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I. Answer any THREE of the following : (3*20= 60 Marks)

1- Kapil and David are partners in the firm sharing profits and losses equally. On

31.12.2020, their Balance Sheet stood as follows:

Rs. Rs.

Creditors 70000 Stock 105000

B/P 50000 Debtors 141500

General Reserve 50000 Furniture 7500

Kapil’s Capital 100000 Investments 10000

David’s Capital 50000 Cash 56000

320000 320000

Rahul is admitted into the firm on the following terms:

1) To write off bad debts amounting to Rs.5,500.

2) To write down furniture by 10%.

3) To depreciate stock by Rs.5,000.

4) To provide for outstanding legal charges Rs.4,750.
5) Rahul to introduce Rs.50,000 as goodwill and Rs.2,00,000 as his capital for

a fifth share in the profits.
6) To adjust the capitals of Kapil and David according to the new profit

sharing ratio based on the capital of Rahul, through current accounts.

Prepare Revaluation A/c, Partner’s Capital A/cs and the Balance Sheet after

Rahul’s admission.

2. The Balance Sheet of Arthur, Bhaskar and Chandra who were sharing profits and

losses in the proportion of their capitals stood as follows on 31.03.2020.

Liabilities Rs. Assets Rs.

Sundry Creditors

Capital Accounts:

6,900 Cash at Bank

Debtors 5000

14,500

B.Com


Bhaskar retired on the above date and the following adjustments have been

Arthur 20,000 Less: RBD 100 4,900

Bhaskar 15,000 Stock 8,000

Chandra 10,000 Plant and Machinery 8,500

General Reserve 9,000 Land and Buildings 25,000

60,900 60,900

agreed Upon:

1. The stock be depreciated by 6%

2. That RBD is brought up to 5% on debtors.
3. That Land and Buildings is appreciated by 20%.

4. That a provision of Rs. 77 be made in respect of outstanding legal

charges.
5. That the goodwill of the entire firm be fixed at Rs. 10,800 and Bhaskar’s

share of the same be adjusted into the capital accounts of Arthur and

Chandra.
6. That the assets and liabilities including general reserves are to appear in

the new balance Sheet at their old figures.

7. Bhaskar shall be paid Rs. 10000 immediately and the balance will be

transferred to his Loan Account carrying 9% Interest.

Prepare 1) Memorandum Revaluation A/c 2) Capital Accounts and 3) Balance

sheet of the new firm.

3. Indra, Agni, Varun and Kubera are partners in a firm, sharing profits and losses in

the ratio of 3:3:2:2. Following is their Balance Sheet as on 31.3.2020.

Liabilities Rs. Assets Rs.

Sundry Creditors 46500 Cash at Bank 6000

Indra’s Loan 30000 Sundry Debtors 48000

Reserve Fund 10000 Less: R.B.D. 1500 46500

Capital Accounts

Indra

Agni

60,000

45,000

105000 Stock
30000

Furniture and

Fittings
12000

Trademarks 26000



Profit & Loss A/c 5000

Capital Accounts:

Varun

Kubera

48000

18000
66000

191500 __ I 191500

On 1.4.2020, the firm was dissolved and Agni was appointed to realize the assets

and to pay off the liabilities. He was entitled to receive 5% commission on the

assets realized. He Was to bear all expenses of realization, personally.

The assets are realized as follows:

I Rs.

Sundry debtors 33,000

Stock 24,000

Furniture & fittings 3,000
Trademarks J 17,000]

Creditors were paid off in full and a liability for discounted bills dishonoured to the

extent of Rs.8000 was also paid. There was a Joint Life Policy which was

surrendered for Rs.8,000. Varun was insolvent, but Rs. 11,000 was recovered

from his estate.

Write up the Realisation a/c, Capital accounts and Bank a/c to close the books of

the firm applying the rule in the Garner Vs Murray case.

4. A business known as Karnataka enterprises was sold to Himalaya Co.; Ltd. when

the Balance Sheet appeared as under. The profit-sharing ratio of its partners was
3:2.

Liabilities Rs. Assets Rs.

Capital

Karthik

Naveen
300000

200000

Cash at Bank

Closing stock

18000

148000

Creditors 200000
Plant & Machinery 340000

Bank overdraft

Reserve Fund
20000

28000|

Investments

Sundry debtors

82000

160000

748000| 748000

The business was sold on the following conditions:



1. The company was to take over the whole concern except cash and

investments at 10% less than the book value.

2. The creditors were taken over at book value.
3. Naveen agreed to pay the bank overdraft with an interest of Rs.600.

4. The Himalaya Co., Ltd. agreed to pay Rs.20,000 towards goodwill.

5. The purchase price was paid half in cash and the remaining half in fully

paid Rs. 10 shares of the company.
6. The firm sold its own investments and the shares at 5% less.

7. The realization expenses amounted to Rs.2,000.

Prepare 1) Realization A/c 2) Himalaya Co., Ltd A/c 3) Equity Shares A/c 4)

Partners’ Capital A/cs and 5) Bank A/c.

II. Answer any FOUR of the following : (4*10= 40 Marks)

5. A, B, and C are partners in a firm. According to the Partnership Deed, the partners
are entitled to draw Rs.700 per month. On the 1st day of every month, A, B and C

drew Rs. 700 Rs.600 and Rs.500 respectively. Interest on Capital and Interest on

Drawings is fixed at 8% and 10% respectively. Profit during the year 2020 was Rs

75,500 out of which Rs.20, 000 is to be transferred to general reserve. B and C

are entitled to receive a salary of Rs. 3,000 and 4,500 p.a. respectively. A is

entitled to receive a commission at 10% on net distributable profit after charging

such commission. On 1st January 2020, the balance of their capital accounts was

Rs. 50,000, Rs.40,000 and Rs. 35,000 respectively.

You are required to prepare the Profit & Loss Appropriation Account of the firm for

the year ended 31 December 2020.

6. Lion and Tiger are partners in a firm, with an equal share of profit. They decide to

admit Fox as their new partner for an equal share. The value of the Goodwill in the

firm’s books of accounts is Rs. 60000. Fox brings Rs.50000 as his share of

goodwill in cash. The partners decide that goodwill will not appear in the books in

the future. Pass the necessary journal entries to record these transactions in the

books of the firm.

7. Edward, Farooq and Govind are partners in a firm sharing profits and losses in the

ratio of 2:3:2. Edward retires from the firm. The new profit sharing ratio between

Farooq and Govind is equal. Edward’s share of goodwill is Rs. 16,000. Calculate

the gain ratio and pass journal entries for the treatment of goodwill.



