Suggested Answers to Questions (Syllabus 2008). June 2009

functions, described the mannerin which basic functions were implemented. Secondary functions
could be modified or eliminated to reduce product cost. The term value has four different
meanings:cost value ~ use value — esteem value and exchange value. The first step in the
value analysis process is to define the problem and its scope. Once this is done, the functions
of the product and its items are derived. These functions are ‘basic’ and ‘secondary’ functions.
A cost function matrix or value analysis matrix is prepared, Improvement opportunities are
then brainstormed, analyzed and selected. g
(B) SUPPLY CHAIN MANAGEMENT:
Supply Chain Management encompasses the planning and management of all activities involved 3
in sourcing, procurement, conversion and logistics management activities. Supply chain L
management integrates supply and demand management within and across companies. :
Five basic components of supply chain management are - Pro i e
(&) Plan - develop a sirategy for managing all resources that go towards meeting customer
“demand
.(b) Saurce - choose the supplier
{c) Make - schedule activities for production
(d) Deliver~ oo.oa,m:wﬁm receipt of order to delivery
() Retum - receive defectives and excess
(C) ENTERPRISE RISK MANAGEMENT . .
Enterprise risk Management seeks to implement risk awareness and prevention pro
throughout the company, thus creating a corporate culture able to handle the risks assoe
with'a rapidly changing business environment. Enterprise Risk Management deals with risk
and opportunities’ affecting value creation and preservation. Enterprise risk manageme
encompasses :- g C .
(i) m_azsn.zmx appetite and strategy ‘ . e A
(i) enhancing risk response decisions il
(iii) reducing operational surprises and losses
(iv) identifying and managing multiple and cross enterprise risk . :
(v) seizing opportunities .. ' A ’ v . "
(vi) improvement In deployment of capital . '3 e
(D) DECISIONTREE ‘=~ * . S By My
Decision tree is a fool which helps to choose between several courses of action. It provides g
highly effective structure within-which options can be laid out and the possible outcomes of
choosing thase aptians can be investigated. It also helps to form a balanced pigture ¢ f the

risks and rewards associated with each possible course of action,
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- .. ... PartAquestionsare compulsar:
Torg Part B has seven question nm

Questiont, . '+ biadod o it
" (@) In each of the cases given below one out of the fo

answer (= 1 mark)and give your working Ireasons brigfly =1-mark). i1

i

'~ 4 Full Marks 100

ur.answers is correct. Indicate the ¢orrect

() PIONEERLTD , acquired 3200 Equity Shares of ARY; 'LTD. dn March 31,2008, The|Share
- Capital of ARYAN LTD. Consists of 4000 Equity:shares of Rs, 100 each . The dost of °

N %

investment is Rs. 6,80,000. ARYAN LTD,.made a banus. issue on ‘march-31,2008 pf one

- Equity share for every four shares held by its shareholders.. If he share in the capitd| profit
* in ARYAN LTD. is Rs. 2,65,600 (after adjustment of bonus), th¢ amount of goodwill /Capital

Reserve shown in the Consolidated Balance sheet on March 31,2006 is

A. Rs. 4,14,000 (Goodwill);
B. Rs. 2, 80,000( Capital Reserve) ;
C.Rs. 14,400 (Goodwill);

:...w < D.Data insufficient. - 3

" (i) MR. BIKIRAM purchased 1000 shares il Hajaithii boratqies at Rs. ‘300 per stjare in

2005. There was Rights issue in 2008 &t priasharé for-every two held at a price of Hs.100

- ' per share. If Mr. Bikram subscribed to the"rights
v+ ghares:- - . A e ¥
" A.Rs 2,50,000; _
B.'Rs 8,50,000;
.C.Rs3 00,000;

D, Insufficient information.

what Would be carrying cost of 1500
RIS 1 it o

T i T T O s




Suggested Answers to Questions (Syllabus 2008)- June 2009

A LTD. has 2 Plant (Asset) which is carried in the Balarice Sh ¢ t
Rs.50C laknh. As at that date the value in use is Rs.400 lakh \What would be the impairment
loss of the plant, if the net selling price as on 31.03 2009 is Rs. 300 lakh?
A. Rs 100 lakh;
B. Rs 125 lakh,
C.Rs 150 lakh;
D. incomplete information.
(iv) ASHREEN LTD. started business-on 1.04.2008. For the year ended 31* March-, 2008, it
has earned accounting income of Rs . 20 lakh. However its taxable income was Rs . 15 lakh

only due to timing difference. If the tax rate applicable to the company is 40% what would
_be Deferred Tax Asset?

