Expenses 2 6.12  
   Interest and Other Charges 3 8.00  
   Depreciation   5.69 (186.38) 
Profit before Taxes   30.24 
Less: Provision for taxes      (3.00) 
Profit after Taxes   27.24 
Add: Investment Allowance Reserve Written Back  0.46 
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         Balance as per Last Balance Sheet    1.35 
  29.05 
Transferred to:   
General Reserve 24.30  
Proposed Dividend    3.00 27.30 
Surplus Carried to Balance Sheet    1.75 

  29.05 

Notes: 
(1) Production and Operational Expenses  (Rs. in lakhs) 
 Increase in Stock  30.50 
 Consumption of Raw Materials  80.57 
 Consumption of Stores  5.30 
 Salaries, Wages, Bonus and Other Benefits  12.80 
 Cess and Local Taxes  3.20 
 Other Manufacturing Expenses    34.20 
   166.57 
(2) Administration expenses include inter-alia Audit fees of Rs. 1 lakh, Salaries 

and commission to directors Rs. 2.20 lakhs and Provision for doubtful debts 
Rs. 2.50 lakhs. 

(3) Interest and Other Charges:  (Rs. in lakhs) 
 On Fixed Loans from Financial Institutions  3.90 
 Debentures  1.80 
 On Working Capital Loans from Bank  2.30 
   8.00 

(b) Well-off Ltd. provides you the following data to calculate Economic Value Added 
(EVA): 
Debt Equity Ratio 2:1 
Capital Gearing Ratio (Funds bearing fixed payments to Equity 
Shareholders’ funds) 

3:1 

15% Long term debt funds  Rs. 800 crores 
Tax Rate 30% 
15% Preference share capital ? 
Financial Leverage 1.5 times 
Price Earning Rate (PE Ratio) 5 times 
Immovable Property (held as Investment) Rs. 100 crores 

  (16 Marks) 
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7. Answer any four of the following: 
(a) As of March 31, 2015, Company X has breached a covenant and as per the terms of 

the agreement the bank loan became immediately payable. On April 5, 2015, the 
bank agreed to waive the covenant.  As of March 31, 2015, should the loan be 
classified as current or non-current liability? 

(b) What is NAV of a Mutual Fund and how is it calculated?  What is the significance of 
its calculation? 

(c)  X Limited has sold its building for Rs. 50 lakhs to the purchaser who has paid the 
full price. Company has given possession to the purchaser. The book value of the 
building is Rs. 35 lakhs.  As at 31st March, 2015, documentation and legal 
formalities are pending. The company has not recorded the disposal. It has shown 
the amount received as advance. Do you agree with this accounting treatment done 
by X Ltd.?  If not, then suggest the correct accounting treatment in this regard. 

(d)  The capital structure of W Ltd. whose shares are quoted on the NSE is as under:  

Equity Shares of Rs. 100 each fully paid  Rs. 505 lakhs 
9% Convertible Pref. Shares of Rs. 10 each Rs. 150 lakhs 
12% Secured Debentures of Rs. 10 each  5,00,000 
Reserves  Rs. 101 lakhs 
Statutory Fund  Rs. 50,50,000 

 The Statutory Fund is compulsorily required to be invested in Government 
Securities. The ordinary shares are quoted at a premium of 500%; Preference 
Shares at Rs. 30 per share and debentures at par value. 

 You are required to ascertain the Market Value added of the company and also give 
your assessment on the market value added as calculated by you. 

(e)  Blue-chip Equity Investments Ltd., wants to re-classify its investments in 
accordance with AS 13.  State at which value will these investment be recognized in 
the books upon reclassification. 

(i) Long term investments in Company A, costing Rs. 8.5 lakhs are to be  
re-classified as current. The company had reduced the value of these 
investments to Rs. 6.5 lakhs to recognize a permanent decline in value. The 
fair value on date of transfer is Rs. 6.8 lakhs. 

(ii)  Long term investments in Company B, costing Rs. 7 lakhs are to be re-
classified as current. The fair value on date of transfer is Rs. 8 lakhs and book 
value is Rs. 7 lakhs. 
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(iii)  Current investment in Company C, costing Rs. 10 lakhs are to be re-classified 
as long term as the company wants to retain them. The market value on date 
of transfer is Rs. 12 lakhs. 

(iv)  Current investment in Company D, costing Rs. 15 lakhs are to be re-classified 
as long term. The market value on date of transfer is Rs. 14 Lakhs. 

  (4 x 4 =16 Marks) 
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