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PAPER - 1; FINANCIAL REPORTING
proue, i Questién No. 1is compuisory.
e questions from the remaining six questions.

Wherever
necess i .
- ary suitable assumptions may be made and disclosed by way of a note.

Working Notes should form part of the answer.

y d: 3 hours)
g Top-notch Equi (Maximum Marks: 100)
0 quity Investments Ltd., wants to re-classify its investments in accordance with AS 13.

Long term investments i .
e cor?wgég\;eiggemz in Company A, costing ¥ 17 lakhs are to be re-classified as qurrent. LY >
permanent deck e uced the vglue of these investments to 13 lakbs to recognize a
ine in value. The fair value on date of transfer is Z13.6 lakhs.
-0 1Ak

ii) Lon i .
(ii) Thegf;;‘érr‘l:;llnvestments in Compahy B, costing ¥ 14 lakhs are to be re-classified as current.
ue on date of transfer is ¥ 16 lakhs and book value is 14 lakhs.

(iii) Current i i ; '
the com l_r;v:stment _lnA Company C costing X 20 lakhs are to be re-classified as long term as
(:4 ) _C mpany wants ta retain them. The market value on date of fransferis ¥ 24 lakhs. -
1v) Current investment in Co"mpahy D cdstih‘ [ are 10 b Te-classific of -
. g ¥ 30 lakhs are to be re-classified as long \
T The_r?arkg_t_vglug on date of transfer is ¥ 28 lakhs. . : e
| ~Advisg- the ‘company, as’ per A.At'r)gé‘gu'idénééf'gi\/‘eh' in the standard, on reclassification of its -
stment and the-amount at which the same has to be recognized. ’ o
’~Mobility_Ltd. is in the business of manufacture'of'P S Sarier Gars il ComineTe icles.
2 MOy L1d. 15 In.the dusiness of maniaeture of assenger cars and commercial vehicles. The
company is working on-a strategic plan to shift from the éasserigér ¢ar segment over the coming
5 years. However, no specilic plans have been drawn up for sale of neither the division nor its
assets. As part of its plan, it will reduce the pr assenger by 20% annually. \t
also plans to commence another new factory for themanufacture of commercial vehicles and

. transfer its excess empLoyees in a phased manner.
- (i) Afou are required to comment if mere gradual phasing out in itself can be considered as a
'Discontinuing Operation' within the meaning of AS 24. |
(i) If the company passes a resolution to sell some of the assets in the passenger car division
- and also to transfer few 0 of the passenger car division to the new factory, does

this trigger the application of AS 24?
(1) Would your answer to the above be different if the company resolves to sell the assets of
the Passenger Car Division in a phased but time bound manner?

eli Publications publishes a monthly magazine on the 15™ of every month. It sells advertising
% lue payabl&in advance and the

space in the magazine to advertisers on the terms of

balance within 30 days of the release of the publication. The sale of space for the March, 2018
was published on its scheduled date. It

issue was made T Feb ruary, 2018. The m ‘
received ¥2,40,000 on 10. g/()ﬂB and 60,000 on 1(‘)}2018 for the March 2018 issue.
the amount of revenue to be recognized and the treatment of the

Discuss in the context of AS 9 ) .
amount received from advertisers for the year ending 31.3.2018. What will be the treatment if the
o0+ _o s delayed till 2.4.20187

(c)

¥
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leased for 3 years and its useful life is 5 years. Both the cost and the fair yaiue
of the equipment are % 3,00,000. The amount will be paid in 3 instalments and at the ‘e"“in;t';;'
of lease lessor will get back the equipment. The unguaranteed residual value at the end ofg
years is < 40,000. The (internal rate of return) IRR of the investment is 10%. The present valye
of annuity factor of Re. 1 due at the end of 3rd year at 10% IRR is 2.4868. The present value (;f
Re. 1 dug-at the end of 3rd year at 10% rate of interest is 0.7513. -

tate with reason whether the lease constitutes finance lease.

Calculate unearned finance income. (4 x 5= 20 Marks)

2. Ap/Ltd. and CD Ltd. two private companies,-decide to amalgamate their business into a new holdin
pmpany EF_Lid., which was incorporated on 1st August, 2017 with an authorised capital of%
40,00,000 in equity shares of ¥ 10 each. The new company plans to commence operations on 1<t
Og_to_’beL&U. —
From the information given below, and assuming that all transactions are completed by
31st March, 2018, you aré required to:

| -(/a)/Prepare Projected Statement of Profit & Loss of EF Ltd. for' the six months ending
31stMarch, 2018. =

(b) Prepare Projected Balance Sheet of EF Ltd. as on 31st March, 201 8.

