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Q1(a)Solution

In this case, three months salary of Rs.75,000 is prior period expense and following entry should be passed:

Salary A/c 



Dr. 1,50,000

Prior period expense (Salary) A/c 
Dr. 75,000

To Bank A/c 





2,25,000

If Mr. Pradip was terminated from service on 1.1.09 and was re-instated in service by the Court on 30.9.09 with full pay protection(i.e. total salary was rewarded to him). As the employee was reinstated in service as per the Court’s Order as on 1.10.2009, the following entry should be made:

Salary A/c 



Dr. 2,25,000

To Bank A/c 





2,25,000

In such a case, there shall arise no error or omission while preparing the financial statements for the earlier years.
Q1(b)Solution

We shall have to determine the historical cost of the plant and machinery.

Purchase Price
Rs.50 lakhs

Less: Specific Excise duty against which CENVAT is available 
Rs. 8 lakhs
Original Cost of the machinery for accounting purposes 
Rs. 42 lakhs

Less: Subsidy @ 20% of Rs.42 lakhs 
Rs. 8.4 lakhs
Depreciable Amount 
Rs. 33.6 lakhs
Note: As CENVAT Credit on Capital Goods can be availed upto 50% in the first year of acquisition and the balance in the next year, an alternative treatment may also be considered.

The original cost of the plant and machinery can be taken at Rs. 50 lakhs and a sum of Rs.8.4 lakhs can be transferred to deferred income account by way of subsidy reserve. The portion of unavailed CENVAT Credit is also required to be reduced from cost.

Q2(a)Solution
Solution: Since the purchase consideration is payable in shares of the transferee company and all the assets and liabilities are taken over at their carrying amounts, the amalgamation is in the nature of merger, i.e. pooling of interests method.

For X Ltd. Purchase consideration = Rs.25 lakhs

Less: Share capital of X Ltd = Rs.20 lakhs

Excess of purchase consideration = Rs.5 lakhs. This shall have to be adjusted against the Reserves of Z Ltd.

For Y Ltd. Purchase Consideration = Rs.28 lakhs

Less: Share Capital of Y Ltd = Rs.30 lakhs

since purchase consideration is less than share capital of the transferor company, Rs.2 lakhs shall be treated as Capital Reserve.

Note: In case of amalgamation in the nature of purchase, goodwill shall have to be shown in the Balance Sheet of the Transferee company. Such goodwill shall have to be written off over a maximum period of 5 years.

Q2(b)Solution

i) H ltd. should immediately recognize the profit of Rs. 100 lakhs in its books.

ii) Profit Rs. 100 lakhs should be immediately recognized by H Ltd.

iii) Loss of Rs. 20 lakhs to be immediately recognized by H Ltd. in its books provided loss is not compensated by future lease payment.

iv) Profit of Rs. 100 lakhs is to be amortized over the lease period.

v) Profit of Rs. 60 lakhs (460-400) to be immediately recognized in its books and balance profit of Rs. 40 lakhs (500-460) is to be amortized / deferred over lease period.

vi) Loss of Rs. 50 lakhs (400-350) to be immediately recognized by H Ltd. in its books and profit of Rs. 40 lakhs (390-350) should be amortized / deferred over lease period.

Q2(c)Solution

Working Notes:

2008-09:

1. Original Cost of the machine 
= $1,00,000 x Rs.40 = Rs.40,00,000

2. Depreciation (SLM) @ 10% 

= Rs.4,00,000

2009-10:

1. Original Cost of the machine upto 30/9/2009 
= Rs.40,00,000

2. Revised cost of the machine as on 1.10.2009
Due to official revaluation of exchange rates, the US $ 1 = Rs.48. There is a foreign exchange loss of Rs. 8 for each dollar liability. The total loss on foreign currency fluctuation was $25,000 x Rs.8 = Rs.2,00,000. This has to be added to the original cost of the machine. Therefore, revised cost of the machine as on 1.10.2009 is Rs.42,00,000 (i.e. Rs.40,00,000 + Rs.2,00,000)

The revised cost of the machine as on 1.10.2009 : 
Rs.

Original Cost on 1.4.2008 
40,00,000

Less: Depreciation:

1.4.2008 to 31.3.2009 
4,00,000

1.4.2009 to 30.9.2009 
2,00,000 
6,00,000

34,00,000

Add: Loss on foreign exchange fluctuation as on 1.10.2009
 2,00,000

36,00,000

Depreciation:

1.4.2009 to 30.9.2009 (40,00,000 x 10/100 x 6/12) 
2,00,000

1.10.2009 to 31.3.20010 ( 36,00,000 x 6

8.5 x 12) 
2,11,765
Total Depreciation for the year 2009-10 
4,11,765
Note: As per AS-6 Revised, ‘Depreciation Accounting’, in case of change in historical cost due to foreign exchange fluctuation, depreciation on the revised unamortized depreciable amount should be provided prospectively over the residual life of the asset. In this case, the residual life is 8.5 years.
(For balance solution Pls ref pg 418 from printout)

Q3(a)Solution

As per para 2(d) of AS-13, the accounting standard is not applicable to bank, insurance company, mutual funds. In this case, MAGIC Bank is a bank, therefore AS-13 does not apply here. For the banks, the RBI has issued guidelines for classification and valuation of the investment. Therefore, the MAGIC Bank should comply with RBI guidelines.

Q3(b)Solution

Tax as per accounting profit 
: 
10,00,000 x 30%= 3,00,000

Tax as per Income Tax profit 
: 
1,00,000 x 30% = 30,000

Tax as per MAT 
: 
9,00,000 x 10% = 90,000

Tax expense = Current tax + deferred tax

3,00,000 = 30,000 + deferred tax

Therefore, Deferred Tax Liability as on 31.3.10 = Rs.3,00,000 – Rs.30,000 



= Rs.2,70,000.

Amount of tax to be debited in Profit and Loss Account for the year 31.3.10:

= Current tax + deferred tax liability + Excess of MAT over current tax

= 30,000 + 2,70,000 + (90,000 – 30,000)

= 3,60,000
Q4 Solution
Pls refer to page 73-78 for the solution. There is a difference in the zero’s on the cc question and the printed question.

Q6 Solution
Pls refer 95-96 from printout for answer. The year should be changed to 2010.
