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Solution 1 (a)
Journal Entries in the Books of D Ltd.




Dr. 
Cr.



Amount 
Amount



Rs. 
Rs.

Business Purchase Account 
Dr.
 12,42,500


To Liquidator of V Ltd. 


12,42,500

(For purchase consideration due)

Investments Account 
Dr. 
1,92,500

Goodwill Account (Balancing figure) 
Dr. 
1,00,000

Fixed Assets Account 
Dr.
 8,50,000

Current Assets Account 
Dr. 
3,00,000


To Sundry Creditors Account


2,00,000


To Business Purchase Account 


12,42,500

(For assets and liabilities taken over at agreed value)

Liquidator of V Ltd. 
Dr. 
12,42,500


To Equity Share Capital Account (Rs. 100) 


9,03,600


To Securities Premium Account (Rs. 37.50) 


3,38,850


To Cash Account 


50

(For purchase consideration discharged)

Goodwill Account 
Dr. 
16,000


To Current Assets (Stock) Account 


16,000

(For elimination of unrealized profit on unsold stock)

Amalgamation Adjustment Account 
Dr. 
2,00,000 


To Investment Allowance Reserve Account 


2,00,000 

(For incorporation of statutory reserve)

Balance Sheet of D Ltd.

as on 31st December, 2005

Liabilities 
Amount 
Assets 
Amount


Rs. 

Rs.

Equity Share Capital:

Fixed Assets
17,036 shares of Rs. 100 each

(5,00,000 + 8,50,000)
13,50,000

(out of which 9036 shares are

Goodwill

issued in favour of vendor for

(6,00,000 + 1,00,000 + 16,000)
7,16,000

consideration other than cash) 
17,03,600 
Investments 

General Reserve
4,00,000
(2,00,000 + 1,92,500)
3,92,500
Securities Premium
3,38,850
Current Assets

Investment Allowance Reserve
2,00,000
(7,00,000 – 50 – 16,000)
6,83,950

Sundry Creditors 
7,00,000 
Amalgamation Adjustment Account 
2,00,000

33,42,450 

33,42,450
Working Notes:

1. 
Calculation of net asset value of shares
D Ltd. 
V Ltd.

Rs. 
Rs.

Goodwill 
5,00,000 
1,00,000

Fixed Assets 
6,00,000 
8,50,000

Investments 
1,00,000 
*3,30,000

Current Assets 
4,00,000 
3,00,000

16,00,000
15,80,000

Less: Sundry Creditors 
5,00,000 
2,00,000
Net assets 
11,00,000
13,80,000
Number of shares 
8,000 
6,000

Value per equity share 
137.50 
230

*Investments of V Ltd. are calculated as follows: 

Rs.

Shares in D Ltd. (1,000 ×137.50) 

1,37,500

Market value of remaining investments (given) 

1,92,500


3,30,000

2. 
Calculation of Purchase Consideration



Rs.

Net assets of V Ltd. 

13,80,000
Value of Shares of D Ltd. 

137.50
Number of shares to be issued in D Ltd. to V Ltd. (13,80,000 ×137.50) 

10,036.36

Less: Shares already held by V Ltd. 

__1,000
Additional shares to be issued 

9,036.36
Total value of shares to be issued (9036 ×137.50) 

12,42,450

Cash payment for fractional share (.36 ×137.50) 

______50


12,42,500

Solution 2 (a)
(i)     Net Assets Method:


 Rs. 

Goodwill as revalued


50,000 

Tangible Fixed Assets (revalued)  

3,50,000 

Current Assets (as per balance sheet)  

4,00,000 
                                                                    

8,00,000 

Less: 14% Debentures

1,00,000  

Current liabilities

1,30,000 
2,30,000 

Net Assets                                                                             

5,70,000 

Value per share 
= Net assets/No. of shares   


= Rs. 5,70,000/40,000                                                                              


= Rs. 14.25                                                                               
 (ii)
Yield Method:                                                                              
  
Average profits for last 3 years


1,03,500 
  
Less: Transfer to general reserve @ 20%

20,700 
         


82,800 

Expected return on equity 
= (Rs. 82,000 ÷ Rs. 40,00,000) × 100 = 
20.7%

Value per share 
= (20.7 ÷ 18) × 10 
=11.50
Solution 2 (b)
(i) (a)  Buying a small lot of equity shares: If the purpose of valuation is to provide data 
base to aid a decision of buying a small (non-controlling) position of the equity of  the companies, dividend capitalisation method is most appropriate.  Under this  method, value of equity share is given by: 
(Dividend per share ÷ Market capitalisation rate) × 100
Company A:
(Rs. 2.40 ÷ 18) × 100 = Rs. 13.33