(c) Show the computation of number of shares to be issued to the former shareholders of AB Ltd
and CD Ltd. C : v :

Information ' o _ o ST D laT. L ,
(1) EF Ltd. will acquire the wholeof the Equity share capital of AB Ltd. and CD Ltd. by issuing its
o fully paid own shares. o I o ,
" (2) -The.number of shares, to be issued is to 'be:c'all'cij‘la‘ted\bhﬁi_'n'\ulfipl)}ih'g_;-‘»thé futre annual®
maintainable profits available to-the Equity shareholders in each of the-two companies by agreed

pr‘lc’_eﬁg_/mms;sratios,,,_; ATk i ey

 The following information is relevant, e T

e

~4,00,000

Equity Shares of < 10 each fully paid
1,00,000

8% Cumulative Preference shares

10% Debentures
Future annual maintainable  pre  tax profits ~ (before
interest/dividend)

Price Earnings Ratio

10,00,000

2,00,000
2,30,000

1,12,000

10 times 8 times

(3) ShafeSin the holding company areé to be issued to the shareholders in subsidiary companies at
3 premium of 20% and thereafter these shares will be marketed on the stock exchange.

(4) Itis expected tfat the Group profits of the new company in 201 /18 will be at \e_ast
7 450,000 but that will be required as additional working capita 1o facilitate expansion.

Accordingly, it is planned to make a further issué of 37,500 Equity shares to the public for cash

at a premium of 30% on 15 Eebruaty, 2018. The new shares will not rank for interest/dividend
to be paid on 31* Maw.

(5) Out of the proceeds of the right issue EF Ltd. will advance 7 250000 to AB L@d. and
7 2.00,000 to CD Ltd. on 1s! February, 2018 for working capital. These advances will carry

interest @ 15% p.a. 1o be paid monthly.

Scanned by CamScannéf B



(G) Pr‘\“w””
S NINary Expenses are es
ended 31» March, 2018 o ;s:'g\aied are 8,000 ang Administratiy

facility. 1t | , 000 but th e Expenses 1 .
- Uls estimateg w2 QUL this expendityre ses for the haif- e
months. @ that Inlerist on Bank Overdra"‘"(‘;'c');e :ﬁ‘veb;ed(b); lsemporary overdraft

00 in the first six

(7) A provision for ¥ 7,500 should b
(8) On 31u March, 2018

@ 5%, by CD Lid. @ 4.4
(9) Income 1y |

€ made for Directors Fee for the half-year

Interim  Dividends on Equity Sh

% and by EF Lid. @ 4%, ares, will be paid by AB Lud

“Va W7 N0
O 10
dICUTJUON O OBE

ellne ‘!on g..; ’ _ el O ares. 'O""' gnorg 13
3. Fefowing a o SRS iy
re the summari ,
7 — anzed Balance Sheets of A Ltd., B. Ltd. & C Ltd., as on 31.3.2018:

Ald |  BUd.| CLd [Assets Aud| Buel cudl
——— 7 ¢ ¢ 2 tia e Al
. or: ;:::l!al of |5,00,000| 3.00,000| 2.00.000 | Fixed Assets 2.00,000 | 1.50,000| 1.,20.000

Investment
General 80,000 60,000 i
s : 50,000 | 24,000 ihayn
Profit & Loss A/c | 1,00,000| 80.000| 600008 L. 2.50.000

Sundry Creditors 70,000 20,000| 30,000 {6,000 fha}/ln 80,000

B Ltd. Balance 40,000 | C Ltd.

C L. Balance | 1,20,000 ' _' 112,000 shares in C |
' Ltd. - 1.60,000
.| Stock in trade 1,00,000 60.000{ ©60.0Q0
Debtors 1,50,000 40.000 80.000

| C Ltd. Balance 30,000

A Lid. Balance

Cash and Bank
Balance 90.000 20.000 30.000

8,70,000 | 4.60,000| 3,80,000 | 8.70.000| 450.000| 3.80.000}

90.000

Other Information:
(a) All the investments were made on 1.8.2017 on which date the provis'\ons were as follows:

BLtd. (9 CLtd. ()
General Reserves 30,000 15,000
Prcfit & Loss Account 50,000 75,000