A. Rs. 2.00 lakh; kS Ak
B. Rs 2.50 lakh;
C.Rs 6.00 lakh;
D. None of (A}, (B), (C). :
(v) GAINT LTD. acquired 80% w:m:mm, of ZOOM LTD. on p._m:ch\ 1, 2009. Trade creditors of

ZOOM LTD. include Rs . 45,000 for goods ‘supplied by GAINT LTD., on which the latter
made a profit of Rs. 9,000. One-fifth of the goods are still in the stock on March 31, 2008.
The value of stock to be onsmmamﬂma fo.ﬂ the purpose of consolidation is

A. Rs 7,200;

B. Rs 4,500,

C.Rs. 1,800;

D. None of (A), (B), (C). :

(vi) The share capital of Sanjana Ltd. is Rs. 10,00,000 consisting of fully paid shares of 10,000:
15% preference shares of Rs. 100 each and 9,000 equity shares of Rs. 100 each . The after
—tax profit of the company for the year 2008-09 s Rs, 1 ,23,000. The normal rate of returnis
8% . The value of equity share of the company is ;

A.Rs 171; s g
B. Rs 125;

C.Rs 154;

D.Rs 150. ¢ 7 :

(vii) Accounts receivable as at 31.03.2009 is Rs. 5,00,000, Provislon for discount on accounts
receivable as at 1.04.2008 is Bs16,000 and provision for doubtful debts as on that date
ﬁmaamw\: Rs . 25,000, Discount allowed during 2008-2008 is Rs. 1,000 and the company
maintains 5% provision fof had debts and 3% provision for discounts on debtors. What is

the amount to be transterred to profit and loss account as excess provision by way of

mn_.:mABm:”o:m#om.moow@. ./
ALRS. 25,0000 N vl
B.Rs 14,250;
C.Rs  750;

D.Rs 10,750.
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An external user of financial statement of a company is
A. Dirgetor;

B. Partner;

C. Supplier; .
D, Officer;

each of whom has some relationship with the company. 2x%8=16

(b) Choose the most appropriate one from the stated options and write it down (only indicate by A, .

B, C.or D as you think correct).
(i) Contingent Assets as per AS-29 are
- A Recagnized in Balance Sheet if happening is almost
B. Not Recognized in mm_w:om Sheet; ! :
C. U,mo,_omma in Notes to »,,ooo,cam._ e B E | i
D. None of (A), (B), (C). | . YRR M
(i) Underthe* Pooling of intarest method” the difference between the purchase oozmamw&_o:
and Share Capital of the transferee Company m.:oc_n beto (as %m..; AS-14)
A. Goadwill or Capital Reserve ; ) LG M

B. General Reserve; | P )

C. Amalgamation >a_cm5_62 Account; iy ik
D. Either (A) or (C). o .
(i) RAINBOW LTD has different distinguishable segments. One of them Is engaged in pro

. an individual product and it is subject to risk and returns. Such segment Is known a

5 s

certain;

ding

A. Business Segment; ) Ll

B. Geographical Segment;
C.Reportable Segment;
D.Primary mmmﬂzma,

(iv) As per AS-11 exchange difference arising on ﬂmvm<3m.,=.m of :xmm ﬁmm?::xoa lia
should be adjustedto | . . )

A. Profit & Loss Account ;
B. Fixed Asset Account;

C. Revaluation Reserve;.

D. None of the above. o e I e
Under >m-m.m the normal period of amortization for the an intangigle agset other than goqdwillis
A. the bestiestimate of its useful life; So . R b ,
B. a period of 10 years; o . |
C. cmm,E_ life or 10 years whichever is shorter; _
D. useful life or 10 years whichever is longer. 1x6=5
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¢ {c) State which of the following statements is T {=true) or F (=false):

{} Actual bad cebts tur
Accounting Estimate.

(i) An employee was terminated from service on 1.1.2008 and was re-instated in service by

g outto be e or less than provision is an exampie of a change in

the Court on 31,05.2009 with all back money which was paid on 1.6.2009. The arrear salary -

S0 paid is to be debited to Prior Period Expense (salary).
(i) Treating operation lease as finance lease is an example of prior period item.

