Mock Examination May 2007
Organized by Parveen Sharma
Courtesy:  Parveen Sharma
CA FINAL – ACCOUNTS 
Time Allowed: 3 Hours 
Max. Marks: 100
Question 1. 
(20 marks)
Following are the Balance Sheet of companies as at 31.12.2005:

Liabilities
D Ltd.
V Ltd.
Assets
D Ltd.
V Ltd.


Rs.
Rs.

Rs.
Rs.

Equity share capital (Rs.100)
8,00,000
6,00,000
Goodwill
6,00,000
-

General Reserve
4,00,000
3,00,000
Fixed Assets
5,00,000
8,00,000

Investment Allowance Reserve
-
4,00,000
Investments
2,00,000
4,00,000

Sundry Creditors
5,00,000
2,00,000
Current Assets
4,00,000
3,00,000


________
________

________
________


17,00,000
15,00,000

17,00,000
15,00,000
D Ltd. took over V Ltd. on the basis of respective shares value, adjusting wherever necessary, the book values of assets and liabilities on the basis of the following information:

(i) 
Investments Allowance Reserve was in respect of addition made to fixed assets by V Ltd.  in the year 1999-2004 on which income tax relief has been obtained. In terms of the Income Tax Act, 1961, the company has to carry forward till 2008 reserve of Rs. 2,00,000 for utilization.

(ii) 
Investments of V Ltd. included 1,000 share in D Ltd. acquired at cost of Rs. 150 per share. The other investments of V Ltd. have a market value of Rs. 1,92,500. 

(iii) 
The market value of investments of D Ltd. are to be taken at Rs. 1,00,000

(iv)
Goodwill of D Ltd. and V Ltd. are to be taken at Rs. 5,00,000 and Rs. 1,00,000 respectively.

(v)
Fixed assets of D Ltd. and V Ltd. are valued at Rs. 6,00,000 and Rs. 8,50,000 respectively.

(vi)
Current assets of D Ltd. included Rs. 80,000 of stock in trade received from V Ltd. at cost plus 25%.

The above scheme has been duly adopted. Pass necessary Journal Entries in the books of D Ltd. and prepare Balance Sheet of D Ltd. after taking over the business of V Ltd.. Fractional share to be settled in cash, rest in shares of D Ltd. Calculation shall be made to the nearest multiple of a rupee.

Question 2(a). 
(8 marks)

On 31st March, 2005, the balance sheet of Alpha Co. Ltd. disclosed the following position: 
 Liabilities
Rs.

Subscribed share capital in shares of Rs. 10 each, fully paid
4,00,000

General reserve
1,90,000 
Profit and loss account
1,20,000 
14% Debentures                                                                           
1,00,000 
Current liabilities                                                                           
1,30,000 
             
                                                              9,40,000 

Assets                                                                                 
Rs. 
Goodwill                                                                             
40,000 
Fixed Assets (tangible)                                                                           
5,00,000 
Current assets                                                                           
4,00,000 
             
                                                              9,40,000 
On the above-mentioned date, the tangible fixed assets were independently valued at Rs.3,50,000 and goodwill at Rs. 50,000. The net profits for the three years were – 2002-2003: Rs.1,03,200;  2003-2004: Rs. 1,04,000; and 2004-2005: Rs. 1,03,300 of which 20% was placed to general reserve, this proportion being considered reasonable in the industry in which the company is engaged and where a fair return on investment may be taken at 18%. 
Compute the value of the company’s share by – (i) the net assets method; and (ii) the yield method.  Ignore taxation. 
Question 2(b). 
(8 marks)
Following are the information of two companies for the year ended 31st March, 2005: 
Particulars                                                       
Company A  
Company B 
Equity Shares of Rs. 10 each 
8,00,000 
10,00,000 

10% Preference Shares of Rs. 10 each 
6,00,000 
4,00,000

Profit after tax                                                         
3,00,000 
3,00,000

Assume that the Market expectation is 18% and 80% of the Profits are distributed. 
(i)
What is the rate you would pay to the Equity Shares of each Company? 

(a) If you are buying a small lot. 

(b) If you are buying controlling interest shares. 
(ii)
If you plan to invest only in preference shares which company’s preference shares would you prefer. 

