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ADVANCED ACCOUNTING 

Total No. of Questions : 6                         Total no. of Pages : 8 

Time Allowed : 3 Hours Maximum Marks : 100 

 

Question No. 1 is compulsory. 

Answer any Four Questions out of remaining Five Questions. 

Working notes should form part of answer. 

 

Question 1   (4 * 5 = 20 Marks) 

(a)    

Calculate the diluted earnings per share from the following information : 

Net profit for the current year ₹ 85,50,000 

No. of equity shares outstanding 20,00,000 

No. of 8% convertible debentures of ₹ 100 each 1,00,000 

Each debenture is convertible into 10 equity shares  

Interest expenses for the current year ₹ 6,00,000 

Tax relating to interest expenses 30% 

 

(b)   

Given the following information of M/s. Paper Products Ltd. : 

a. Goods of ₹ 60,000 were sold on 20-3-2015 but at the request of the buyer these were 

delivered on 10-4-2015. 

b. On 15-1-20l5 goods of ₹ 1,50,000 were sent on consignment basis of which 20% of the 

goods unsold are lying with the consignee as on 31-3-2015. 

c. ₹ 1,20,000 worth of goods were sold on approval basis on 1-12-2014. The period of approval 

was 3 months after which they were considered sold. Buyer sent approval for 75% goods up 

to 31-1-2015 and no approval or disapproval received for the remaining goods till 31-3-2015. 

d. Apart from the above, the company has made cash sales of ₹ 7,80,000 (gross). Trade 

discount of 5% was allowed on the cash sales. 

You are required to advise the accountant of M/s. Paper Products Ltd., with valid reasons, the 

amount to be recognized as revenue in above cases in the context of AS-9 and also determine the 

total revenue to be recognized for the year ending 31-3-2015. 

 

(c)   

Sun Limited wishes to obtain a machine costing ₹ 30 lakhs by way of lease. The effective life of 

the machine is 14 years, but the company requires it only for the first 5 years. It enters into an 

agreement with Star Ltd., for a lease rental for ₹ 3 lakhs p.a. payable in arrears and the implicit 
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rate of interest is 15%. The chief accountant of Sun Limited is not sure about the treatment of 

these lease rentals and seeks your advise. (Use annuity factor at @ 15% for 3 years as 3.36). 

 

(d)   

ABC Ltd. developed know-how by incurring expenditure of ₹ 20 lakhs. The know-how was used by 

the company from 1.4.2005. The useful life of the asset is 10 years from the year of 

commencement of its use. The company has not amortised the asset till 31.3.2012. Pass Journal 

entry to give effect to the value of know-how as per Accounting Standard-26 for the year ended 

31.3.2012. 

 

Question 2   

(a)   (15 Marks) 

The Abridged Balance Sheet (Draft) of Cyber Ltd. as on 31st March, 2012 is as under : 

Liabilities ₹ Assets ₹ 

24,000, Equity shares of ₹ 10 each 2,40,000 Goodwill 5,000 

5000, 8% cumulative preference 

shares of ₹ 10 each 

50,000 Fixed Assets 2,57,000 

8% Debentures 1,00,000 Inventories 50,000 

Interest accrued on debentures 8,000 Trade receivables 60,000 

Trade payables 1,00,000 Bank 1,000 

  Profit & Loss Account 1,25,000 

 4,98,000  4,98,000 

The following scheme is passed and sanctioned by the court : 

1. A new company Mahal Ltd is formed with ₹ 3,00,000, divided into 30,000 Equity shares of 

₹ 10 each. 

2. The new company will acquire the assets and liabilities of Cyber Ltd. on the following terms : 

a. Old company's debentures are paid by similar debentures in new company and for outstanding 

accrued interest, shares of equal amount are issued at par. 

b. The trade payables are paid for every ₹ 100, ₹ 16 in cash and 10 shares issued at par. 

c. Preference shareholders are to get equal number of equity shares at par. For arrears of 

dividend amounting to ₹ 12,000, 5 shares are issued at par for each ₹ 100 in full 

satisfaction. 

d. Equity shareholders are issued one share at par for every three shares held. 

e. Expenses of ₹ 8,000 are to be borne by the new company. 

3. Current Assets are to be taken at book value (except Inventory, which is to be reduced by ₹ 

3,000). Goodwill is to be eliminated, balance of purchase consideration being attributed to 

fixed assets. 

4. Remaining shares of the new company are issued to public at par and are fully paid. 

You are required to show : 

(a) In the old company's books : 
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      (i) Realisation Account 

      (ii) Equity Shareholder's Account 

(b) In the new company's books : 

      (i) Bank Account 

     (ii) Summarised Balance Sheet as per the requirements of Revised Schedule-VI. 

 

(b)    (5 Marks) 

A company is in a dispute involving allegation of infringement of patents by a competitor company 

who is seeking damages of a huge sum of ₹ 900 lakhs. The directors are of the opinion that the 

claim can be successfully resisted by the company. 

How would you deal the same in the annual accounts of the company? 