(iv) Government grant receivable as compensation for expenses or losses incurred in previous
accounting period is an Extraordinary item to be disclosed separately in Profit & Loss

Group IV : Paper 16 : Advanced Financial Accounting & Reporting

Value of stock for consclidation purpose:
{Unsold Stock — Unrealized profit) = Rs.5000 — (3300 x 0.20) = 90CC
(vt} D:Rs.150

9,000 Equity Capital Rs.9,00,000

1,000 Preference Share Capital Rs.1,00,000

After-tax profit - Rs.1,23,000

(Less) Preference dividend 15,000

Return on Equity Rs.1,08,000 .. Value of equity = Rs.1,08,00C

Account of the Company. 1x4=4 .. Value of one equity share = Rs.13,50,000/9,000 = Rs.150

Answer to Question 1(a): (vii) ‘C":Rs.750 :
() ‘C''Rs.14,400 (Goodwill) As at 31.3.09. Provision required for discounts = 3% of Rs.5L = Rs,
Cost of Investment: (3200 + 800) Shares Rs.6,80,000 & Provision required for B/D Debts = 5% of Rs.5L - Rs.
Less: Face Value of 4000 shares @ Rs.100/- : - Hence, adjustment required _ﬂ? B/D Debts is Rs.25,000 — Rs.24,250
Rs.4,00000 : el s ot

d Less: Share in Capital Profit ~ 2,65.600 __6,65,600 , SRS (viii) C: Suppliers. e |

Goodwill -Bs.14.400 Directors, Partners of the oo&umi and its officers are not “external”|

=
=

‘B": Rs.3,50,000 ;
Cost of Purchase 1000%300 = 3,00,000 . . il
Cost of subscribing to Rights  500x100 o
Total Carrying Cost of 1500 shares Rs.3.50,000. b
(iiiy ‘A": Rs.100 lakh :
Impairment Loss = Carrying amount of Plant - Recoverable amount ; M

mmno<m3u_mmsoc::m:Esmﬁo?\m_cmScmmuﬁmmhoo_mx:vm.:a:mﬁ m.m__m:ovzoimm.umo
lakh) : .

.. Recoverable amount is Rs.400 lakh.

Hence Impairment Loss = (500 — 400) = Rs.100 lakh
(iv) None of (A) (B) & (C) .
Tax on Accounting Income @ 40% of 20 lakh = Rs.,8.00 lakh )
Tax on Taxable Income 40% of 15 lakh = A5.6.00 lakh “ =T

Act provides that Directors and Partners (as shareholders) m:m__,vm.w, p!
Company’s Financial Statements. These persons as well as o.:.nm
much economic interest in the well being of the company for which t

1

financial statements; = i
Suppliers are external persons and their sake in the company is not

Answer to Question 1(b): N
() -B ¥ i i

é

vy -C .
Answer to Question 1(c):

Deferred Tax Liability (8 — 6) = Rs.2.00'lakh
(v) ‘A Rs.7200 . 3 4 ' T
Sale value of goods = Rs.45,000 : ] =
. __ Profit  Rs9000 _ A | .
Profit Margin =< ies = Rea5000 0% | iFok _ :
1
Unsold Stock (goods) = 45000 x — = Rs.9,000