8- Aman, Bimal and Chirag are in partnership sharing profits equally. Their Balance

Sheet as on 31.12.2019 stood as follows:

Liabilities Rs. Assets Rs.

Creditors

General Reserve

Capitals:

Aman

Bimal

Chirag

13000

4200

30000

20000

20000

Bank
Debtors 10000

Less: RBD 800

Stock
Investments

Property

Goodwill

5000

9200

10000

5000

40000

18000
I 87200 87200

Chirag died on 31st March 2020. On the date of death, it was agreed that:

1) Property be valued at Rs.58,000.

2) Investments be valued at Rs.4,800.

3) Debtors were all good.

4) Stocks are valued at Rs.9,400.
5) Goodwill should be valued at two year’s purchase of the average profits of the

past three years.
6) Chirag’s share of profit to the date of death is calculated on the basis of

average profits of the preceding three years.

7) The last three years profits were:

I Rs.

31.12.2017 10000

31.12.2018 15000

31.12.2019 20000

Prepare Revaluation Account, Capital Account of Chirag by transferring the

amount payable to Chirag’s Executor's A/c.

9- X, Y and Z sharing profits and losses in the ratio of 3:2:1 had their Balance Sheet

as on 31.12.2020 as follows:

Rs. Rs.

Creditors 20000 Bank 950
Bills payable 5000 Stock 15500
X’s loan 6000 Debtors 32000
Reserve Fund 12000 Furniture 5000



P/LA/c

Capitals:

X

Y

6000

20000

15000

Plant

Z’s Capital

Goodwill

21000
5600

3950

84000 84000

The firm was dissolved. The amount realized as follows:

Stock Rs. 12200, Debtors Rs.30500, Furniture Rs.4200.
The plant was taken over by X at Rs.18000, Y agreed to take up the Bills

Payables.

Realization expenses amounted to Rs.600.
Prepare the Realisation A/c of the firm on its dissolution.

III. Answer any FOUR of the following : (4x5= 20 Marks)

10. Compute the value of Goodwill for the following two cases:

a) The actual annual profit of a partnership business with an investment of Rs

2,00,000 is Rs.40,000. The normal return on investment in a similar line of

business is 15% per annum.The goodwill of the partnership business is agreed to

be valued at 3 years’ purchase price of the super profits.

b) The average annual profits of the partnership business is Rs.4,80,000. The

normal rate of return in the same industry is 8%. The net value of the assets of

the partnership business is Rs.55,00,000.

11- What is meant by Amalgamation of firms? Illustrate with an example. State any

five objectives for the amalgamation of firms.

12. Soft, Hard and Medium were partners sharing profits 2/5, 3/10 and 3/10

respectively. Their Balance Sheet on 31st December 2020 was as follows:

Hard retires on that date on the following terms:

Liabilities Rs. Assets Rs.

Capitals: Patents 35,000

Soft

Hard

Medium

Reserve

Creditors

40,000 Furniture 26,000

30,000 Stock 25,000

30,000 Debtors 30,000

10,000 Less: Provisions 2,000 28,000

20,000 Cash 16,000

1,30,000 1.30,000



1. The goodwill of the firm is to be valued at Rs.50,000.

2. Stock is to be depreciated by 10%.

3. Patents are to be appreciated by 20%.

4. Provision for bad debts is no more necessary.

Prepare Revaluation Account in the books of the firm.

13. Ram, Ramesh and Raghav were in partnership sharing profits and losses in

proportion to 5:4:3.
They agreed to dissolve the partnership on January 1, 2021, on which date their

assets and liabilities were as under: _____

Liabilities Rs. Assets Rs.

Creditors

Ramesh’s Loan

Capitals:

Ram
Ramesh

Raghav |

76,000

9,000

1,20,000

90,000

60,000

Debtors

Stock

Plant

Furniture

1,45,000

1,50,000

50,000

10,000

3,55,000 3,55,000

Prepare a Statement showing Surplus Capital.

14. S, T and U were partners carrying on partnership business sharing profits and

losses in their capital ratio. On 31-3-2020 their balance sheet was as under:

Liabilities Rs. Assets Rs.

Capitals: Land 40,000
S Rs, 20,000 Building 30,000
T Rs. 30,000 Machinery 15,000
U Rs. 50,000 100,000 Furniture 20,000
Bank Loan 10,000 Debtors 20,000



On the above date, a private limited company was incorporated to take over the

Creditors

Bills Payable

25,000

15,000

Cash

Investments
9,000

1,000

1,50,000 1,00,000

above business. It was agreed to take over all assets (except cash) and all

liabilities by the company for which all assets are valued at par except Land &

building which were considered worth Rs.35,000 and 22000 respectively. In

addition, goodwill is valued at Rs. 12,000. Calculate the purchase consideration to

be paid by the company.
***********************
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Section-A

Answer any TWO of the following : 2x15= 30

1. The following balances appeared in the books of Jaydeep Co. Ltd., on March 31,

2023.

Rs. Rs.

Stock (lsl April 2022) 45,000

Purchases 1,46,000

Manufacturing expenses 55,000

Preliminary Expenses 15,000

Wages & Salaries 56,400

General charges 11,000

Directors’ fees 4,400

Dividend for 2021 -22 18,000

Buildings 1,11,200

Plant and machinery 70,400

Motor vehicles 60,000

Stores and spare parts 10,800

Book debts 1,10,000

Investments 57,000

Cash at Bank 1,06,600

Share Capital 2,75,000

Trade Creditors _______ 1,08,000

B.Com


Sales 4,10,000

Profit and Loss A/c b/f 30,000
-------------- 1— ■

Interest 12,600

Provision for taxation (Previous

year)
17,000

Dividend Equalization Fund 20,000

Provision for doubtful debts 4,200

8,76,800 8,76,800

From the above balances and following additional information, prepare

Statement of Profit & Loss of the Company for the year ended March 31, 2023.

Additional Information:

a) Stock on 31.3.2023 Rs.65,200.

b) Outstanding expenses: Wages & Salaries Rs.3,000

c) Interest accrued on securities Rs.3,760.

d) General charges prepaid Rs. 1,600.

e) Provide depreciation on - building at 20%, plant and machinery at

10%.

f) Write off half of preliminary expenses.

g) Provide 5% on debtors for doubtful debts.

h) Provide taxation at 60% of Net profit.