 

Question 3   

(a)   (10 Marks)  

X Ltd. is to be liquidated. Their summarised Balance Sheet as at 30th September, 2012 appears 

as under : 

Liabilities ₹ 

2,50,000 equity shares of ₹ 10 each 25,00,000 

Secured debentures (on land and buildings) 10,00,000 

Unsecured loans 20,00,000 

Trade Creditors 35,00,000 

                                 Total 90,00,000 

Assets  

Land & Building 5,00,000 

Other Fixed Assets 20,00,000 

Current Assets 45,00,000 

Profit & Loss Account 20,00,000 

                                 Total 90,00,000 

Contingent Liabilities are :  

For bills discounted 1,00,000 

For excise duty demands 1,50,000 

On investigation, it is found that the contingent liabilities are certain to devolve and that the 

assets are likely to be realized as follows : 

Land & Building 11,00,000 

Other Fixed Assets 18,00,000 

Current Assets 35,00,000 

Taking the above into account, prepare the Statement of Affairs and Deficiency Account. 
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(b)    (10 Marks)  

The following summarised Balance Sheets of H Ltd. and its subsidiary S Ltd. were prepared as on 

31st March, 2019: 

 H Ltd. (₹) S Ltd. (₹) 

Equity and Liabilities   

Shareholders' Funds    

Equity Share Capital (fully paid up shares of ₹ 10 each)  12,00,000 2,00,000 

Reserves and Surplus    

General Reserve  4,35,000 1,55,000 

Profit and Loss Account  2,80,000 65,000 

Current Liabilities    

Trade Payables  3,25,000 1,25,000 

 22,40,000 5,45,000 

Assets   

Non-Current Assets   

Property, Plant and Equipment   

Machinery 6,40,000 1,80,000 

Furniture 3,75,000 34,000 

Non-Current Investments    

Shares in S Ltd. - 16,000 shares @ ₹ 20 each  3,20,000 - 

Current Assets    

Inventories 2,68,000 62,000 

Trade Receivables 4,73,000 2,37,000 

Cash and Bank 1,64,000 32,000 

 22,40,000 5,45,000 

H Ltd. acquired the 80% shares of S Ltd. on 1st April, 2018. On the date of acquisition, General 

Reserve and Profit Loss Account of S Ltd. stood at ₹ 50,000 and ₹ 30,000 respectively.  

Machinery (book value ₹ 2,00,000) and Furniture (book value ₹ 40,000) of S Ltd. were 

revalued at ₹ 3,00,000 and ₹ 30,000 respectively on 1st April, 2018 for the purpose of fixing 

the price of its shares (rates of depreciation computed on the basis of useful lives: Machinery 10% 

and Furniture 15%). Trade Payables of H Ltd. include ₹ 40,000 due to S Ltd. for goods supplied 

since the acquisition of the shares. These goods are charged at 10% above cost. The inventories of 

H Ltd. include goods costing ₹ 55,000 (cost to H Ltd.) purchased from S Ltd.  

You are required to prepare the Consolidated Balance Sheet of H Ltd. with its subsidiary S Ltd. 

as at 31st March, 2019. 
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Question 4   

(a)   (10 Marks)  

‘X’ and ‘Y’ carrying on business in partnership sharing Profit and Losses equally, wished to dissolve 

the firm and sell the business to ‘X’ Limited Company on 31-3-2015, when the firm’s position 

was as follows : 

Liabilities ₹ Assets ₹ 

X’s Capital 1,50,000 Land and Building 1,00,000 

Y’s Capital 1,00,000 Furniture 40,000 

Creditors 60,000 Stock 1,00,000 

  Debtors 66,000 

  Cash 4,000 

 3,10,000  3,10,000 

The arrangement with X Limited Company was as follows: 

1. Land and Building was purchased at 20% more than the book value. 

2. Furniture and stock were purchased at book values less 15%. 

3. The goodwill of the firm was valued at ₹ 40,000. 

4. The firm’s debtors, cash and creditors were not to be taken over, but the company agreed to 

collect the book debts of the firm and discharge the creditors of the firm as an agent, for 

which services, the company was to be paid 5% on all collections from the firm’s debtors and 

3% on cash paid to firm’s creditors. 

5. The purchase price was to be discharged by the company in fully paid equity shares of ₹ 10 each 

at a premium of ₹ 2 per share. The shares received from the company were distributed 

between the partners in the ratio of their final claims. 

The company collected all the amounts from debtors. The creditors were paid off less by ₹ 1,000 

allowed by them as discount. The company paid the balance due to the vendors in cash. 

Prepare the Realisation account, the Capital accounts of the partners and the Cash account in the 

books of partnership firm. 

 

(b)    (5 Marks)  

The following balances are extracted from the Trial Balance as on 31-3-2012:  

 Dr. Cr. 

Interest and Discounts   98,00,000 

Rebate for bills discounted   20,000 

Bills discounted and purchased  4,00,000  

It is ascertained that the proportionate discounts not yet earned for bills to mature in 2011- 

2012 amount to ₹ 14,000. Prepare Ledger Accounts. 