5
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The summarized Balance Sheets of Sun Ltd. and Moan Ltd. for the year ending on 31.03.2009 _:QmmMma o Gooa%,mmma %
are as follows : T e moo .
—— - . ixed Assets .00, e
Liabilities < wcmwa. Zow»:mha. Assets mcmmra.. Moon Ltd.Rs. Cutrent Assats - 2,00,000
- 5 : S = 4
Equity share capital 24.00000 | 12,00,000 | Fixed | 55,00,000| 27,00,000 Churrent Liglities U
(in shares of Rs.10zach ) Assets . :5 For the next two years no increase in the rate of equity dividend | is expected.
8% Tw@a:om m:J_,m 8,00,000 s Current | 25,00,000| 23,00,000 " You are required to sat outin amﬁm__ the purchase consideration including computation of EPS.15
mwv“ﬁwm.mmwﬂmv:ma 2 Assets Answer to Question 2; Jx
10%Preference share g 4,00,000 S48 LB = A 1333:8 m:m_.o:o_no_\m
capital (in share of 8% preference shares of Sun Lid. mc:_o_ma to increase income by 10%
Rs.10 each) Particulars ___Rs.
Reserves 30,00,000 24,00,000 X 5 o Current Sooam from Em*masnm shares of Moon Ltd. 40,000
Current Liabilities 18,00,000 | 10,00,000 _ _ _ Add: 10% increase ) 4,000
80,00,000 | 50,00,000 e 80,00,000| 50,00,000 . {income from preference ghares of Sun Ltd. , 44,000
The following additional information is provided: ) Value of 8% u_‘m*mqm:om shares of Sun Ltd. to be issued 550,000
Sun Lid.Rs. | Moon Ltd.Rs. (44000x100/8 |
Profit before tax 10,64,000 14,80,000 B. Equity Shareholders :
Taxation _ 4,00,000° 2,00,000 ) (i) Consideration by way of mn:=< ‘shares
Preference dividend 64,000 ., 40,000 " Valuation of shares of Mgon L.td — (120,000 shares * Rs.24 {WN3}) = Rs.28,80,000
Equity dividend 2,88,000 1,892,000 a) Share capital - (72,000 shares* x Rs.10) =Rs. 7,20 000
() The equity shares of both the companies are quoted in the market. Both the ooanm:_ow are b) Share premium - (72,000 shares™ x Rs.30) = Rs.21,60,000
carrying on similar manufacturing operation. ! (i) Consideration by way of preference shares
Sun Ltd. proposes to absorb Moon ltd. as on 31.03 .2009. The terms of mcmoazo: are as Particulars , R Rs.
under: !
Current equity dividend from Sun Lid. 1,92,000
(a) Preference shareholders of Moon Ltd. will receive 8% Em*mszom shares of mc: Ltd. mc:_o.ma M Ly %+ for 72,000 si 86,400
to increase the income of preference shareholders of Moon LTD. by 10%. - : _ Cxpaeta equily a_<_am:n,u from Moan Ltd. (127 for stjargs) — " om_ 00
(b) The equity shareholders ofMoon Ltd. will receive equity shares of Sun Ltd. on the *o__oi_:m Lagerin inopigh = 2 400s : |
basis: Number of 8% preference m:m«mm to be issued (105,600/8%) 118,20,000 |
(1) The equity shares of Moon Ltd. will be valued by mnvzsn to the earnings per share of Rate of dividerd o1 Stin [d. ~'288000 / 2400000 = 12%
Moo Ltd .75% of piice earnings ratio of sun Ltd. ummoa on §m results of moom moon of

C. Total purchase oo:m_amﬂm:oa

both companies
(5,50,000 + 28,80,000 w 20,000) Rs.47,50,000 !

‘(@) The market n:om of equity shares of sun Ltd. is Rs. 40 umﬂ m:ma. ,. 4 5

(3) The number of shares to be issued to the equity shareholders of Moon Ltd. will be based
on the above Bm%mﬁ value.

§ In addition to mnc_s\ shares, 8% preference shares of sun Ltd, will be issued to the

equity shareholders of Moon Ltd .to marke up for the loss in income arising from the
above exchange of shares based on the dividends for the year 2008-2008. ] :
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4 Group IV : Paper 16 : Advanced Financial Accounting & Reporting i 25
# Waqrking notes:- . A Ltd. B Ltd. CLtd,
) (1) Computation of EPS Hs. Rs. Rs.
[Particulars Sun Ltd.Rs. | Moon Ltd.Rs. i Represented by — . :
Profit before tax 1,064,000 480,000 u Fixed Assets 5,00,000 3,00,000 fmo.ooo
Less: Tax (given) _ - (400,000) (200,000) Investments
Profit after tax 664,000 280,000 L 40,000 shares in B at cost 5,00,000
Less: Preference dividend : (64,000) (40,000) ") 1,00,000 shares in C at cost 80,000
Profit available to equity shareholders 600,000 240,000 5,000 shares in B at cost : 60,000
Earning per share 2.50 2 Current Assets 4,00,000  4,00,000 | 1,40,000
14,80,000 . ~ 7,00,000/  3,50,000
(2) P/E ratio Sun Ltd. : o