(b) In December 2017, B Ltd. invoiced goods lo_g_un.for ¥ 80,000 agst plus Z:i/o. The closing

stock of A LId. includes such goods valued at < 10,000. oip

sold to B Ltd. a machinery costing % 27000 at a profit of 25% on selling price on

c) CLt _ . .
“ per annum was provided by B Ltd. on this equipment. €

"12.2017. Depreciation at 10%
(d) Debtors of A Ltd. include T 12,000 being the amount due from B Ltd.

heet of the Group (following direct
(16 Marks)

You are required to prepare the Consolidated Balance S
- 2419018 as per Schedule lli to the Companies Act, 2013.
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You are provided with the following details in respect of ABC Linited
10,000 equity shares of nominal value of T 10 each were issued on A1+ Mawh, 2014

(i) ,
Exercise price of equity shares granted under ESOP was T 180 per shaje

(i)
(iii) Market price of share was T 400 each on the dale of the grant,
Vesting of shares was in the ratio of 30%, 60% and 100% after \ year, 2 year and A yoai

(iv)
respectively from the date of grant;
Vested options can be exercised up to 1 year trom the dale of vesting

4. (a)

(v)
(vi)

The number of shares expired 1nd exerctsed are as under.

fPartlt:ular-'s»” ' o [ 9N03:2018 | 91.03,201 Al
/ Vested Options Lapsed during the year | . 00| 600
Unvested Options Lapsed during the year 400 600 1,000
2.500 2,000

LUpnons Exercised during the year
al lapses of unvested options

Estimated unvested options lapsed were same as actu

From the above delalls you are requtred to calculate

for lhe yem ending  31st  March, 2015,

irA(i) Employee Compensallon ‘ Expense
31st March, 2016 and 31t March, 2017
(ii) Balance of Employee Stock Option Oulslandlng Accounl as on 1% M

-+ -March, 2016 and 31st March, 2017 -
(b) A Ltd has made a security deposnt whose delalls are described below. Make NeCOSsary journal
entries. for accounting of the deposn Assume markel lnleresl rate lor a deposit tor similar period

arch, 2016, 31sl

to be 12% per annum. -~ - - :
[ Particulars T l Detalls
Date of Security Deposit (Starting Date) . Apl 20X
Date of Security Deposit (Finishing Date) 31-Mar-20X6
Descriplion ' Lease
Total Lease Period : ' 0 years
Discount rate 12.00%
Security deposit 10,00,000
Present value annuity factor 0.567427
(10 + 6 = 16 Marks)

e the NAV of a Mutual Fund Scheme from the information given below:

£ Ja) Calc

the beginning of the year:
1 Crore units of ¥ 10 each

Number of units outstanding
Investment at cost % 10 crores (Market Value ¥ 16 crores)

Outstanding Liabilities X 5 crores
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Othar Informatlon:

(2) add
\/% additional nves
i vestments w
nvestment gt yoar be Inlsl ewre Hom during the ye
ginning were quoted al 80% gf?hr ak?d ;’:\S e oo o 50% of the
o e book value.

10% of tha |
Y Investments had wi
4) ha b ad witnessed 3 arr
B ou talanco Invesiments wero quoted af 'p13rs\znenl fall of 10% below cost.
standing liabint; 60 crores.
to the sch 9 labilities towards custodian char - _
() sy eme were 1 crore, ges, salaries and commission efc. applicable
nar 2
9y Lid-futnishes the following Profit and Loss A/c:
Profi :
— rofit and Loss Alc for the year ended 31°t March, 2018
Income |
[ Notes [ z (000) |

Turnover
Other Income 1 Bar
1,042
Expenditure - B
Operating expenses 2 | 26 741
Interest on 8% Debenture I98-7
Interest on-Cash Credit .- 3. - 151 |
GsT o N K
1 952
o _ 29831 | . -
Profit before depreciation 1,083
Less: Depreciation . . __,/342
Profit ‘before tax o
4 __ 376

Provision for tax

365

Profit after tax
Less: Transfer to Fixed Assets Replacement 65
Reserve _ 3
300
Less: Dividend paid 125
_A75

Retained Profit

Notes:

/(m ver is based on invoice value’énd net of GST.
Salaries, wages and other employee benefits amounting to ¥ 14,761 (1000) are included in

operating expenses. =
Cash Credit represents a temporary source of finance. It has

(3) not been considered as a patt
of capital.
ded in provision for tax.