 

(c)    (5 Marks)  

Templeton Finance Ltd. is a non-banking finance company. The extracts of its balance sheet are 

given below : 
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Liabilities Amount Assets Amount 

Paid-up equity capital 100 Leased out assets 800 

Free reserves 500 Investment In shares of subsidiaries 

and group companies 

100 

Loans 400 Investment In debentures of 

Subsidiaries and group companies 

100 

Deposits 400 Cash and bank balances 200 

  Deferred expenditure 200 

 1,400  1,400 

You are required to compute 'Net owned Fund' of Templeton Finance Ltd. as per Non-Banking 

Financial Company - Systemically Important Non-Deposit taking Company and Deposit taking 

Company (Reserve Bank) Directions, 2016. 

 

Question 5   

(a)   (10 Marks)  

From the following information find out the amount of provisions required to be made in the 

Profit & Loss Account of a commercial bank for the year ended 31st March, 2013 :  

(i) Packing credit outstanding from Food Processors ₹ 60 lakhs against which the bank holds 

securities worth ₹ 15 lakhs. 40% of the above advance is covered by ECGC. The above advance 

has remained doubtful for more than 3 years.  

(ii) Other advances :  

Asset Classification  ₹ in Lakhs 

Standard  3,000 

Sub Standard  2,200 

Doubtful  

: for one year  

: for two years  

: for three years  

: for more than three years  

 

900 

600 

400 

300 

Loss Assets  600 

 

(b)    (10 Marks)  

SMM Ltd. has the following capital structure as on 31st March, 2017: 

(₹ in crore) 

 Particulars Situation I Situation II 

(i) Equity share capital (shares of ₹ 10 each) 1,200 1,200 

(ii) Reserves:   

 General Reserves 1,080 1,080 

 Securities Premium 400 400 
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 Profit & Loss 200 200 

 Infrastructure Development Reserve (Statutory Reserve) 320 320 

(iii) Loan Funds 3,200 6,000 

The company has offered buy back price of ₹ 30 per equity share.  

You are required to calculate maximum permissible number of equity shares that can be bought 

back in both situations and also required to pass necessary Journal Entries. 

 

Question 6   (4 * 5 = 20 Marks) 

Answer any four of the following : 

(a)   

Explain the conditions under Companies (Share Capital and Debentures) Rules, 2014, to deal with 

equity shares with differential rights. 

 

(b)   

On 1st December, 2011 X co. ltd. undertook a contract to construct a building of ₹ 21.25 lakhs. 

On 31st March, 2012 the company found that it had already spent ₹ 16,24,750 on the 

construction. Prudent estimate of additional cost for completion was ₹ 8,00,250. What amount 

should be charged to revenue in the final accounts for the year ended 31st March, 2012? 

 

(c)   

The following is the summarized Balance Sheet of ‘A’ Ltd. as on 31.3.2012 : 

Liabilities ₹ Assets ₹ 

14,000 Equity shares of ₹ 100 

each fully paid 

14,00,000 Sundry assets 18,00,000 

General reserve 10,000 Discount on issue of debentures 10,000 

10% Debentures 2,00,000 P & L A/c 90,000 

Sundry creditors 2,00,000   

Bank overdraft 50,000   

Bills payable 40,000   

 19,00,000  19,00,000 

‘R’ Ltd. agreed to take over the business of ‘A’ Ltd. Calculate purchase consideration under Net 

Assets method on the basis of the following : 

The market value of 75% of the sundry assets is estimated to be 12% more than the book value 

and that of the remaining 25% at 8% less than the book value. The liabilities are taken over at 

book values. There is an unrecorded liability of ₹ 25,000. 

 

(d)  

What are the circumstances in which LLP can be wound up by the Tribunal? 
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(e)  

At the beginning of year 1, an enterprise grants 10,000 stock options to a senior executive, 

conditional upon the executive remaining in the employment of the enterprise until the end of 

year 3. The exercise price is ₹ 40. However, the exercise price drops to ₹ 30 if the earnings of 

the enterprise increase by at least an average of 10 per cent per year over the three-year period.  

On the grant date, the enterprise estimates that the fair value of the stock options, with an 

exercise price of ₹ 30, is ₹ 16 per option. If the exercise price is ₹ 40, the enterprise estimates 

that the stock options have a fair value of ₹ 12 per option.  

During year 1, the earnings of the enterprise is 12 per cent, and the enterprise expects that 

earnings will continue to increase at this rate over the next two years. The enterprise, therefore, 

expects that the earnings target will be achieved, and hence the stock options will have an exercise 

price of ₹ 30. During year 2, the earnings of the enterprise is 13 per cent, and the enterprise 

continues to expect that the earnings target will be achieved.  

During year 3, the earnings of the enterprise is only 3 per cent, and therefore the earnings 

target was not achieved. The executive completes three years’ service, and therefore satisfies the 

service condition. Because the earnings target was not achieved, 10,000 vested stock options have 

an exercise price of ₹ 40.  

Calculate the amount to be charged to Profit and Loss Account every year on account of 

compensation expenses. 
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