Company B:
(Rs. 2.08 ÷ 18) × 100 = Rs. 11.56
(b) Buying controlling interest equity shares 
If the purpose of valuation is to provide data base to aid a decision of buying controlling interest in the company, EPS capitalization method is most appropriate. Under this method, value of equity is given by: 
(Earning per share (EPS) ÷ Market capitalisation rate) × 100

Company A:
(Rs. 3.00 ÷ 18) × 100 = Rs. 16.67 

Company B:
(Rs. 2.60 ÷ 18) × 100 = Rs. 14.44
(ii) Preference Dividend coverage ratios of both companies are to be compared to make such decision.


Preference dividend coverage ratio is given by: 
(Profit after tax ÷ Preference Dividend)

Company A:
(Rs. 3,00,000 ÷ Rs.60,000) = 5 times
Company B:
(Rs. 3,00,000 ÷ Rs.40,000) = 7.5 times 

If we are planning to invest only in preference shares, we would prefer shares of B Company as there is more coverage for preference dividend. 
Working Notes: 
Computation of earning per share and dividend per share (companies distribute 80% of profits) 

Company A 
Company B
Profit before tax                                                         
3,00,000 
3,00,000 
Less: Preference dividend
60,000 
40,000 
Earnings available to equity shareholders (A) 
2,40,000 
2,60,000 
Number of Equity Shares (B)
 80,000 
1,00,000 
Earning per share (A/B)
 3.0 
2.60 
Retained earnings – 20%
48,000 
52,000 
Dividend declared – 80% (C)
1,92,000
2,08,000 
Dividend per share (C/B)
2.40
2.08 
Solution: 3
Consolidated Balance Sheet of X Ltd. and its subsidiaries

X Investments Ltd., Y Ltd. and Z Ltd.

as at 31st December, 2006
(Rs. in crores)
I
SOURCES OF FUNDS

(1)
Shareholders’ funds:





(a)
Capital

25.00



(b)
Reserves and surplus

95.00
120.00 


(2)
Minority interest:


(a)
In Y Ltd.                                                         

12.25


(b)
In Z Ltd.                                                          

8.40
20.65

(3)
Loan funds:


(a)
Secured loans                                                         

40.00


(b)
Unsecured loans                                                         

85.00
125.00

TOTAL                                                                            


265.65
II
APPLICATION OF FUNDS

(1)
Fixed assets:


(a)
Goodwill on consolidation of:



Y Ltd.
2.25



Z Ltd.
 3.40
5.65


(b)
Others:



Gross block                                       
105.00



 Less: Depreciation  
59.00
46.00
51.65






29.00

(2)
Investments at cost


(in equity shares of other companies–


Market value Rs. 116 crores)

(3)
Current assets                                                            

402.00


Less: Current liabilities                                                        

217.00


Net current assets                                                                      

185.00

TOTAL                                                                            


265.65 
Working Notes:
(A)                                
X Investments Ltd.
(Rs. in crores)

(1)
Analysis of Profits and Share Capital:




Capital
Revenue
Share Capital




Profit
Profit



(i)
Y Ltd.
 15.00
-
10.00



Minority Interest (49%)   
7.35
-
4.90



Share of X Investments Ltd.
7.65
-
5.10


(ii)
Z Ltd.
                                        20.00
-
15.00



Minority Interest (24%)
4.80
-
_3.60



Share of X Investments Ltd.
15.20
-
11.40

(2)
Cost of Control:                                                
Y Ltd.
-
Z Ltd.


Cost of investments                                        
15.00

30.00


Less: Paid up value of shares   
5.10

11.40


Capital profits
7.65
12.75
15.20
26.60


Goodwill on consolidation  
2.25

3.40

(3)
Minority interest                                                
Y Ltd. 

Z Ltd.


Share Capital                                          
4.90

3.60


Capital Profits
7.35

4.80


Revenue Profits
___-

___-




12.25

8.40 

   
(4)
Group Balance Sheet of X Investments Ltd. and its subsidiaries
Y Ltd. and Z Ltd.
as at 31st December, 2006
(Rs. in crores)
I
SOURCES OF FUNDS

(1)
Shareholders’ funds:





(a)
Capital                                                     

5.00


(b)
Reserves and surplus                                                     

20.00
25.00

(2)
Minority interest in:


(a)
Y Ltd.                                                    

12.25


(b)
Z Ltd.                                                     

8.40  
20.65

(3)
Loan funds:


(a)
Secured loans                                                    

25.00


(b)
Unsecured loans                                                    

75.00  
100.00

TOTAL



145.65
II
APPLICATION OF FUNDS

(1)
Fixed assets:


(a)
Goodwill on consolidation of:



Y Ltd.
 2.25



Z Ltd.
3.40
5.65


(b)
Others:



Gross block
45.00



Less: Depreciation
24.00
21.00
26.65

(2)
Investments at cost


29.00


(Market value Rs. 116 crores)

(3)
Current assets

297.00


Less: Current liabilities

207.00


Net current assets


90.00

TOTAL



145.65
(B)                                       
X Ltd.