2. Amar Deep Ltd., issued 5,000 Debentures of Rs. 10 each at par on

1.4.2020 redeemable on 31.3.2023 at a premium of 6%. A Sinking Fund was

established for the purpose. It was expected that investments would earn 5%

net. The table shows that Re.0.317209 invested annually amounts to Rs.l at the

end of three years at 5%. The investments were made in multiples of Rs. 100.

On 31.3.2023 the company’s bank balance stood at Rs.45,600 (before interest on

investment) and the investments were sold for Rs.49000. On that date the

debentures were duly redeemed.

Prepare: a. Sinking Fund A/c

b. Sinking Fund Investment A/c and

c. Bank A/c



3. AB Lid. had an authorized share capital of Rs. 10 lakhs. Its Balance sheet as an

31.12.2023 is as follows:

(Liabilities Rs. Assets Rs

Share capital:

Issued and fully paid-up

15,000, 5% redeemable

Preference shares of

Rs. 10 each

1,50,000

Fixed Assets:

Plant & Machinery 4,00,000

Furniture 42,000

Vehicles 48,000 4,90,000

____ ..

30,000 Equity shares of

Rs. 10 each
3,00,000

Current Assets:

Stock 2,10,000

Debtors 1,10,000

Cash at Bank 90,000 4,10,000

General Reserve 1,60,000 Investments
1,00,000

Profit & Loss A/c 55,000

Securities Premium A/c 1,35,000

Sundry Creditors 2,00,000

10,00,000 10,00,000

On January 1, 2024, the company decided to redeem whole of the preference

share capital at a premium of 5%. For this purpose, it decided to sell the

investments at Rs.97,500.

On Jan 3, 2024, the company issued bonus shares, fully paid, in the ratio of one

for every three shares held on that date.

Draft the journal entries to record the above transactions and draw up the

Balance sheet after incorporating these entries.



Section-B

Answer any TWO of the following : 2x10— 20

4. Following is the balance sheet of Sapna Ltd. as on 31.03.2023

Liabilities Rs. Assets Rs.

Share capital 80,000,

Equity shares of Rs. 10

each

30,000, 6% redeemable

Preference shares of

Rs. 10 each fully paid

20,000,7% redeemable

Preference shares of

Rs. 10 each, Rs.7 paid

Profit and loss A/c

Creditors

8,00,000

3,00,000

1,40,000

3,50,000

60,000

Cash at Bank

Sundry Assets

4,00,000

12,50,000

16,50,000 16,50,000

On the above date, Preference shares are redeemed to the extent possible at a

premium of 10%. For this purpose, the company issued 20,000 fresh equity

shares of Rs. 10 each at a premium of 10%.

Journalise the process of redemption of preference shares.

5. Welcome Ltd., issued 2,00,000 equity shares of Rs. 10 each. The entire issue

was underwritten as follows:

P - 25%, Q - 25%, R - 25%, S -10% and T - 15%.

A commission of 2% was payable for underwriting.

The marked applications were as follows:

P- 51,000 shares, Q -47,500 shares, R -30,000 shares, S -16,000 shares and T -

25,500 shares.

Unmarked applications were received for 5,000 shares.

Calculate the liability of each underwriter and commission due to them.



6. Rishab Ltd. proposed to purchase a business carried on by Rashmika Ltd.

Goodwill for this puipose is agreed to be valued at three years purchase of the

weighted average profits of the past four years.

Year Profits in Rs. Weights

2018 1,01,000 1

2019 1,24,000 2

2020 1,00,000 3

2021 1,50,000 4

On scrutiny of the accounts, following adjustments to profits revealed:

a) During 2020, major repair was made in respect of a plant incurring

Rs.30,000, which was charged to revenue. It was agreed to capitalize this for

goodwill calculation subject to adjustment of depreciation @ 10% on

diminishing balance method.

b) The closing stock of 2020 was over-valued by Rs. 12,000.

c) To cover management cost, an annual charge of Rs.24,000 to be made for the

puipose of goodwill valuation.

Compute the value of goodwill of the firm.

Section-C

Answer any TWO of the following : 2x5= 10

7. From the following particulars of a Company with a paid-up capital of 30,000

Equity shares of Rs. 100 each, calculate its total reserves & surplus.

a) Net Profit before tax Rs. 16,75,000

b) Provision for taxation Rs. 20% of profit.

c) Transfer to General Reserve Rs. 15,000

d) Profit carried forward from the previous year Rs. 1,25,000

e) Proposed dividend 20%

8. A Public Ltd. Company issued prospectus inviting applications for 30,000

Equity shares of Rs. 10 each. The whole issue was underwritten by three

underwriters A, B and C as follows:

A - 15,000 shares, B - 10,000 shares and C - 5,000 shares.

Applications were received for 25,000 shares of which marked applications

were:



A - 10,000 shares, B - 8,000 shares and C - 6,100 shares.

Prepare a statement showing the liability of underwriters.

9. The net profits of the company for the past 5 years were: 2017- Rs.80,000,

2018- Rs.85,000, 2019- Rs.87,000, 2020- Rs.80,000 and 2021- Rs. 88,000.

The capital employed in the business was Rs.8,00,000 on which a reasonable

rate of return of 10% is expected.

Calculate the goodwill of the company as per:

a. Capitalisation of Average Profit Method and

b. Capitalisation of Super Profit Method.

c. Annuity Method if the present value of annuity of Re.l for five years at 10%

is Rs. 3.78.
***********************
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Scction-A

Answer any TWO of the following : 2x15= 30

1. The following balances appeared in the books of Jaydeep Co. Ltd., on March 31,

2023.

Rs. Rs.

Stock (lsl April 2022) 45,000

Purchases 1,46,000

Manufacturing expenses 55,000 1
Preliminary Expenses 15,000

Wages & Salaries 56,400

General charges 11,000

Directors’ fees 4,400

Dividend for 2021 -22 18,000

Buildings 1,11,200

Plant and machinery 70,400

Motor vehicles 60,000

Stores and spare parts 10,800

Book debts 1,10,000

Investments 57,000

Cash at Bank 1,06,600

Share Capital 2,75,000

Trade Creditors 1,08,000

B.Com


Sales 4,10,000

Profit and Loss A/c b/f 30,000

Interest 12,600

Provision for taxation (Previous

year)
17,000!

Dividend Equalization Fund 20,000

Provision for doubtfi.il debts 4,200

8,76,800 8,76,800;

From the above balances and following additional information, prepare

Statement of Profit & Loss of the Company for the year ended March 31,2023.