Question 3. 
(16 Marks)

X Ltd. purchases its raw materials from Y Ltd. and sells goods to Z Ltd. In order to ensure regular supply of raw materials and patronage for finished goods, X Ltd. through its wholly owned subsidiary, X Investments Ltd. acquires on 31st December, 2006, 51% of equity capital of Y Ltd. for Rs. 15 crores and 76% of equity capital of Z Ltd. for Rs.30 crores. X Investments Ltd. was floated by X Ltd. in 2000 from which date it was wholly owned by X Ltd.
The following are the Balance Sheets of the four companies as on 31st December, 2006:


X Ltd.
X
Y Ltd. 
Z Ltd.


Investments Ltd.





Ltd.




(Rs. in crores) 

Rs. 

Rs.

 Rs. 

Rs.

Share Capital:








Equity (Fully paid) Rs. 10 each 
25 

5 

10 

15

Reserves and Surplus 
75 
100 
20 
25 
15 
25 
20 
35

Loan Funds:

Secured 
15

-

5 

20

Unsecured 
10 
25 
50 
50 
10 
15 
15 
35
Total Sources 

125 

75 

40 

70

Fixed Assets:








Cost 
60

-

15 

30

Less: Depreciation 
35 
25 


7 
8 
17 
13

Investments at cost in fully

paid Equity Shares of:

X Investments Ltd. 

5

-

-

-
Y Ltd

-

15 

-

-
Z Ltd

-

30

-

-
Other Companies

(Market Value Rs. 116 Cr.) 

-

29

-

-
Net Current Assets:

Current Assets 
105 

1 

96 

200


Current Liabilities 
10 
95 
-
1 
64 
32 
143 
57


125 

75 

40 

70
There are no inter-company transactions outstanding between the companies.

You are asked to prepare consolidated balance sheet as at 31st December, 2006 in vertical form. 

Show your workings.
Question 4 (a).
(8 Marks)
From the following Profit and Loss Account of Kalyani Ltd., prepare a Gross Value Added Statement. Show also the reconciliation between Gross Value Added and Profit before Taxation.
Profit and Loss Account for the year ended 31st March, 2005

Income 
Notes 

Amount


(Rs. in lakhs) 
(Rs. in lakhs)

Sales 


206.42

Other Income 


10.20




216.62

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

Provision for taxes 


3.00




27.24

Investment Allowance Reserve Written Back 


0.46

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

Question 4 (b).
(4 Marks)
Omega Co. provides you with the following information:

Equity
Rs. 100 lakhs

8% Secured Loans 

Rs. 20 lakhs

10% Unsecured Loans 
Rs. 30 lakhs

Profit after tax 
Rs. 15,83,000

Rate of Tax 
40%

Normal Bank Rate 
12%

You are required to calculate EVA for Omega Co.

Question 4 (c). 
(4 Marks)
Ergo Industries Ltd. gives the following estimates of cash flows relating to fixed asset on

31-12-2005. The discount rate is 15%.


Year 
Cash Flow (Rs. In lakhs)


2006 
4000


2007 
6000


2008 
6000


2009 
8000


2010 
4000

Residual value at the end of 2010 
= Rs. 1000 lakhs

Fixed Asset purchased on 1-1-2003
= Rs. 40,000 lakhs

Useful life 
= 8 years

Net selling price on 31-12-2010 
= Rs. 20,000 lakhs

Calculate on 31-12-2005:

(a) Carrying amount at the end of 2005

(b) Value in use on 31-12-2005

(c) Recoverable amount on 31-12-2005

(d) Impairment loss to be recognized for the year ended 31-12-2005

(e) Revised carrying amount

(f) Depreciation charge for 2006

Question 5 (a).
(4 Marks)
A Ltd. acquired 45% of B Ltd. shares on April 01, 2005, the price paid was Rs. 15,00,000.

Following are the extract of balance sheet of B Ltd.:

Paid up Equity Share Capital
Rs. 10,00,000

Securities Premium 
Rs. 1,00,000

Reserve & Surplus 
Rs. 5,00,000

B Ltd. has reported net profits of Rs. 3,00,000 and paid dividends of Rs. 1,00,000. Calculate the amount at which the investment in B Ltd. should be shown in the consolidated balance sheet of A Ltd. as on March 31, 2006.

