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CA PE-II – SOLUTIONS ACCOUNTS
Sol.1.





 Sneha Ltd.
Fund Flow Statement
for the year ended 31st March, 2004


Amount (Rs.) 
Sources of funds
 
Share capital
3,90,000 
(Rs. 16,90,000 - Rs. 13,00,000) 

Sale of machinery                                                                     
97,500 
Sale of investments                                                                   
1,17,000 
Funds from operation (W.N. 1)                                                                  
16,70,500 
                                                                  
22,75,000 
Applications of funds                                                                            
Debentures redeemed (Rs. 16,25,000 - Rs. 13,00,000) 
3,25,000 
Machinery purchased (W.N. 4)  
                                                                 7,86,500 
Tax paid*
2,60,000 
Dividend (Rs. 84,500 - Rs. 42,250) 
42,250 
Increase in working capital              
                                                      8,61,250 


 22,75,000 
Schedule of Changes in Working Capital
for the year ended 31st March, 2004
                                         Balance as on 
Changes in working capital 


1.4.2003
31.3.2004 
Increase 
Decrease 
                                           
Rs.
 Rs.
 Rs.
 Rs. 
Current Assets:                                                 
Debtors  

4,16,000 
11,70,000 
7,54,000 
- 
Stock 

5,07,000 
7,99,500 
2,92,500 
- 

Cash

2,60,000
2,92,500 
32,500 
– 

Prepaid expenses

42,250      
52,000 
9,750 
-


A 
12,25,250 
23,14,000
Current Liabilities:

Creditors

9,00,000 
10,00,000  

1,00,000

Bills payable    

42,500   
1,70,000   
________
1,27,500

B 
9,42,500 
11,70,000 
10,88,750 
2,27,500

Working capital (A – B)
2,82,750
11,44,000



Increase in working capital


______---
8,61,250




10,88,750 
10,88,750 
* The provision for taxation has been treated as a non-current liability as per the requirement of the 
question.  Last year’s provision for taxation amounting Rs. 2,60,000 has been assumed to be paid in  the current year ended 31st March, 2004. 

Working Notes:   
1.   Statement showing funds generated from operations 




(Rs.) 
Increase in profit and loss account during the year

3,87,400 
(Rs. 8,77,500 – Rs. 4,90,100) 


Add: Non-cash expenditures                                                                        



(1)
Loss on sale of machinery (W.N. 4)
 32,500

 
(2)
Investments written off (W.N. 2)
 16,250


(3)
Provision for tax
9,75,000  
 
(4)
Depreciation
 


       on building (Rs. 11,70,000 – Rs. 11,37,500)   32,500 


       on machinery (W.N. 3)                                 1,36,500
1,69,000


(5)
Goodwill written off (Rs. 65,000 – Rs. 42,500)        
22,500



(6)
Debenture discount written off (Rs. 31,850 – Rs. 29,000)
2,850


(7)
Dividend
84,500
13,02,600




16,90,000

Less: Non-cash incomes                                                                        

(1)
Profit on sale of investments (Rs. 1,17,000 – Rs. 97,500)

19,500
Funds from operations

16,70,500
2.    Non Trade Investment Account 
Dr




Cr.


Rs.


Rs. 
To
Balance b/d 
5,07,000 
By
Bank -Sale 
1,17,000 
To Profit on sale
19,500
By
Profit and loss account – 

(Rs. 1,17,000 - Rs. 97,500)


written off (balancing figure)
16,250



                                    _______ 
By
Balance c/d
3,93,250


5,26,500


5,26,500
3.   Provision for Depreciation on Machinery Account 
Dr.            




Cr.




Rs.


 Rs.

To
Machinery –sale

1,62,500 
By
Balance b/d
15,92,500 


(balancing figure)


By
Depreciation
1,36,500

To
Balance c/d

15,66,500


_______




17,29,000


17,29,000 

4.     Machinery Account 
Dr.

Cr. 



Rs. 


Rs. 

To
Balance b/d 
16,18,500

By
Bank (sale) 
97,500


Add: Provision


By
Depreciation
1,62,500


for depreciation
15,92,500
32,11,000
By
Loss on sale
32,500

To
Bank –purchase


By
Balance c/d


(balancing figure)

7,86,500

W.D.V.               21,38,500







Add: Provision                   




________

for depreciation  15,66,500
37,05,000



39,97,500


39,97,500 
Sol.2.

Sagar Bhima Co. Ltd.

Revenue Account in respect of Marine Business

for the year ended 31st March, 2002


Rs.
Rs.