Additional Information:

a) Stock on 31.3.2023 Rs.65,200.

b) Outstanding expenses: Wages & Salaries Rs.3,000

c) Interest accrued on securities Rs.3,760.

d) General charges prepaid Rs. 1,600.

e) Provide depreciation on - building at 20%, plant and machinery at

10%.

f) Write off half of preliminary expenses.

g) Provide 5% on debtors for doubtful debts.

h) Provide taxation at 60% of Net profit.

2. Amar Deep Ltd., issued 5,000 Debentures of Rs. 10 each at par on

1.4.2020 redeemable on 31.3.2023 at a premium of 6%. A Sinking Fund was

established for the purpose. It was expected that investments would earn 5%

net. The table shows that Re.0.317209 invested annually amounts to Rs.l at the

end of three years at 5%. The investments were made in multiples of Rs. 100.

On 31.3.2023 the company’s bank balance stood at Rs.45,600 (before interest on

investment) and the investments were sold for Rs.49000. On that date the

debentures were duly redeemed.

Prepare: a. Sinking Fund A/c

b. Sinking Fund Investment A/c and

c. Bank A/c

doubtfi.il


3. AB Lid. had an authorized share capital of Rs. 10 lakhs. Its Balance sheet as an

31.12.2023 is as follows:

Liabilities Rs. Assets Rs

Share capital:

Issued and fully paid-up

15,000, 5% redeemable

Preference shares of

Rs. 10 each

1,50,000

Fixed Assets:

Plant & Machinery 4,00,000

Furniture 42,000

Vehicles 48,000 4,90,000

30,000 Equity shares of

Rs. 10 each
3,00,000

Current Assets:

Stock 2,10,000

Debtors 1,10,000

Cash at Bank 90,000 4,10,000

| General Reserve
1,60,000 Investments

1,00,000

Profit & Loss A/c 55,000

Securities Premium A/c | l,35,000|

Sundry Creditors 2,00,000|

10,00,000 10,00,000

On January 1, 2024, the company decided to redeem whole of the preference

share capital at a premium of 5%. For this purpose, it decided to sell the

investments at Rs.97,500.

On Jan 3, 2024, the company issued bonus shares, fully paid, in the ratio of one

for every three shares held on that date.

Draft the journal entries to record the above transactions and draw up the

Balance sheet after incorporating these entries.



Section-B

Answer any TWO of the following : 2x10= 20

4. Following is the balance sheet of Sapna Ltd. as on 31.03.2023

Liabilities Rs. Assets Rs.

Share capital 80,000,

Equity shares of Rs. 10

each

30,000, 6% redeemable

Preference shares of

Rs. 10 each fully paid

20,000,7% redeemable

Preference shares of

Rs. 10 each, Rs.7 paid

Profit and loss A/c

Creditors

8,00,000

3,00,000

1,40,000

3,50,000

60,000

Cash at Bank

Sundry Assets

4,00,000

12,50,000

16,50,000 16,50,000

On the above date, Preference shares are redeemed to the extent possible at a

premium of 10%. For this purpose, the company issued 20,000 fresh equity

shares of Rs. 10 each at a premium of 10%.

Journalise the process of redemption of preference shares.

5. Welcome Ltd., issued 2,00,000 equity shares of Rs. 10 each. The entire issue

was underwritten as follows:

P - 25%, Q - 25%, R - 25%, S -10% and T - 15%.

A commission of 2% was payable for underwriting.

The marked applications were as follows:

P - 51,000 shares, Q - 47,500 shares, R -30,000 shares, S -16,000 shares and T -

25,500 shares.

Unmarked applications were received for 5,000 shares.

Calculate the liability of each underwriter and commission due to them.



6. Rishab Ltd. proposed to purchase a business carried on by Rashmika Ltd.

Goodwill for this purpose is agreed to be valued at three years purchase of the

weighted average profits of the past four years.

Year Profits in Rs. Weights

2018 1,01,000 1

2019 1,24,000 2

2020 1,00,000 3

2021 1,50,000 4

On scrutiny of the accounts, following adjustments to profits revealed:

a) During 2020, major repair was made in respect of a plant incurring

Rs.30,000, which was charged to revenue. It was agreed to capitalize this for

goodwill calculation subject to adjustment of depreciation @ 10% on

diminishing balance method.

b) The closing stock of 2020 was over-valued by Rs. 12,000.

c) To cover management cost, an annual charge of Rs.24,000 to be made for the

purpose of goodwill valuation.

Compute the value of goodwill of the firm.

Section-C

Answer any TWO of the following : 2x5= 10

7. From the following particulars of a Company with a paid-up capital of 30,000

Equity shares of Rs. 100 each, calculate its total reserves & surplus.

a) Net Profit before tax Rs. 16,75,000

b) Provision for taxation Rs. 20% of profit.

c) Transfer to General Reserve Rs. 15,000

d) Profit carried forward from the previous year Rs. 1,25,000

e) Proposed dividend 20%

8. A Public Ltd. Company issued prospectus inviting applications for 30,000

Equity shares of Rs. 10 each. The whole issue was underwritten by three

underwriters A, B and C as follows:

A - 15,000 shares, B - 10,000 shares and C - 5,000 shares.

Applications were received for 25,000 shares of which marked applications

were:



A - 10,000 shares, B - 8,000 shares and C - 6.100 shares.

Prepare a statement showing the liability of underwriters.

9. The net profits of the company for the past 5 years were: 2017- Rs.80,000,

2018- Rs.85,000, 2019- Rs.87,000, 2020- Rs.80,000 and 2021- Rs. 88,000.

The capital employed in the business was Rs.8,00,000 on which a reasonable

rate of return of 10% is expected.

Calculate the goodwill of the company as per:

a. Capitalisation of Average Profit Method and

b. Capitalisation of Super Profit Method.

c. Annuity Method if the present value of annuity of Re. 1 for five years at 10%

is Rs. 3.78.
***★*★*******★★★***★★★*
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I. Answer any THREE of the following : (3x20= 60 Marks)

1- The following particulars were extracted from the costing records of Sonu

manufacturing company for the year ending 31 - December 2019 .

Rs. Rs.