: 15
P/E ratio = Market Price / EPS = 40/2.5 = 16 times Answer to Question 3. . |
75% of P/E ratio = 16 x 0.75 = 12 times . Consolidated Balance Sheet of A Ltd. and its subsidiaries
(3) Value per share of Moon Ltd. - BLtd. and C Ltd. as at 31* March, 2008 |
= EPS " P/E ratio . Liabilities Bs. Rs. | Assets R EREY .|
=Rs 2* 12 times : . ‘| Share Capital: ) ‘ Goodwill # L}
=SS * - 17.00,000 shares of Re. 1 700000 | Bl ) e 9o 000
Questian 3, % g ~ |Profit & Loss Ave: a Bld.viaCld. | 1| 19000
M_Mmm amw% o the mm_mﬁm w:m%_.w w wﬁw. B _.a.‘mﬂa c Ja. 5 5 31%March,2008.You . |apg 1,80,d00 S B YT
repare the Co i i - ] D N
mccw_%m.._mm as ov: %4 * March , Mwmm. wmmmzaw _mmﬂohia mewjmsmmonmm_mmrﬂ%:onwﬁﬂwmwmmc:<a~nw B * . [A Lidissbalh ._: B1d, (A5) o0 _wmmm. Omu;m_ Resarve ._ b
companies was made on the same date. : E A E.a._m share in C Ltd. (100%) 90,000 ) C Ltd. & - 5,000 8%8
. Altd. B Ltd. C Ltd. s - . |ALtd’s share in B Ltd. . Fixed Assets: E
. . Rs. - Rs.- - Rs. N via'C Ltd. (100% of 1/1 0) 4,000 | 3,06,000 | A Ltd. g "~ 1 5,00,000
Share Capital : J : . 5 Minority Interest i 55000 | BlLtd. - - 3,00,000 i
7,00,000 shares of Re.t each 7,00,000 : e Current Liabilities: C Ltd. : 1,50,000| 89,50,400
50,000 shares of Rs. 10 each ) myoo_ooo« . A Ltd. 5,00,000 Current Assets, ]
1,00,000 shares of Re.1 each , b - 1,00,000 4 Bl : , 1,50,000 Loans and Advances
Profit &Loss Account 1,80,000 50,000* 75,000 Cadglre ¢ 1CLid, 1,75,000 | 8,25,000 | A Ltd. .| 4,00,000
Loan from B 1,00,000 @B - e - . B Ltd. * 3,00,000
Current Liabilities 500000 150,000 175000 ] e , : Cld.. 1.40,000] 840,000
| : 71480000 7,00000 350000 IR it | _|18,86,000 | _ [18860p0
Note : * Inclusive of Pre- acquisition period results as under : . © .+ *After adjusting loan from B Ltd. <
B Ltd - Profits Rs.10,000 . " .. ... Warking Notes: Goodwill: s i ™ lizass
C Ltd. - Losses Rs. 15,000 : . 3| ' 91 Bltd: Netassets as on the date of acquisition by ‘Rs. -
ol _ §t B ML Gl , 500,000
_ , it | SR _ . Pre-acquisition profits ~ 10,000
) : . 5,10,000
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A Ltd's Share (40000/50000)510000 4,08,000
Compare: Cost by A Ltd. 5,00,000
Goodwill © 924000

C Ltd's Share (5000/50000) 510000 51,000
Compare Cost of investment by C Ltd. ‘ 60,000
9,000

Minority Interest: ;
Minority Interest in B Ltd = 1 —[(40,000 + 5,000)/50,000] = 1 - 9/10 = 1/10

So, 1/10 of Equity Share Capital ; j Rs. 50,000
1/10%f P & L A/c of B Ltd. as on the date of Balance Sheet ' 5,000
"55,000

Note: There is no Minority Interest in C Ltd. as it is a 100% subsidiary.
Capital Reserve of C Ltd: .

Rs.

Net assets as on the date of acquisition share owu;m_ ) 1,00,000

Less: Loss on acquisition ) 15,000

L 85,000 )
Less: Cost of investment by A Ltd. o 80,000
Capital Reserve : 5,000
Question 4« .

( t are the general principles of mo<w33m.2 Accounting? 8
(b)-State the basic structure in the form of Government accounts. 7

Answer to Question 4(a).
General Principles of Government Accounting
The general principles of Government Accounting are as follows:

1. The Government Expenditure are classified under Sectors, major heads, minor heads,
sub-heads and detailed heads of account; the accounting is more elaborate than that followed
in commercial accounts. The method of budgeting and accounting urder the service heads
is not designed to bring out the relation in which Government stands to its material assets
in use, or its liabilities due to be discharged at more or less distant dates.