Rs.
Rs.

To
Claim Less Re-


By
Balance of Fund at the


insurance paid during



beginning of the year
23,25,000


the year
16,95,000 


Additional Reserve
3,25,000
26,50,000


Add: Outstanding at the


By
Premium Less Re-



end of the year
1,85,000


insurance received
28,27,000



18,80,000 


Less: Premium paid on


Less: Outstanding at the



Reinsurance ceded
2,62,000
25,65,000


beginning of the year
__99,000
17,81,000
By
Interest, Dividends & Rent 
1,40,000

To
Commission:



Less: income tax thereon
24,500
1,15,500


1. On Direct Business
1,50,000

By
Commission on


2. On Re-insurance



reinsurance ceded

14,000


    accepted
11,000

By
Double Income Tax Refund

12,000

To
Expenses of


By
Profit on sate of Motor Car

5,000


Management
3,41,000

To
Bad Debts
5,000

To
Indian and foreign taxes
2,40,000

To
Profit transferred to Profit



and Loss Account
1,40,250

To
Balance of the Fund at



the end of the year



Reserve for unexpired 



Risks
25,65,000







5% Additional Reserve
1,28,250
26,93,250



________




53,61,500



53,61,500
Note:

In exercise of the powers conferred by Section 114A of the Insurance Act, 1938 (4 of 1938), the Insurance Regulatory and Development Authority in consultation with the Insurance Advisory Committee prescribed the new formats for the financial statements of Insurance Companies i.e. preparation of Financial Statements and Auditor's Report of Insurance Companies Regulations, 2000. Therefore, the above revenue account can be prepared as:

From B - RA (Prescribed by IRDA)

Revenue Account for the year ended 31st March, 2002

Marine Insurance Business


Sche 
Current Year 
Previous Year


Dule
Rs.
 Rs.

Premiums earned (net)
1
25,65,000

Change in provision for unexpired risk

(-)43,250


(Rs. 26,93,250-Rs. 26,50,000)



Interest, Dividends and Rent – Gross

1,15,500

Double income Tax refund

12,000

Profit on sale of motor car

___5,000
Total (A)

26,54,250
Claims incurred (net) 
2
17,81,000

Commission
3
1,47,000

Operating expenses related to Insurance business
4
3,41,000

Bad debts

5,000

Indian and Foreign taxes

_2,40,000
Total (B)

 25,14,000
Profit from Marine Insurance business (A-B)

1,40,250

Schedules forming part of Revenue Account

Schedule-1


Premiums earned (net)
Current Year 
PreviousYear


Rs. 
Rs.

Premiums from direct business whiten
28,27,000


Less: Premium on reinsurance ceded
_2,62,000
Total Premium earned (net)
25,65,000
Schedule - 2

Claims incurred (net)
17,81,000
Schedule - 3

Commission paid Direct
1,50,000

Add: Re-insurance accepted
11,000

Less: reinsurance ceded
14,000

1,47,000
Schedule-4
Operating expenses related to insurance business

Employees' remuneration and welfare benefits
2,60,000

Rent, Rates and Taxes
18,000

Printing and Stationery
23,000

Legal and Professional charges
_40,000


3,41,000

Working Notes:



Direct
Re-insurance

1.
Total Premium Income
Rs. 
Rs.


Received
24,00,000
3,60,000


Add: Receivable on 31st March, 2002
_1,80,000
28,000


25,80,000
3,88,000


Less: Receivable on 1st April, 2001
1,20,000
21,000


24,60,000
3,67,000

Total premium income 24,60,000 + 3,67,000 = 28,27,000

2.
Premium Paid



Paid
2,40,000


Add: Payable on 31st March, 2002
42,000


2,82,000


Less: Payable on 1st April, 2001
_20,000


2,62,000

3.
Claims Paid


Direct Business
16,50,000


Re-insurance
1,25,000


Legal Expenses
20,000



17,95,000


Less: Re-insurance claims received
1,00,000



16,95,000

4.
Claims outstanding as on 31st March, 2002


Direct
1,75,000


Re-insurance
_22,000


1,97,000


Less: Recoverable from Re-insurers on 31st March, 2002
_12,000


1,85,000

5.
Claims outstanding as on 1st April, 2001


Direct
95,000


Re-insurance
13,000


1,08,000


Less: Recoverable from Re-insurers on 1st April, 2001
_9,000


99,000

6.
Expenses of Management


Salaries
2,60,000


Rent, Rates and taxes
18,000


Printing and Stationery
23,000


Legal Expenses
_40,000


3,41,000

Sol.3.
 