Purchase of materials 960000

Productive wages 784000

Carriage inwards 16000

Motive power 30000

Unproductive wages 100000

Gas and water 30000

Depreciation on plant 50000

Factory lighting 20000

Haulage 10000

Product design expenses 10000

Factory Rent 60000

Repairs on plant 26000

Salaries - factory 28000

Office rent and taxes 6500

Audit fees 5500

Office Manager’s salary 4500

Printing and stationery 3500

General expenses 16000

Sales (finished goods) 2400000

Stock On On

Raw Material(Rs.) 1.1.19 31.12.19
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Finished goods (Rs.) 160000 176000

Finished goods (tons) 128000 —

Work in progress (Rs.) 3200 6400

38400 128000

Advertising, discount allowed and selling cost etc. are R.4 per ton sold. During the

year 51200 tons of the products were produced.
Prepare a statement of cost of production showing the cost per ton and profit for

the period.

2. From the following particulars pertaining to material ‘VX’. Prepare a Storage

Ledger Card using FIFO method of pricing out issues.

2020, Feb.1 opening balance 600 units at Rs.40 per unit.

Receipts

Rate(Rs) GRN.No
Date Quantity(units)

Date Quantity(units) MRN. No Dept.

Feb. 10 400 38 446

20 480 44 447

25 200 48 449
27 225 51 451

Issues

Feb. 6 500 617 A

16 130 620 B

26 360 716 Y

29 217 728 X

Additional information:

Feb. 14 received back from A30 units

Feb. 18 shortage of 20 units as per stock verification.

3- A product passes through three distinct processes to completion. During the

quarter ending 31st March 2019, the cost and production were as under

Processes

A

Rs.

B

Rs.

C

Rs.

Other materials

Direct labour

20,000

30,000

30,000

40,000

32,000

50,000



Direct expenses 5,000 3,000 2,000'

Normal loss in output 10% 5% 10%

Sale of scrap per unit Rs.30 Rs.50 Rs.60

Production in units 920 870 800

1000 units at Rs.50 per unit were introduced to Process A. Production overhead is

allocated to each process on the basis of 50% of direct labour. Prepare Process

Accounts, Abnormal Loss Account and Abnormal Gain Account.

4. Manisha Builders Ltd under took a contract on 1st Jan. 2019. During the year

2019 it was engaged on only one contract of which the contract price was

Rs.20,00,000. Of the plant and materials charged to the contract plant costing

Rs.20,000 and materials costing Rs.16,000 were lost in an accident. On 31st

Dec.2019 plant costing Rs.20,000 were returned to stores. Cost of work done but

not certified was Rs.8,000 and materials costing Rs.10,000 were in hand on site.

Charge 10% depreciation on plant and prepare Contract Account and balance

Sheet from the following.

Rs. Rs.

Shares Capital - 4,80,000

Creditors - 40,000

Cash received (80% of work certified) - 8,00,000

Land and Buildings 1,72,000

Bank Balance 1,00,000

Charges to contract:

Materials 3,20,000

Plant 1,00,000

Wages 5,60,000

Architecture Fees 10,000

Expenses 58,000

13,20,000 13,20,000

II. Answer any THREE of the following : (3x5= 15 Marks)

5. Explain the limitations of financial Accounting.

6. From the following transactions, prepare Stores Ledger Account, pricing the issues

at weighted average price system.

March 2019



1 Opening Balance 100 units at Rs.10/- per unit

2 Issued 25 units to Dept .A

7 Received 425 units at Rs.11/- per unit
10 Issued 200 units to Dept B

12 Returned to stores 10 units from Dept A
15 Returned to supplier 20 units out of the quantity received on 7th

17 Received 110 units at Rs. 12.50 per unit

25 Received 100 units at Rs. 10/- per unit

29 Issued 200 units to Dept B

30 Received 100 units at Rs. 11/-per unit.

7. From the information given below compute the earnings of workers Ram and

Rahim and Uchil on Taylor’s differential piece rate system and Merrick’s task plan.

Standard production 8 units per hour

Normal Time Rate Rs.4 per hour

In a day of 8 hours Ram produced 54 units.

8. Explain the procedure for purchase of materials.

9- A transport company is running two buses between two places 100 kilometers

apart. The seating capacity of each bus is 50 passengers.The following particulars
are taken from their books for a month.

Rs.

Wages - Drivers, Conductors 3,000
Salary of office staff 1,500
Diesel, Oil etc. 6,000
Repairs 1,500
Road Tax 2,000
Depreciation 3,000

The actual passenger carried were 80% of the capacity. The buses ran on all the

days. Each bus made to and fro trip. Find out the cost per passenger- Kilo meter.
30 days in a month

III. Answer ALL questions: (1 x5= 5 Marks)

10- State the difference between cost and financial acounting.

11- Medical Aids Co. manufactured a special product.The following particulars were

collected for the year 2019:



Calculate Economic Ordering Quantity.

Cost of placing an order

Annual carrying cost per unit

Annual usage of material

Rs. 100

Rs. 15

2000 units

12. What is Primary Distribution Summary?

13. What is Cost Accounting?

14. What is absorbtion of overheads?
**********************
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Answer any TWO questions:
SECTION-A

(15x2=30)

1) Calculate Arithmetic Mean, Harmonic Mean and Median for the following data:
Marks ||5-15 15-25||25-35135-45||45-55||55-65|

|No of Employees | 4 7 || 9 II 20 || 6 4 1
2) From share prices of A and B given below, calculate the Mean, Standard Deviation, and

Co-efficient of Variation and state which share is more stable in value.
Price of Share A 55 54 52 53 56 58 52 50 51 49
Price of Share

108 107 105 105 106 107 104 103 104 101

3) The marks awarded by two evaluators to 10 speakers in a debating competition are given
below Find Rank correlation .
Speaker A B C D E F G 1 H I J

Evaluator I 39 33 40 14 16 16 70 24 16 58

Evaluator II 28 38 39 21 30 10
60 |

14 21 35

4) a. Compute the Fisher’s Price Index numbers from the following data and show that
Fisher’s index numbers satisfy Time Reversal Test. (8 marks)

Commodity
Base Year Current Year

Price Quantity||Price||Quantity|

A 50 22 70 14

B 70 16 90 22 |

C 60 18 105 14
; D 120 12 140 15

E 100 22 155 28
b.In the construction of a certain Cost of Living Index Number, the following group index
numbers were found. Calculate the Cost of Living Index Number. (7 marks)___________

Group Food
Fuel and
Lighting

Clothing House Rent Miscellaneous

Index Numbers 350 200 240 160 250

Weights 5 1 1 1 2
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Answer any FOUR questions :
SECTION - B

(5x4= 20)

5)

6)

7)

8)

9)

Find the mode of the following data distribution:
Classes
[Frequency

10-20 20-30 30-40 40-50 50-60 60-70 70-80

12 14 10 13 14 18 10

Given the following figures: 3,5,3,5,10,5,15,10,12,12. Calculate Karl Pearson's Co­
efficient of skewness.