(i)
Analysis of Profits of X Investments Ltd.:




Capital Profit
Revenue Profit


Reserves and Surplus
-
20


Minority Interest


(X Investments Ltd. being wholly owned


subsidiary of X Ltd.)



(ii)
Minority Interest in X Investments Ltd.
-
-

(iii)
Cost of Control:


Cost of investments in X Investments Ltd.

5


Less: Paid-up value of shares held in X


Investments Ltd. by X Ltd. 
5
-



Capital Profit
-
5


Cost of Control

-
Solution: 4(a)
Kalyani Ltd. 

Value Added Statement 

for the year ended 31st March, 2005



Rs. in lakhs
Rs. in lakhs
%
Sales



206.42

Less:
Cost of bought in material and services:

Production and operational expenses
150.57

Administration expenses
3.92

Interest on working capital loans
2.30
156.79
Value Added by manufacturing and trading activities

49.63
Add:
Other income

10.20
Total Value Added

59.83
Application of Value Added:

To
Pay Employees:




Salaries, Wages, Bonus and other benefits

12.80
21.39

To
Pay Directors:


Salaries and Commission

2.20
3.68

To
Pay Government:


Cess and Local Taxes
3.20


Income Tax
3.00
6.20
10.36

To
Pay Providers of Capital:


Interest on Debentures
1.80


Interest on Fixed Loans
3.90


Dividend
3.00
8.70
14.54

To
Provide for maintenance and Expansion of the company:


Depreciation
5.69


General Reserve (24.30– 0.46)
23.84


Retained profit (1.75– 1.35)
 0.40
29.93
50.03




59.83
100.00 

Reconciliation Between Total Value Added and Profit Before Taxation: 


(Rs. in lakhs)
(Rs. in lakhs)
Profit before tax

30.24
Add back:
Depreciation
5.69
Salaries, Wages, Bonus and other benefits
12.80
Directors’ Remuneration
2.20
Cess and Local Taxes
3.20
Interest on Debentures
1.80
Interest on Fixed Loans
3.90
29.59 

Total Value Added

59.83
Solution: 4(b) 

Cost of capital 
= {[Interest ×(1 - Effective Tax Rate)]/Debt} × 100 


Cost of secured loan
= {[1.60 lakhs × (1- 0.40)]/ 20 lakhs} ×100 



= 4.8% 


Cost of unsecured loan
= {[3 lakhs × (1 0.40)]/ 30 lakhs} ×100 



= 6% 


Cost of equity
= 12% (given) 


Weighted Average Cost 


Funds

Cost after
Weights**
Weighted



Tax

cost

Equity
100 lakhs
12%
0.66
78.0%

Secured loan
20 lakhs
4.8%
0.13
30.6%

Unsecured loan
30 lakhs
6%
0.20
01.2%


150 lakhs


9.8%

Weighted Average cost of capital 
= Capital Employed* × Weighted Average Cost


= 150 lakhs × 9.8% 



= 14.7 lakhs 


Economic Value Added
= Rs. 15,83,000 - Rs.14,70,000 


= Rs. 1,13,000
*   Opening balances are not given for calculation of average capital employed. 
**  100/150; 20/150; 30/150.
Solution: 4(c) 

Calculation of value in use 

Year
Cash 
Flow Discount as per 15%
Discounted cash flow
2006
4000
0.870
3480 

2007
6000
0.756
4536
2008
6000
0.658
3948
2009
8000
0.572
4576
2010
4000
0.497
1988
Value in use = Rs. 18528 lakhs
Calculation of carrying amount:
Original cost 
= Rs. 20,000 lakhs
Depreciation for 3 years 
= [(40,000-1000) ×3/8] 
= Rs. 14,625
Carrying amount on 31-12-2005 
= [40,000-14,625] 
= Rs. 25,375
Recoverable amount 
= Rs. 20,000 lakhs

Impairment Loss 
= Rs. (25,375-20,000) 
= Rs. 5,375 lakhs
Revised carrying amount 
= Rs. (25,375-5,375) 
= Rs. 20,000 lakhs
Depreciation Charge for 2006 
= (20,000-1000)/5 
= Rs. 3,800
Solution: 5(a)
Calculation of the carrying amount of Investment as per equity method 

Particulars
Rs.
Rs.