In the Books of ABC Ltd.
Hire Purchase Trading Account

for the year ended 31st March, 2005

	Dr.
	
	
	
	
	
	
	Cr.

	
	
	
	Rs.
	
	
	
	Rs.

	1.1.2004
	To
	Hire purchase stock
	18,000
	1.1.2004
	By
	Stock reserve 
	

	1.1.2004
	To
	Goods sold on hire
	
	
	
	(1/3 of Rs. 18,000)
	6,000

	to 31.3.2005
	
To
	Purchase
Loss on repossession of goods (W.N. 5)
	1,74,000


1,600
	1.1.2004 to 31.3.2005
	By

By


	Hire purchase sales

Goods sold on hire purchase (1/3 of Rs. 1,74,000)
	1,32,000



58,000

	31.3.2005
	To
To
	Stock reserve
Profit and loss account (Transfer of
	20,000
	
	By
	Profit on sale of repossessed goods (W.N. 4)
	

900

	
	
	profit)
	43,300
	31.3.2005
	By
	Hire purchase stock (W.N. 3)
	
60,000

	
	
	
	2,56,900
	
	
	
	2,56,900


Alternatively, Hire Purchase Trading Account can be prepared in the following manner:

Hire Purchase Trading Account

for the year ended 31st March, 2005

	Dr.
	
	
	
	
	
	
	Cr.

	
	
	
	Rs.
	
	
	
	Rs.

	1.1.2004
	To
	Hire purchase stock 
	18,000
	1.1.2004
	By
	Stock reserve (1/3 of Rs. 
	6,000

	1.1.2004
	To
	Hire purchase debtors
	10,000
	
	
	18,000)
	

	to 

31.3.2005
	To


To
	Goods sold on hire 

purchase

Cash (Overhauling charges)
	1,74,000


500
	1.1.2004

to

31.3.2005
	By


By
	Cash (Rs. 1,21,000 +  Rs. 2,800)

Goods sold on hire purchase 
	
1,23,800


58,000

	31.3.2005
	To
	Stock reserve
	20,000
	
	
	(1/3 of Rs. 1,74,000)
	

	
	To
	Profit and loss account 
	
	31.3.2005
	By

By
	Hire purchase stock  

Hire purchase debtors 
	60,000

18,000

	
	
	(Transfer of profit)
	   43,300
	
	
	
	_______

	
	
	
	2,65,800
	
	
	
	2,65,800


Working Notes:

1.
Memorandum Instalment due but not collected (hire purchase debtors) account

Dr.









      Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	10,000
	By
	Cash
	1,21,000

	To
	Hire purchase sales 
	
1,32,000
	By
	Repossessed stock
(Balancing figure)
	
3,000

	
	
	​_______
	By
	Balance c/d 
	   18,000

	
	
	1,42,000
	
	
	1,42,000


2.




Memorandum shop stock account

    Dr.








        Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	36,000
	By
	Goods sold on hire purchase 
	1,16,000

	To
	Purchases
	1,20,000
	
	 (Balancing figure)
	

	
	
	_______
	By
	Balance c/d 
	   40,000

	
	
	1,56,000
	
	
	1,56,000


3.


Memorandum Instalment not yet due (hire purchase stock) account

   Dr.








       Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Balance b/d
	18,000
	By
	Hire purchase Sales
	1,32,000

	To
	Goods sold on hire purchase [1,16,000 + (1,16,000 ( 50%)]
	

1,74,000
	By
	Balance c/d (Balancing figure)
	
60,000

_______

	
	
	1,92,000
	
	
	1,92,000


4.




Goods Repossessed account

Dr.









       Cr.

	
	
	Rs.
	
	
	Rs.

	To
	Hire purchase debtors 
	3,000
	By
	Hire purchase trading account (W.N. 5)
	
1,600

	
	
	_____
	By
	Balance c/d (W.N. 5)
	1,400

	
	
	3,000
	
	
	3,000

	To
	Balance b/d
	1,400
	By
	Cash account
	2,800

	To
	Cash account (expenses)
	500
	
	
	

	To
	Profit on sale
	   900
	
	
	_____

	
	
	2,800
	
	
	2,800


5.







  
  Rs.


Original cost of goods repossessed 
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3,000

 

.