Calculate the inter-quartile range, quartile deviation, and its coefficient for the data given
below: _—
|X||94||35199|60|62|48 |78 |52|65 [90|

One card is drawn from a deck of 52 cards. What is the probability that it is either a King
of Queen?

For the given ranks, calculate the Rank Correlation Coefficient:
R1 1 2 3 4 5 6 7 8 9 10

R2 8 6 10 7 5 2 9 1 4 3

10) From the following data calculate the Index Number by using the Simple Aggregate
Method:
Commodity A B C D
Price in 1980 (Rs.) 162 256 257 132

Price in 1981 (Rs.) 171 164 189 145

SECTION - C
Answer any FIVE questions : (2x5= 10)

11) Find the mode for the following seed weight (in gms):
2,7,10,15, 10,17, 8, 10,2

12) State any two properties of Arithmetic Mean.

13) Galaxy art gallery conducted a painting competition, where around 10 people participated.
Their ages are 45,18,20, 38, 57, 32. What is the age range of the participants?

14) What is the probability that a vowel selected at random from a book is an 'a'?

15) What is meant by positive and negative Correlation?

16) What is meant by Independent Variable?

17) Give the formula to calculate Laspeyer's price index number.
^***********A*********
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I. Answer any THREE of the following : (3x16= 48 Marks)

1- Companies X & Y are identical in all respects including risk factors expect for

debt or equity. Company X having issued 10% debentures of Rs. 18,00,000, while

company Y has issued only equity. Both the companies earn 20% before

interest and taxes on their total assets of Rs. 30,00,000. Assuming a tax rate of

50% and capitalization rate of 15% for an all equity company compute the value

of Company X & company Y using
(1) Net Income Approach (2) NOI Approach

2. ABC Ltd is thinking of investing in a Project Costing Rs.20,00,000.The cash

inflows are

Year 12345

Cash flows(Rs in lakhs) 4 5 6 6 7

You are required to calculate Payback period, ARR, NPV at 10% cost of capital &

Benefit cost ratio(profitability index)

3- ABC ltd is considering the acquisition of large equipment to setup its factory in a

backward region for Rs. 12,00,000. The equipment is expected to have an

economic life of 8 years. The equipment can be financed either with an 8 year term

loan at 14% interest, repayable in equal installments of Rs. 2,58,676 per year or by

an equivalent amount of lease rent per year. In both cases payments are due at

the end of the year. The equipment is subject to straight line method of

depreciation for tax purposes. Assuming no salvage value after 8th year useful life

and 50% tax rate, which of the financial alternatives should it select?

4. Comparative figures of two firms A & B are given below. Calculate Operating

Leverage, Financial Leverage and Combined Leverage.

Firm A (Rs) Firm B (Rs)
Sales 8,00,000 11,00,000
Variable Cost 30% of sales 20% of sales
Fixed Cost 2,00,000 4,00,000
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Interest

Tax rate

40,000
30%

60,000

30%

II. Answer any THREE of the following : (3x8= 24 Marks)

5. Explain in detail the Deterninants of Capital Structure of a Company.

6. The Details of 4 Companies are given below during 2020-21. Calculate their cost

of equity.

SI.No. Company FV (Rs.)
Issue price/cut

off price( RS)

Issue

expenses

(%)

Dividend(%)

1 A 10 100 10 35

2 B 10 110 20 20

3 c 10 30 20 30

* D 10 190 30 40

7. A Co is considering which of these 2 mutually exclusive projects it should

undertake. The finance director thinks that the project with higher NPV should be
selected. The Co anticipates a cost of capital at 10% and the net after tax cash

outflows of the projects are as follows.

Year

Cash flows

Project X ( Rs. in Lakhs)

Project Y (Rs. in Lakhs)

Calculate the NPV&PI

0 1 2 3 4 5

(200)35 80 90 75 20

(200)218 10 10 4 3

8. Calculate all the leverages from the following information:-
Utilised capacity
Selling price
Variable cost

10,000 units
Rs. 116per unit
Rs. 46 per unit

Fixed cost Rs. 3,00,000
Interest on loan Rs. 1,00,000
Tax rate 50%

Preference Dividend Rs. 50,000



III. Answer any FOUR of the following : (4x2= 8 Marks)

Write the formula to calculate the value of the firm under Nl approach.

10- State the components of Cost of capital.

11- Geetha Ltd is implementing a project with initial capital of Rs.7600.Its cash inflows

are as follows

Year 12 3 4

Cash 60002000 1000 5000

Flows (Rs)
Expected rate of return on capital invested is 12% p.a. Calculate Discount payback

period.

12. What are terms of Lease financing?

13. Calculate the Operating Leverage from the following details:

Sales 1,00,000 units, Price Rs. 10 per unit, Variable Cost Rs.6 per unit, Fixed cost

Rs. 2,00,000.
******************
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SECTION-A

Answer any TWO questions: (15x2= 30)

1) In respect of a factory the following information have been obtained for the year

2020.
II Rs.
I Opening stock of materials 2,80,000
Wages 10,00,000
Closing stock of materials 3,00,000

Materials purchased 12,20,000
Works overhead 6,00,000
Office overheads 6,72,000
Selling overheads 4,48,000
Distribution overheads 2,80,000
[Profits 8,40,000

In the year 2021 a work order has to be executed and the following expenses are
estimated
Materials Rs. 40,000, Wages Rs. 20,000
Assume that in 2021, the works overheads will rise by 20%, office overheads and
selling overheads will rise by 15% and the Distribution overheads would go down by
10%. What price would be quoted for the work order so as to maintain the same rate
of profit on cost?

2) Write up the stores ledger account under FIFO method.
March 2021.
1 Opening Balance 25 units value Rs. 162.50.
4 Issued 8 units MR No.85.
6 Received 50 units at Rs.5.75 per unit GR No.26
7 Issued 12 units MR No.87.
10 Returned to vendors 10 units at Rs. 5.75 per unit.
12 Issued 15 units MR No. 108.
13 Issued 20 units MR No.110.
15 Received 25 units at Rs.6.10 per unit GR No.33.
17 Issued 10 units MR No. 121.
19 Received replacement 10 units GR No. 38.
20 Returned to stores 5 units.
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22Transferred 5 units from Job No. 182 to 187.
26 Issued 10 units MR No. 146.
29 Transferred 5 units from Dept. A to Dept. B.
30 Shortage 2 units treated as abnormal.

