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Solution to Question 1 (a) 
 
Asmitha Limited in its six months ending 30/9/07 interim period, shall account for 
 

(i) Loss on disposal of a business segment as an ordinary item to the fullest extent of 
Rs.200000.  However, the same should be disclosed so as to bring a better 
understanding on the financial statement. 

 
(ii) Property tax of Rs.60000 is for the full calendar year 2007 is paid during the 3rd 

calendar quarter, shall be accounted only for the 2nd and 3rd quarter of the calendar 
year for the six months ending 30th September 2007.  That is Rs.30000 shall be 
accounted as current interim period expenses and Rs.15000 attributable for the 1st 
calendar quarter shall be accounted as prior period item in case there was no 
estimate made in that period or else as changes in accounting estimate.  The other 
15000 Rs. attributable to the 4th calendar quarter shall be accounted as prepaid 
expenses. 

 
Solution to Question 1 (b) 
 

Segments Total assets Deferred Tax Net Assets % Segment? 
X 2 0.5 1.5 17 Yes 
Y 3 0.4 2.6 30 Yes 
Z 5 0.3 4.7 53 Yes 
 10 1.2 8.8   

 
Since every segment assets account for more than 10% of the total enterprise assets, the 
accountant is correct in his contention. 
 
Note: Deferred Tax assets are to be excluded in the above computation. 
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Solution to Question 1 (c) 
 
The arrears of payment made during the current year 2008-09 are for 3 earlier years 
affecting the current year’s profit and loss account.  But to qualify an item as prior period 
item, it should have arisen on account of error or omission, whereas the existence of these 
arrears came only on account of agreement entered during the current period having 
retrospective effect.  Therefore there is no scope to take up the case as prior period item in 
the absence of error or omission.  It is to be treated as ordinary item but requiring 
disclosure as there is a bulk amount of debit during the current period.  Disclosure will 
enhance better understanding on the financial statement. 

 
Solution to Question 1 (d) 
  

Items Gross Returns Net of returns 
Sales 50000 7000 43000 
Discount (16%) =8k/50k 8000 1120 6880 
Net Sales after discount 42000 5880 36120 

 
As the sale was initially booked net of discount at Rs.42000, the return of goods worth 
Rs.7000 should have also qualified for a pro rata discount of Rs.1120 and is to be adjusted.  
Net sale to be accounted shall be Rs.36120.  Accountant is wrong in accounting sales at 
Rs.35000. 
 
Solution to Question 1 (e) 
As per para 63 of AS 26, intangible assets shall be amortised for a period not exceeding ten 
years, unless it can be rebutted by a stronger case where the life is established through 
agreement for a period greater than 10 years.  Stronger case shall come in the form of rights 
bought [copyrights, patents etc.] for a period exceeding 10 years, say 15 years or so.  In such 
a case, amortization can be made for a period of 15 years instead of 10 years.  The question is 
not clear as what is the life of the intangible asset.  If the life is for 12 years, then the action of 
the company is correct or else it is not correct.  If the life is for a period lesser than 10 years, 
then amortization shall be carried out for the number of years of life.  
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Solution to Question No. 2  

Rs.000s 
Calculation of purchase consideration 

S. 
No. 

Beneficiaries Mode Calculation Amount 

   S H Total 
1 ESH 1:1 @  

Rs. 15 
150/10 x 1/1 x 15 

= 225 
140/10 x 1/1 x 15 

= 210 
435 

2 PSH 1:1 30 20 50 
   255 230 485 
      

3 DH 50% In the form of 
equity shares 

25 15 40 

     525 
 
Note: 
Payments effected to members alone shall form part of purchase consideration as per para 
3(g) of AS 14.  Settlement to debenture holders is taken only for computation and not 
aggregated for purchase consideration.  Security premium is the difference between 435 and 
[150+140] i.e Rs.145 

Rs.000s 
Taken Over values of assets and liabilities. Net asset value 
 S H Total 
Building 66 52.5 118.5 
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Plant & Machinery 88 73.5 161.5 
Trade Investments 32 20 52 
Non Trade Investments 8 5 13 
Sundry Debtors (net) 40.5 31.5 72 
Stock 36 40 76 
Cash 40 25 65 
10% Debentures (50%)  (25) (15) (40) 
Sundry Creditors (25) (15) (40) 
Tax Provisions (7) (4) (11) 
Proposed Dividend (30) (28) (58) 
 223.5 195.5 419 

 
Goodwill is the difference between the settlement to Members and Debenture holders 
with the Net asset taken over. Goodwill 106 = 525 - 419 