Rs

 

2,000


Instalments due but not received



3,000


Valuation of repossessed goods (70% of Rs. 2,000)

1,400


Loss on repossession




1,600

Sol.6.
Answer any four of the following:

(a) A change in accounting policy is made only if the adoption of a different accounting policy is required by statute or for compliance with an accounting standard or if it is considered that the change would result in a more appropriate preparation or presentation of the financial statements of the enterprise. A more appropriate presentation of events or transactions in the financial statements occurs when the new accounting policy results in more relevant or reliable information about the financial position, performance or cash flows of the enterprise. 
(b) As per AS 4 'Contingencies and Events occurring after the Balance Sheet Date',  adjustments to assets and liabilities are required for events occurring after the balance sheet date that provide additional information materially affecting the determination of the amounts relating to conditions existing at the balance sheet date. 

In the given case, bankruptcy of the debtor in April, 2005 and consequent non recovery of debt is an event occurring after the balance "sheet date which materially affects the determination of profits for the year ended 31.3.2005. Therefore, the company should be advised to provide for the entire amount of Rs. 10 lakhs according to para 8 of AS 4. 

(c) It is given that revision of wages took place in June. 2004 with retrospective effect from 1.4.2000. The arrear wages payable for the period from 1.4.2000 to 30.6.2004 cannot be taken as an error or omission in the preparation of financial statements and hence this expenditure cannot be taken as a prior period item. 

Additional liability on account of wages amounting Rs. 87 lakhs (from 1.4.2000 to 30.6.2004) should be included in current year's wages. 

It may be mentioned that additional wages is an expense arising from the ordinary activities of the company. Although abnormal in amount, such an expense does not qualify as an extraordinary item. However, as per Para 12 of AS 5 (Revised), 'Net Profit or Loss for the Period, Prior Period Items and Changes in the Accounting Policies', when items of income and expense within profit or loss from ordinary activities are of such size, nature or incidence that their disclosure is relevant to explain the performance of the enterprise for the period, the nature and amount of such items should be disclosed separately. 

However, wages payable for the current year (from 1.4.2004 to 30.6.2004) amounting Rs. 7 lakhs is not a prior period item, hence need not be disclosed separately. This may be shown as current year wages. 

(d) AS 26 on 'Intangible Assets' came into effect for accounting periods commencing on  or after 1.4.2003 and is mandatory in nature.
As per para 63 of the standard, the depreciable amount of an intangible asset should be allocated on a systematic basis over the best estimate of its useful life. There is a rebuttable presumption that the useful life of the intangible asset will not exceed ten years from the date when the asset is available for use. Since, in this situation, the amortisation period of ten years determined by applying para 63 has already expired on 31.03.2004, therefore, the carrying amount of Rs. 16 lakhs has to be eliminated with a corresponding adjustment to the balance of revenue reserves of 31.03.2004. 

However, if there is persuasive evidence that the useful life of an intangible asset is more than ten years (as per para 67 of the standard), then an intangible asset has to be amortised over the best estimate of its useful life and therefore, assuming that the best estimate of its useful life is 20 years as given in the question, depreciation amounting 

(Rs.40 lakhs-Nil)
Rs.2 lakhs —————— as per straight line basis should be charged by A Co. Ltd.
(20years)
and no other adjustment is required as on 31.3.2004. 

(e) As per para 15 of AS 6 'Depreciation Accounting', when a change in the method of depreciation is made, depreciation should be calculated in accordance with the new method from the date of the asset coming into use. The deficiency or surplus arising from retrospective re-computation of depreciation in accordance with the new method should be adjusted in the accounts in the year in which the method of depreciation is changed. The deficiency should be charged to profit and loss account. Similarly, any surplus should be credited in the statement of profit and loss. Such change is a change in the accounting policy, and its effect should be quantified and disclosed. 

In the given case, the deficiency of Rs. 500 lakhs would be charged to the profit and loss account of 31.3.2005. In the notes to account, the fact of change in method of depreciation should be elaborated along with the effect of Rs. 500 lakhs. The current depreciation charge of 200 lakhs determined in accordance with the written down value method should be debited to the profit and loss account.
(f) The amount refundable in respect of a grant related to revenue should be applied first against any unamortised deferred credit remaining in respect of the grant. To the extent that the amount refundable exceeds any such deferred credit, or where no deferred credit exists, the amount should be charged to profit and loss statement.  The amount refundable in respect of a grant related to a specific fixed asset should be recorded by increasing the book value of the asset or by reducing the capital reserve or the deferred income balance, as appropriate, by the amount refundable. In the first alternative, i.e., where the book value of the asset is increased, depreciation on the revised book value should be provided prospectively over the residual useful life of the asset,
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