2. In its Budget for a year, Government is interested to forecast with the greatest possible
accuracy what is expected to be received or paid during the year, and whether the former
together with the balance of the past year is sufficient to cover the later. Similarly, in the

- compiled accounts for that year, itis concerned to see to what extent the forecast has been
justified by the facts, and whether it has a surplus or deficit balance as a result of the year's
transactions. On the basis of the budget and the accounts, Government determines (a)

Question 5.
(a) State the scope of disclosure o* >nwoc25@ policies as per Accou
(b) What is the material effect of changes in Accounting Policies?
Answer to Question 5(a).

V : Paper 16 : Advanced Financial Accounting & Reporting

E:m%mﬂ it will be _:m::mc in 9:3 ies

ng or expanding its acti

3. Inthe field of Government accounting, the end products are the mo
annual accounts. The monthly accounts serve the needs of the day
while the annual accounts present a fair and correct view of the finat
Government during the year.

Answer to O:mm:o: 4(b).

1. Period of Accounts; The annual accounts of the central, state and uni
shall _.mooa :m:mmo:o:m which take place during financial year runi
March.

) 2. .Omm: basis Accounts: <<_S the exception of such book adjustment

by these rules on the ma<_mm of the Comptroller and Auditor Gene
transaction in government mooo::a shall represent the actual cash re
during a financialyear.

Form of Accounts: There are Bm_:_< three parts i.e., oo:mo_am”mn fund
public account.

in consolidated fund qum are two divisions i.e., revenue consisting

heads and mxvm:a_EE :mmam [Revenue Accounts] capital, nc_u__m d
saction of receipts heads [capital accounts] whereas contingency {

“recorded for the transactions gonnected with the government set yp |

oo:m:E:o: and in Public agcount transactions a_m::@ to the de
remittances and suspense shall be recorded. |

The following is the scope and explanation to the Indian >noo:25@

This standard deals with disclosure of significant accounting policies .o_

‘and presentation of the financial statements and is mandatory in :wE

The accounting policies refer to the specific moooc_‘,.::@ principles gdc
The state of affairs (Balance Sheet) and of the Profit or Loss (P/L >\3 B
affectec by the accounting Uo__o_mm followed.

Proper disclosure would ensure meaningful comparison both inter/in
enablé the users to properly appreciate the financial statements. |
Financial statements are intended to present a fair reflection of the fin:
performance and cash flows of an enterprise. The appropriate applica
policies with maa_zo:m_ a_mn_o,o.:_‘m would ensure a fair Emmmamco: |
There remains no scope for govering inappropriate accounting ‘tree
accounting vo__o_mm and/or by explanatory notes.
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ies by different enterprises are -

-~ {5 PR P Ry P IR A . 8 b s panan
. CSulg eve & QCCU PuciOie Lhe el

d so initial disclosure shall be made in the fin:

financial reporting d
the period ended in March, 2009. Effective tax rate is 30%. Advise on di
Answer to Question 6.

construcuon
o Treatment of foreign currency conservation/translation
e Valuation of inventories

o Treatment of intdngible assets

o Valuation of investments

o Treatment of retirement benefits

The following disclosure is suggested
Notes on Accounts (March, 2009)

i 4 B Note No.___:“On 11" November, 2008, the B.0.D approved of a forma
”ﬂmowc:_:w:ﬂo% n“&: o __o:% R . Fancy Pens" division, which is one of the distinguishable components of
g Nt o1equiingantia o : : 5 . . is but a part of the Pens Business Segment. The plan was announced on -
The basic and fundamental consideration in the selection of accounting policy by an enterprise ! This disposal is consistent with the Company’s long-term strategy to focu
is to ensure true and fair state of affairs as at the Balance Shest date and of the Profit/Loss for Popular Pens division. The company is actively seeking a buyer.and it s (
& =...m Mm:ow.m:am_ﬂmvo: that date. : . the year ending March, 2010 the discontinuance of operations will be effi
nswer to Question 5 : = [ : :
in - The carrying amounts, as of the balance sheet date, of the total.
Any change in the accounting policies which has a material effect in the current period or mmmmmﬁm_wo be a_muomqmﬁ_&_ oft, and liabilities to be settle'in respect of
which is reasonably expected to have material effect in the later period should be disclosed. LA .m:o< S ae a8 ia s :
Inthe case of a change in accounting policies, having material effect in the current period, the L H ’ Fixed Assets .
amount by which any item in the financial statements, is affected by such change should also : Current Assets
be disclosed to the extent as ascertainable, otherwise the fact that the effect is not (wholly or | Current Liabilities
partially) ascertainable, should be disclosed. . :