Question 5 (b).
(4 Marks)
From the following details of A Ltd. for the year ended 31-03-2006, calculate the deferred tax asset/ liability as per AS 22
Particulars 
Rs.

Accounting Profit 
6,00,000

Book Profit as per MAT 
3,50,000

Profit as per Income Tax Act 
60,000

Tax rate 
20% 

MAT rate 
7.50%

Question 5 (c).
(2 Marks)
X Ltd. sold goods to its associate Company for the 1st quarter ending 30.6.2006. After that, the related party relationship ceased to exist. However, goods were supplied as was supplied to any other ordinary customer. Decide whether transactions of the entire year has to be disclosed as related party transaction.

Question 5 (d). 
(2 Marks)
The Board of Directors decided on 31.3.2006 to increase the sale price of certain items retrospectively from 1st January, 2006. In view of this price revision with effect from 1st January 2006, the company has to receive Rs. 15 lakhs from its customers in respect of sales made from 1st January, 2006to 31st March, 2006 and the Accountant cannot make up his mind whether to include Rs. 15 lakhs in the sales for 2005-2006.
Question 5 (e). 
(4 Marks)
Net profit for the current year
Rs. 1,00,00,000

No. of equity shares outstanding 
50,00,000

Basic earnings per share 
Rs. 2.00

No. of 12% convertible debentures of Rs. 100 each 
1,00,000

Each debenture is convertible into 10 equity shares

Interest expense for the current year 
Rs. 12,00,000

Tax relating to interest expense (30%) 
Rs. 3,60,000


Compute Diluted Earnings Per Share.

Question 6 (a).
(4 Marks)

B undertook a contract for Rs. 15,00,000 on an arrangement that 80% of the value of work done as certified by the architect of the contractee, should be paid immediately and that the remaining 20% be retained until the contract was completed.
In 2005, the amounts expended were Rs. 3,60,000; the work was certified for Rs. 3,00,000 and 80% of this was paid as agreed. It was estimated that future expenditure to complete the contract would be Rs. 10,00,000
In 2006, the amounts expended were Rs. 4,75,000. Three-fourths of the contract was certified as done by December 31st and 80% of this was received accordingly. It was estimated that future expenditure to complete the contract would be Rs. 4,00,000 
In 2007, the amounts expended were Rs. 3,10,000 and on June 30th the whole contract was

completed.

Show how the contract revenue would be recognised in the profit & loss account for each year

Question 6 (b).
(4 Marks) 

On March 01, 2007, X Ltd. purchased Rs. 5 lakhs worth of land for a factory site. Company demolished an old building on the property and sold the material for Rs. 10,000. Company incurred additional cost and realized salvaged proceeds during the March 2007 as follows:
Legal fees for purchase contract and recording ownership
Rs. 25,000

Title guarantee insurance 
Rs. 10,000

Cost for demolition of building 
Rs. 50,000

Compute the balance to be shown in the land account on March 31, 2007 balance sheet.
Question 6 (c). 
(4 Marks) 

A Ltd. purchased fixed assets costing Rs. 3,000 lakhs on 1.1.2006 and the same was fully financed by foreign currency loan (U.S. Dollars) payable in three annual equal instalments. Exchange rates were 1 Dollar = Rs. 40.00 and Rs. 42.50 as on 1.1.2006 and 31.12.2006 respectively. First instalment was paid on 31.12.2006. The entire difference in foreign exchange has been capitalized. 

You are required to state, how these transactions would be accounted for.
Question 6 (d). 
(4 Marks) 

The closing inventory at cost of a company amounted to Rs. 2,84,700. The following items were included at cost in the total:

(a)
400 coats, which had cost Rs. 80 each and normally sold for Rs. 150 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.

(b)
800 skirts, which had cost Rs. 20 each. These too were found to be defective. Remedial work in April cost Rs. 5 per skirt, and selling expenses for the batch totaled Rs. 800. They were sold for Rs. 28 each.

What should the inventory value be according to AS 2 after considering the above items?