3) The following information pertains to the three machines used in the shop.

Element of cost
Machine I

Rs.
Machine II

Rs.
Machine III

Rs.

Rent and taxes 75000 59000 120000

Insurance 2000 1000 4000
Power (@0.08 paise per unit) 128000 146000 270000
Administrative overhead 50000 37000 76000

Factory overhead 307000 252000 389000

Repairs 30000 63000 15000

Oil and Sundries 8000 15000 10000
Depreciation 40000 37000 68000

Each machine uses 5 units of power per hour. Job No.101 was completed with the
help of these machines. The cost of materials and labour were Rs.5,000 and
Rs.3,000 respectively. Machine I was used for 35 hours, Machine II was used for 40
hours and Machine III was used for 8 hours. Calculate Machine Hour Rate and also
Cost of Job No.101.

4) In a factory there are 3 production departments (A, B and C) and 2 service
departments (D and E). The following figures are extracted from the books of the
factory for the month of January 2020.

Rent of the Building 10,000
Lighting 6,000
Indirect Wages 1,500
Supervision Charges 6,000
Power 15,000
Depreciation on Machinery 8,000
Sundries 10,000
Amenities to staff 8,000

Other details:

A B C D E

Floor area (Sq.feet) 2,000 1,000 3,000 2,000 2,000
Light Points 20 30 10 30 30
Direct Wages 30,000 40,000 10,000 25,000 25,000
H.P. of Machine 3 3 4 3 2

Value of Machinery 20,000 30,000 10,000 10,000 -

Number of Workers 20 30 25 25 20



SECTION - B

Answer any FOUR questions : (5x4= 20)

5) Write the objectives of Cost Accounting.

6) Prepare stores ledger account using Weighted Average Method.
(2020 Units Purchased Cost Price per kg (Rs.)

|July 2 200 102

July 7 300 105

|July 10 200 108
[duly 20 100 110

On July 2020 there were 100 kg in stock valued Rs. 100 per kg. Quantities issued

from stores during the month were:
July 5
July 13
July 18
July 25

250 kg
200 kg
200 kg
150 kg

7) Calculate the total earnings and effective rate of earnings per hour of worker A under
Rowan System and Halsey Premium Plan.

Employee A

Time allowed (hours per 100 unit) 40
Wage rate per unit Rs. 3
Hourly rate Rs. 8
Actual time taken (hours) 48
Actual units produced 150

8) From the following particulars, prepare primary distribution summary.

Production Depts. Service Depts.

A Rs. B Rs. C Rs. D Rs. E Rs.

Wages 30,000 45,000 60,000 15,000 30,000
Materials 15,000 30,000 30,000 22,000 22,500
Staff Members 1,500 2,250 2,250 750 750
Kwh 6,000 4,500 3,000 1,500 1,500
Asset Value 60,000 40,000 30,000 10,000 10,000
Light Points 10 16 4 6 4
Area in Sq. Mtrs. 150 250 50 50 50



The expenses for the period are Power Rs.1,100, Lighting Rs.200, Stores overhead
Rs.800, Staff welfare Rs.3,000, Depreciation Rs.30,000, Repairs Rs.6,000, General

overhead Rs.12,000, Rent Rs.550.

9) The net profits of Salome Co. Ltd. appeared at Rs.91,200 as per cost book records
for the year ending 31.12.2021. A scrutiny of the figures from both the sets of

accounts revealed the following facts:

Prepare Reconciliation Statement.

Rs.

Works overheads under recovered in cost books 1,560
Office overheads over-recovered in cost books 850
Depreciation charged in financial accounts 5.6001

Depreciation recorded in cost books 5,250
Interest on Investments not included in cost books 4,000'
Loss due to obsolescence charged in financial accounts 2,850
Income Tax provided in financial accounts 20.1501

Bank interest and transfer fees entered in financial books 375
Stores adjustments (credited in Financial books) 237'

Value of opening stock in cost accounts 24,800
Value of opening stock in financial accounts 26,300
Interest charged in Financial books 2,000
Goodwill written off 5,000

10) From the information given below compute the earnings of workers Ram and Rahim
and Uchil on Taylor’s differential piece rate system.
Standard production 8 units per hour, Normal Time Rate Rs.4 per hour
In a day of 8 hours Ram produced 54 units and Rahim produced 75 units, Uchil 92
units.

Answer any FIVE questions :

SECTION - C

(2x5= 10)

11) If total cost is Rs. 5,000 and rate of profit is 33.33% on selling price, calculate the
amount of profit.

12) Annual demand 3,200 units. The unit cost is Rs. 6 and inventory carrying charges is
25% p.a. If the cost of one procurement is Rs.50 calculate EOQ.

13) Define Employee Cost.

14) What is Primary Distribution of overhead?

15) Write any two reasons for differences in profit under Financial and Cost accounts.

16) State any two functions of Stores Department.

17) State the causes of Overtime.

*********************
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Section A

Answer any TWO of the following: (2X15= 30)

1. The following statements of financial position have been prepared at 31 December

20X8.

Dickens pones |

$ l$

Non-current assets:
[Property, plant & equipment 85,000 18,000

Investment: Shares in Jones 60,000

Current assets 160,000||84,000

305,000||l 02,000

Equity:

Ordinary $1 shares 65,000 20,000

Share premium | 35,000 10,000

Retained earnings 70,000 25,000
170,000| 55,000

Current liabilities 135,000| 47,000 |

305,000| 102,000|

Dickens acquired 16,000 ordinary $1 shares in Jones on 1 January 20X8, when

Jones’ retained earnings stood at $20,000 and its share premium was $10,000. On

this date, the fair value of the 20% non-controlling shareholding in Jones was

$12,500.The Dickens Group uses the fair value method to value the non­

controlling interest. Prepare the consolidated statement of financial position of

Dickens as at 31 December 20X8
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2- Pepper bought 70% of Salt on 1 July 20X6. The following are the statements of

profit or loss of Pepper and Salt for the year ended 31 March 20X7:

Pepper Salt

$000 $000

[Revenue 31,200 10,400

[cost of sales (17,800) (5,600)

- — —
Gross profit 13,400 4,800

Operating expenses (8,500) (3,200)

—
Profit from operations 4,900 1,600

Investment income 2,000 -

Profit before tax 6,900 1,600

Income tax expense (2,100) ||(500)

Profit for the year 4,800 1,100

The following information is available:

1. On 1 July 20X6, an item of plant in the books of Salt had a fair value of $5,000 in

excess of its carrying amount. At this time, the plant had a remaining life of 10

years. Depreciation is charged to cost of sales.