Rs.000s 
Balance Sheet as on 1/4/08 

Liabilities  Assets  
Equity Share Capital 330 Goodwill 106 
9% Preference Share Capital 50 Building 118.5 
Security Premium 145 Plant & Machinery 161.5 
10% Debenture 40 Trade Investments 52 
Sundry Creditors 11 Non-Trade Investment  
Proposed Dividend 58 Sundry Debtors 72 
  Stock 76 
  Cash 65 
 664  664 
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Solution to Question No. 3 
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Cut off R. in S R in T S in T 
DOA 1-4-07 1-4-07 1-4-05 
DOC 31-3-08 
Post 07-08 07-08 05-06 to 07 – 08 
% 32K/40K = 80% 4000/16000 = 25% 12000/16000 = 75% 

   
  100% in Tom 

MI 20% Nil 
 

 
 
Increase of Rs.(320) is capital for Ram for its share of 25%.  It works out to Rs.(80) 
 

 
 

 

Profit & Loss of Shyam  960 

1-4-07 
520  Capital 

1.4.07 – 31-3-08 
440  Revenue 

Classification 
P & L of Tom (640) 

1-4-05 
(160) 

Capital of Shyam 

1-4-05 – 31-3-08 
(480) 

Revenue for Shyam 

1-4-05 – 1-4-07 
(320) 

[(480) – (160)] 

1-4-07 – 31-23-08 
(160) 

Revenue for Ram 

GR of Shyam 280 

1-4-07 
280  Capital 

1-4-07 – 31-3-08 
Nil  Revenue 

(480) Capital for Ram 
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Stock Reserve 

Stock (held by Shyam) 480 
Markup/TP 1/6 
Stock Reserve 80 
Type Downstream 
To be adjusted in consolidated P & L 80 
In Minority Interest Nil 

 
Chart A     

 Ram Minority Interest 
 Shyam Tom Shyam 20% Tom 

1) Capital Reserve     
(Direct Method)     
General Reserve 280 - - - 
P & L 520 (160 - - 
 800 (160) - - 
Less: Minority Interest 160 Nil 160 - 
 640 (160) - - 
Add: Capital item for Ram in the classification     
of Reserves of Tom  +(80)   
  (240)   
     
(ii) Revenue Profit 440 (480) - - 
Transfer 75% +(360) -(360) - - 
 80 120   
Less: Minority Interest 16 - 16 - 
 64 (120) - - 
Less: Capital item(ref note given in classification) - (80)   
 64 (40)   
     
(iii) ESC 4000 1600 - - 
Less: Minority Interest 800 - 800 - 
 3200 1600 976 - 

 
 

Chart B Goodwill/Capital Reserve 
 

Investment by Ram in Shyam   4800 
Investment by Ram in Tom   200 
Investments by Shyam in Tom   720 
   5720 
Less: NV In Shyam 3200   
Less: NV in Tom 1600 4800  
Capital profit – Shyam 640   
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Capital Profit – Tom (240) 400 5200 
Goodwill   520 

 
 

Chart C Consolidated profit and loss Account 
 

Profit and Loss A/c  1360 
Add: Share of RP of Shyam 64  
Share of RP of Tom (40) 24 
  1384 
Less: Stock Reserve  80 
  1304 

 
Chart D Elimination of Mutual Owing and Stock Reserve 

 Current Assets Current Liabilities 
Ram 7240 1280 
Shyam 7520 3000 
Tom 2080 1120 
 16840 5400 
Less: MO (800 + 400) 1200 1200 
 15640 4200 
Less: SR 80 -- 
 15560 4200 

 
Consolidated Balance Sheet 

Rs.000s 
Liabilities  Assets  

Equity Share Capital 8000 Goodwill (Chart B) 850 
General Reserve 1600 Current Assets (Chart D) 15560 
Profit and Loss A/c (Chart C) 1304   
Current Liabilities (Chart D) 4200   
Minority Interest (Chart A) 976   
 16080  16080 

 

 
 



Sreeram Coaching Point 
Financial Reporting (CA- Final) New syllabus- Nov. 2008 

 

 
Visit us at: www. Sreeramcoachingpoint.com 

L. Muralidharan, FCA, Grad., CWA 

12 

 
 
Solution to Question 4 (a) 
 

Transactions Amount (in lacs) 
Amount raised 175 
Initial expenses (9) 
Investments made (160) 
Investments sold 125 
Further Investment made (90) 
Dividend earned 3 
Dividend Distributed (22.4) 
Cash in hand (balancing figure) 21.6 
Market value of Investment (given) 175 
Total Asset = 21.6+ 175 196.60 
No. of Units (in lacs)  10 
NAV 19.66 

 
Dividend distributed @ 80% of the realized earning is computed on the gain on the sale of 
investments and the dividend earned. i.e 80% x [(125 – 100) + 3] 
 
Solution to Question 4 (b) 
 
(i) Sale of non-trade Investments 
 

Cash A/c Dr. 320  
To Investments  300 
To Profit and Loss A/c  20 
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(Being sale of investments made at profit) 
 
 
(ii) Buy Back is effective and formalities completed 
 

Equity share capital a/c Dr. 
(1600 x 10) 