The following are not considered as changes in accounting policies: , S | The amount o.q revenue, expenses .m_.a cashi flows in respect of the ordinary
Accounting policies adopted for events or transactions that differ in substance at present (eg., ., tothediscontinuing operation during the current year are as follows:
introducing Group Gratuity Scheme for employees in place of adhoc ex-gratia payment earlier . : Year ended 31% March
followed). : , Discontinuing Continuin
- Accounting policies pertains to events or transaction which did not occur previously or that "Operation - Operatior
. were immaterial. - Revents 1,400 600
Question 6. . . ) . _ - Expenses . 1,200 . 20Q
The Board of Directors of Venus Pens Ltd. has decided {on 11.11.2009) to discontinue a : N — 500 200
portion of PENS division, which presently manufactures two different models — Fancy and , Slapemting 50.03m :
Popular by March , 2009. The company will however, continue its Popular pens model. During i v Loss on sale of investments . - - (100)
the financial year ended on March, 2009 the relevant financial information of Pens division is } Profit before tax ) - 200 300
as follows. o v j Tax expense : (60) (90)
otal opular Pens | T
| Net operating flows 140 210
Fixed Assent 1,700 600 W ﬂc uw miu ﬂ( 300
Current Assets 600 200 _ anGing busa hows 2 el
Current Liabilities 300 150 . Question 7. ;
Loans 1,100 250 - : (a) Gold Ltd .(the Transferor company ) & silver Ltd. (the Transferor company
Segmental revenue g 2,000 600 exchange of stock to form GS Ltd . The Pre-amalgamation balance shee
Segmental expenses > 1,400 200 - companies are as follows: G
Net operating cash flow - 600 ) 700 { i .
Investment cash flow : - (100)
‘Financing cash flow 300 © 300
———— e e s =5 e N = T 3 2t e T L7 i e
- M o I ; "
e : ; i < : : " .
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30

Fixed Assets

Current Assets 80 4

Total Assets .IJ_.WW| 100

Share Capital 80 40

(Rs. 10 face value

Reserve and Surplus 50 40

Debt 60 20
190 100

For each share held in Silver Ltd., 2 shares of Gold Ltd., were given in exchange (Face Value
: Rs.10., share premium Rs. 25) as the market price of Gold Ltd. is Rs.35. The fair market
values of the fixed assets and current assets of Silver Ltd. were assessed at Rs.70 lakh and
Rs. 45 lakh respectively. Prepare the post—amalgamation balance sheet of GS Lid,, under the
‘Pooling’ and the ‘Purchase’ methods. 8

quality of the financial information furnished in them for the benefit of various vsers .Discuss

&

the man.moﬁ of inflation on financial statements and how inflation accounting and management
help in improving the quality of these statements. . } : 7

»

Answer to Question 7(a).
Balance Sheet of GS Ltd., after amalgamation

—_

(Rs. in Lakh)
i Pooling Methad  Purchase Method

Fixed Assets 170 180
Current Assets 120 125
Goodwill - 185

Total Assets 290 490
. Share Capital . 120 160
Reverse and Surplus 90 . 50 =
Share Premium ’ R e 200 :
Debt R e 50 o

: 200, ibx. - 490

Working Notes:. -+ - :

Purchase considération = .

No. of shares issued =" ~8,00,000

Share Capital = 80,00,000

Share Premium - = 2,00,00,000

‘= Rs. 2.80 Crores

ipancial stafements are based on historical costs. Evidently inflation or deflation distoris e

IS
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cquired = Purchase consideration — Net assets acqu
= 280 - 95 = Rs.185 lakh.

Answer to Question 7(b).

e Financial statements have traditionally been prepared on the basis

The objectives of inflation accounting and management are multifolda

. e Toprovide a cm:m_ basis for inter period comparison of financial st
‘Question 8. 3 | e

regarding cost of acquisition of assets. This assumes stability of prit
However, in situations of steadily rising or falling prices historical
provide a true picture of the financial position of a business firm anc
usually impacts the quality of the financial statements in following w

The prices of assets stated in balance sheets are much lower than t
costs. As a result business firms remain undervalued and become
takeover bids, which may not be in overall interest of shareholders.