Equity Shares
1,000,000

Security Premium
100,000

Reserves & Surplus
500,000

Net Assets
1,600,000

45% of Net Asset
720,000

Add: 45% of Profits for the year
135,000


855,000

Less: Dividend Received
45,000
810,000

Less: Cost of Investment

1,500,000

Goodwill

690,000

Consolidated Balance Sheet (Extract)

Assets
Rs.
 Rs.

Investment in B Ltd.
 810,000

Add: Goodwill
690,000
1,500,000
Solution: 5(b)
Tax as per accounting profit
6,00,000 × 20%
=
1,20,000
Tax as per Income-tax Profit
60,000 × 20% 
=
12,000
Tax as per MAT
3,50,000 × 7.50%
=
26,250 

Tax expense = Current Tax +Deferred Tax 

1,50,000 = 15,000+ Deferred tax
Therefore, Deferred Tax liability as on 31-03-2004
                        =1,20,000 – 12,000 = 1,08,000
Amount of tax to be debited in Profit and Loss account for the year 31-03-2006
Current Tax + Deferred Tax liability + Excess of MAT over current tax
= 12,000 + 1,08,000 + 14,250 =1,34,250
Solution: 5(c) 

As per para 23 of AS 18, transactions of X Ltd. with its associate company for the first quarter ending 30.06.2006 only are required to be disclosed as related party transactions.  The transactions for the period in which related party relationship did not exist need not be reported.
Solution: 5(d) 

Price revision was effected during the current accounting period 2005-2006.  As a result, the company stands to receive Rs. 15 lakhs from its customers in respect of sales made from 1st January, 2006 to 31st March, 2006. If the company is able to assess the ultimate collection with reasonable certainty, then additional revenue arising out of the said price revision may be recognised in 2005- 2006 vide Para 10 of AS 9.
Solution: 5(e) 

Adjusted net profit for the current year 
(1,00,00,000 + 12,00,000– 3,60,000)  = Rs. 1,08,40,000 

No. of equity shares resulting from conversion of debentures: 10,00,000 Shares 

No. of equity shares used to compute diluted EPS: 
(50,00,000 + 10,00,000) = 60,00,000 Shares
Diluted earnings per share: (1,08,40,000/60,00,000) = Rs. 1.81
Solution: 6(a) 

Particulars
2005
2006
2007
Contract Price
1,500,000
1,500,000
1,500,000
Less: Expenditure till date
360,000
835,000
1,145,000

1,140,000
665,000
355,000
Less: Expected Future Profits
1,000,000
400,000
______-
Profits                                                  
140,000
265,000
355,000
Stage of Completion
20%
75%
100%
Profit to be recognised                                                    NIL
133,163
355,000
Solution: 6(b) 

Calculation of the cost for Purchase of Land

Particulars

Rs.
Cost of Land

500,000
Legal Fees

25,000
Title Insurance

10,000
Cost of Demolition
50,000
Less: Salvage value of Material
10,000
40,000
Cost of the Asset

575,000
Solution: 6(c) 

As per para 13 of AS 11 (Revised 2003) ‘The Effects of Changes in Foreign Exchange Rates’, exchange differences arising on the settlement of monetary items or on reporting an enterprise’s monetary items at rates different from those at which they were initially recorded during the period, or reported in previous financial statements, should be recognized as income or expenses in the period in which they arise.  Thus exchange differences arising on repayment of liabilities incurred for the purpose of acquiring fixed assets are recognized as income or expense. 

Calculation of Exchange Difference: 

Foreign loan currency
= (Rs.3,000 Lakhs ÷ Rs. 40)= 75 lakhs US Dollars 
Exchange difference
= 75 lakhs US Dollars × (42.50– 40.00) 


= Rs. 187.50 lakhs 

(including exchange loss on payment of first instalment) 

Therefore, entire loss due to exchange differences amounting Rs. 187.50 lakhs should be charged to profit and loss account for the year.
Solution: 6(d)
Valuation of Closing Stock
Particulars
Rs.
 Rs. 

Closing Stock at cost

2,84,700
Less: Cost of 400 coats (400 × 80)
 32,000
Less: Net Realisable Value (400 × 75) – 5%
28,500
3,500


2,81,200 

Provision for repairing cost to be incurred in future (800 × 5)
4,000
Value of Closing Stock

2,77,200 