160  

Premium on buy back 160  
To Equity Share Holder  320 

 
Security premium a/c Dr 100  
General Reserve a/c Dr. 60  
To Capital Redemption Reserve A/c  160 
(Being in pursuant to buy back arrangement, the company utilized fully from security 
premium and the balance from General Reserve to finance buy back) 
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Solution to Question No. 5 
 
Computation of Goodwill 
 
a) Computation of CE 
 

Rs. ‘000 
 A B C Total 

Tangible Block 3000 1500 1800 6300 
CA 1050 420 240 1710 
Deb (600) - (300) (900) 
Crs (600) (450) (300) (1350) 
Net Block 2850 1470 1440 5760 

 
b) Computation of Actual Profit 
 

Rs. ‘000 
 A B C 

Average Profit 540 432 312 
Debenture Interest (60) - 30 
Profit After Interest 480 432 282 
(Additional)/ Excess Depn. (60) 30 (30) 
Revised Profit 420 462 252 

 
c) Computation of Expected Profit 
 

Rs. ‘000 
 A B C 

CE 2850 1470 1440 
ROCE @ 10% 285 147 144 
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d) Computation of Super Profit 
Rs. ‘000 

 A B C 
Actual 420 462 252 
Expected 285 147 144 
Super Profit 135 315 108 

 
e) Computation of Goodwill 

Rs. ‘000 
 A B C 

Super Profit 135 315 108 
No. of years of purchase 3 3 3 
Goodwill 405 945 324 
  
 1674 

 
II. Computation of Purchase Consideration 

 A B C 
CE 2850 1470 1440 
Goodwill 405 945 324 
PC 3255 2415 1764 
  
  7434  
    
 Equity shares  Debenture 
 ¾  ¼ 
 5575.5  1858.5 

Distribution of Equity shares based on adjusted earnings. 

 

Equity Shares 

5575.50 

A B C 

420 462 252 

420+462+252 420+462+252 420+462+252 

=2065 =2271.5 =1239 
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Computation of Debentures in purchase consideration 
Rs. ‘000 

 A B C 
Purchase Consideration 3255000 2415000 1764000 
Equity Shares 2065000 2271500 1239000 
Debentures 1190000 143500 525000 

 
          Rs. ‘000 

Balance Sheet of ABC as on 31-3-06 
Liabilities   Assets  

Equity Share Capital (as part of 
Purchase Consideration) 

5575.5  Goodwill 1674 

Preliminary Expenses (financed) 150  Tangible block 6300 
Debenture Settlement (financed) 900 6625.5 Current Assets 1710 
10% Debentures  1858.5 Miss Exp (Preliminary 

Expenditure) 
150 

Trade Creditors and Expense Creditors  1350   
  9834  9834 
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Solution to Question No. 6 (a) 
 

Profit and Loss A/c for the year ended 31-3-08 
  (Rs. ‘000) 
 Historical cost Replacement cost 
Sales 2000 2000 
Cost of goods sold 1200 1440 
Cross profit 800 560 
 
Depreciation 15L/10 

150 175 

Profit before Int. 650 385 
Debenture Interest (9% x 15L) 135 135 
Net profit 515 250 
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Balance sheet as on 31-3-08 
 

Liabilities Historical Cost Replacement Cost Basis 
Equity Share Capital 1000 1000 
Profit and Loss A/c 515 250 
Replacement Reserve  955 
9% Debentures 1500 1500 
Creditors 300 300 
 3315 4005 

Assets   
Machinery 1350 1800 
Stock 1440 1680 
Debtors 500 500 
Cash & Bank 25 25 
 3315 4005 

 
Replacement Reserve 

 
Stock (1680 – 1440) 240 
Cost of goods sold (1440 – 1200) 240 
Depreciation (175 – 150) 25 
Machinery (difference) (1800 – 1350) 450 
  955 

 
Depreciation 

 
(15L + 20L)/2 = 1.75L 

 
Cash flow statement 

Equity Share Capital 1000 Machinery 1500 
Debentures 1500 Stock Purchases 1200 
Sales 2000 Stock replaced 1440 
Closing Creditors 300 Debenture Interest 135 
  Increase in Debtors 500 
  Closing Cash balance 25 
 4800  4800 
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Solution to Question No. 6 (b) 
 

Gross value statement of Futures Ltd. 
 

Sale 24400    
Less: Excise duty 1110 23290   
Less: RM & Other Services     
Operating cost (21250 – 8250) 13000    
Int. on BOD 75 13075 10215  
Other income   508  
   10723 % 
Applied on     
Employees   8250 76.94 
Financiers     
Interest on debentures 1200    
Proposed Dividend 48  1248 11.64 
Governmental payment – Tax   320 2.98 
Holders of capital     
Depreciation 405    
Retained profit 500  905 8.44 
   10723 100 

  
Reconciliation statement between GVA & PBT 

 
Gross value added  10723 
Less: Interest on 9% debentures 1200  
Depreciation 405  
Wages and Salaries 8250 9855 
Profit before tax  868 

 
 