Transfer of Z 54 ('000) to the credit of deferred tax account is inclu
concile total value

(4)
ear ended 31t March, 2018 and re
(8+8=16 Marks)

Prepare value added statement for the y
added with profit before taxation.
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s on 31¢t March, 2018:

7| Assels

Liabilities L
50,000 Equity shares of ¥ 10 each 5,00,000 | Building

6. Following Is the Balance Sheet of Suvarn Lid. a

3,50,000

2500, 12% Preference shares of | 2,50,000 Plant and Machinery 4,30,000

¥ 100 each

Profit & Loss Alc 2,20,000 | Patents 80,000

15% Debentures 1,20,000 | Sundry debtors 2,00,000

General Reserve 1,80,000 | Stock in trade 2,90,000

Creditors 1,50,000 | Cash at Bank | __70000
14,20,000 14,20,000

Buildings & Plant and Machinery were acquired many years ago and should be considered as worth of

%5,00,000 and  6,30,000 respectively.
-
The Profits for the last five years were as follows:

Year ' " [ Profit (bsfore tax) 7 |

2013-14 ' 1,80,000

2014-15 ' o : © 250,000 |
2015-16 - _

2016-17 ©3,00,000

2017-18 | - ] 350000

The company paid a remuneration of ¥ 50,000 p.a. to the managerial personnel, but in future it will be
paying ¥ 75,000, the increase having been sanctioned by the Government. During 2015-16, there was
a prolonged strike; resulting in low. profits. . -There hias. been. no substantial change in the capital
employed. The company has paid a -dividend ‘of 12 percent on equity_shares consistently and
proposes to stick to this rate in the foreseeable future. In the class of business to which the company
belongs, the dividend rafes have been fluctuating and the asset backing of an equity share is about 2
times. Equity shares with an average dividend of 15% sell at par. The company is anxious to provide
funds for replacement of assets when due, for which-it is propose& to make 20% provision on PAT.

Assume future tax rate to bé 40%. Calculate the value of an equity share of Suvam Lid. on Vield basis.
. g
' o (16 Marks)

/. Answer any four of the following: ,
(a),/A L. purchased 1,00,000 MT atZ 100 each of raw material and introduced it in the production
focess and get 85,000 MT as output. Normal wastage is 5%. In the process, company

incurred the following expenses:

Direct Labour 2 Z10,00,000
Direct Variable Overheads ¥ 1,00,000
¥1,00,000

Direct Fixed Overheads (Including interest  40,625)

Of the above 80,000 MT was sold during the year and remaining 5,000 MT remained in closing
inventory. Due to fall in demand in market the selling price for the finished goods on the closing
day was estimated to be ¥ 105 per MT. Calculate the value of closing inventory.
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res Equity Shares of 10 each

/ | crores, 15% Preference Shares of ¥ 100 each
8 crores, 15% Debentures of ¥ 100 each

Tax Rate

Beta Factor

Market Rate of Return

Equity Market Risk Premium
Financial Leverage

| Immovable Property (held as Investment)

1.5
15.5%

9%

1.5 times

< 100 crores

(€) ABE-T1d. has set up its business in a designated backward area which entities the company to
receive from the Government of India a subsidy of 20% of the cost of investment. Having fulfilled
all the conditions under the scheme, the company on its investment of ¥ 10 crore in capital
assets, received X 2 crore from the Government in January, 2018 (accounting period being
2017-2018). The company wants to treat this receipt as an item of revenue and thereby reduce

.« on profit and loss account for the year ended 31st March, 2018.

}\eepmg in view the relevant Accountlng Standard, discuss whether this acnon is justified or not

(d) ay, 2004 XYZ L. took a bank loan to- be used spemﬂcauy for the. constructlon of a new
factory building. The construction was completed in January, 2018 and the building was putto its
<o immediately thereafter. Interest on the actual amount. used for construction of the building till

its completion was X 8 lakhs, whereas the total: mterest payable to the bank on the loan for the
period till 315t March, 2018 amounted to T 10 lakhs -

Can < 10 lakhs be treated as part of the cost of factory buﬂdlng and thus be cap\tallzed on the
plea that oan was specifically taken for the construction of factory buﬂdmg'? :

pany with a turnover of ¥ 250 crores and an annual advertising budget of X 2 crore had
ken up the marketing of a new product. It was estimated that the company would ha\(-e a
urnover of ¥ 25 crores from the new product. The company ha.\d deb\te.d tg |.t§ Pro(f;t ar?d oss\
‘account the total expenditure of X 2 crore mcurred on extensive special initial adverlisemen

campaign for the new product.
Is the procedure adopted by the company correct?

\8)

(4 x 4=16 Marks)
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