As the prices of fixed assets are undervalued, the amount of deprec
statement will also be cotrespondingly lower. This will present
manufacturing costs and may lead to making inappropriate decision
buying products. , R

If goods and raw materials are purchased for resale, inflation will {nfl
the purchase price chargedito income statement will be basedont
be lower than the current: prices prevailing. These overstated
enhancements of expectations for dividends by shareholders.

Inflation tends to erode the @Eo:mmic power of items of current &s:
cash. So also the real values of fixed liabilities do not get reflectpd
Inflation also leads to profit heing overstated as all expenses are ¢ha
at historical costs while income from sales are charged at curren
inflation also tends to overstate the growth rates in values of salep i
additions. These rates have to be adjusted for inflation to get a rga
Thus it can be seen that inflation tends to mislead both the intgr
financial information furnished by companies.

-

To improve the quality of information furnished in finangial staterne

_To give effect to the changes in purchasing power caused by jin
income and expenses during an accounting period, and -

From tha following information of Alfa Ltd. calculate earning peris
with AS-20: ; ; =18 i




Suggested Answers to Questiony (Syllabus 2008)~ June 2009

(Rs.)
31.03.200¢ 0
1. Net profit before tax s 2009 31.03.2008
2. Current tax :00,000 1,00,000
Tax relating to earlier years Mo_ooo 30,000
Deferred tax wA.ooo (18,000)
3. Profit after tax 0,000 10,000
a/ £
2BI0  “Tagm -

4. Other information

earthquake in
moom?o:-Sxmu_& i 1,00,000

ﬁv
1) f _O:~ I O_CQmm OO:.UQ__mm:O__ :O:_ Omﬁ;_m_ QO<®:::0:~ ~O<<m_Qm _Omm or mOOOC 1t ¢}

OC~w~m<_.Q_: ~D Conve QU_w 6 \o F _m‘w_ ence m_ _m_m_ —OOO mmmch and Um_.Q on “w__o 09 MOOU
_ ace a Cm:m. OO OC__<@_W.C_~ ra .Av 1 : re T: ever _Zm_m_m_:wm m. __m._m
1 ! ti m QQC_.~< Sha V\ : :

(i) 15% convertible 4 :
Sbentures of Rg 1
converted ? ; - 1,000 each, totg :
rtedinto 10 Equity shares Per debenture issyeq mLQ*waa,%,_MM wm.mw%w_ooo. e

Answer to Question 8, .
Calculation of Earning per Share (EPS) of Alfa SQ.

Earning after inary item:

(2.06/000- 500073 008, e
No. of Equity Shares
Basic Earnings Per Share [A/B]
Eaming beforg extraordinary items
No. of Equity Shares

20,000 20,000

30,000 + do_ooo\_.oo.ooo
Dividend on Weighteq Average
Preference Shares - - ,

A Increase in earnings

15
100

(1,00,000 x —— x 65)

9,750

occurred prior to the

*

Since the bonus issue is without

consideration, the issue is treated, as if, it had

beginning of the year 2007.
15 9
(1,00,000 x 100 x.moxm 6,750
* B Increase in shares 1,000 750
o] Increase in EPS [A/B] 9.75 9.00
y (Antidilutive) (Antidilutive)
Itis anti-dilutive'as it increases the EPS from continuing ordinary operations (Para 39, AS 20)
Calculation of Diluted EPS Yearended | Year ended
: : 31.3.09 | 31.3.08
. ! Rs. ' [ Rs.
A | Profit from continuing ordinary activities before 1,06000 . | 73,000
" | Preference Dividend / j
No. of ordinary equity shares | ) 20,000 120,000
Adjustment for dilutive potential pf 6% convertible 15,000 7,500
, pref. shares " ) :
B | Total no. of shares £ i ) 35,000 | 27,500
C | Diluted EPS from continuing ordinary operations [A/B] 302 || 265
D | Profitincluding extraordinary items 2,06,000 73,000
E | Adjusted No. of shares 35,000 27,500
" F | Diluted EPS including mx:,moa_:mQ items [D/E] 5.88 2.65
m, Disclosure of EPS in moooaw:om with AS 20 in the Profit and Losp Account
“ Earning per share (Face value Rs,100) 31.3.09 :um.Vg 31.3.08 (Rs.) .
| Basic EPS from continuing ordinary operations 5.00 . 350
Diluted EPS from continuing ordinary operations 3.02 265

.\.