2. During the post-acquisition period Salt sold goods to Pepper for$4,400. Of this

amount, $500 was included in the inventory of Pepper at the year-end. Salt earns a

35% margin on its sales.

3. Goodwill amounting to $800 arose on the acquisition of Salt, which had been

measured using the fair value method. Goodwill is to be impaired by 10% at the

year-end. Impairment losses should be charged to operating expenses.

4. Salt paid a dividend of $500 on 1 January 20X7.

Prepare the consolidated statement of profit or loss for the year ended 31 March

20X7 for the Pepper group.

3- P acquired 80% of S on 1 December 20X4 paying $4.25 in cash per share. At this

date the balance on S’s retained earnings was $870,000. On 1 March 20X7 P

acquired 30% of As ordinary shares. The consideration was settled by a share

exchange of 4 new shares in P for every 3 shares acquired in A. The share price of



P at the date of acquisition was $5. P has not yet recorded the acquisition of A in

its books.
The statements of financial position of the three companies as at 30 November

20X7 are as follows:

Non-current assets

P

$000

S
$000

A

$000

Property 1,300 850 900

Plant & equipment 450 210 150

Investments 1,825 - -

Current assets

Inventory 550 230 200

Receivables 300 340 400

Cash

Share capital $1

120 50 140

4,545 1,680 1,790

1,800 500 250

Share premium 250 80 -

Retained earnings 1,145 400 1,200

3,195 980 1,450

Non-current liabilities

10% Loan notes 500 300 -

Current liabilities

Payables 520 330 250

Taxation 330 70 90

4,545 1,680 1,790

The following information is relevant:

1. As at 1 December 20X4, plant in the books of S was determined to have a fair

value of $50,000 in excess of its carrying amount. The plant had a remaining life of

5 years at this date.



2. During the post-acquisition period, S sold goods to P for $400,000 at a mark-up

of 25%. P had a quarter of these goods still in inventory at the year-end.

3. In September 20X4 A sold goods to P for $150,000. These goods had cost A

$100,000. P had $90,000 (at cost to P) in inventory at the year-end.

4. As a result of the above inter-company sales, P’s books showed $50,000 and

$20,000 as owing to S and A respectively at the yearend. These balances agreed

with the amounts recorded in S’s and As books.

5. Non-controlling interests are measured using the fair value method. The fair

value of the non-controlling interest in S at the date of acquisition was $368,000.

Goodwill has impaired by $150,000 at the reporting date. An impairment review

found the investment in the associate to be impaired by $15,000 at the year- end.

6. As profit after tax for the year is $600,000.

Prepare P’s consolidated statement of financial position as at 30 November 20X7.

4- Key figures from Franck’s financial statements for the year ended 30 September

20X2 are shown below.

$000

Revenue 9,400

Profit from operations 1,500
[share capital 15,000
[Retained earnings 3,000
[Loans 2,000

Franck has operated in the computer software industry for many years, gaining a

reputation for steady growth. It is interested in acquiring Duik, which has recently

been put up for sale. Extracts from Duik’s financial statements can be seen below.

$000

(Revenue 1,200
(Loss from operations||(600) |

(share capital 24,0001

[Retained losses (1,200)
[Loans 4,000

a. Calculate Franck’s return on capital employed (based on profit from operations)

without the acquisition of Duik to one decimal place. (2 marks )

b. What is the combined operating margin if Franck and Duik are combined?



(3 marks )

c. Which, if any, of the following statements is/are correct? (2 marks )

Statement 1: If Duik is acquired, gearing will increase.
Statement 2: If Duik is acquired, the return on capital employed will decrease.
I llcorrect Incorrect

[statement 11

Statement 2||

d. Which of the following is NOT a factor to consider in respect of Duik being a

subsidiary of another entity? (1 mark)

1. Sales or purchases between the parent and Duik may not be at market

rates
2. Duik may get the benefit of shared assets with the parent

3. Duik’s individual financial statements may contain errors

4. Loans made from Duik’s parent may carry lower interest than market

rates

e. What other information is NOT likely to be available to Franck before entering

into negotiations for the acquisition of Duik? (1 marks )

1. A breakdown of dividends paid by Duik historically

2. Duik’s statement of cash flows

3. A breakdown of Duik’s upcoming projects which are in progress

4. The directors’ report outlining the performance for the year

f. The following information has been taken from the accounting records of FX for

the year ended 31 December 20X4.FX's working capital (cash) cycle is 55 days.

FX's trade payable payment period is 40 days Credit sales amounted to $2 million,

and year-end receivables were $274,000 All calculations should be made to the

nearest full day. The trading year is 365 days. What is the inventory turnover
period as at 31 December 20X4? (3 marks )

g. The following extracts from Patel's financial statements are available:

|$ooo

Profit from operations ||400 |

Finance costs ||(50)

Profit before tax II350 I



[Ordinary share capital||900 |

[Retained earnings 300

10% loan notes 500

What is the return on capital employed (ROCE) and pre-tax return on equity

(ROE)? (3 marks )

Section B

Answer any TWO of the following: (2*10= 20)

5. On 1 January 20X1, Baker entered into a contract with a customer to construct a

specialised building for consideration of $2m plus a bonus of $0.4m if the building

is completed within 18 months. Estimated costs to construct the building were

$1.5m. If the contract is terminated by the customer, Baker can demand payment

for the costs incurred to date plus a mark-up of 30%. On 1 January 20X1, as a

result of factors outside of its control, Baker was not sure whether the bonus would

be achieved. At 31 December 20X1 Baker had incurred costs of $1m. They were

still unsure as to whether the bonus target would be met. Baker measures

progress towards completion based on costs incurred.

At 31 December 20X1 Baker had received $1 million from the customer.

How should this transaction be accounted for in the year ended 31 December
20X1?

6- On 31 December 20X1, the issued share capital consisted of 4,000,000 ordinary

shares of 250 each. On 1 July 20X2 the entity made a rights issue in the proportion

of 1 for 4 at 500 per share and the shares were quoted immediately before the
issue at $1. Its trading results for the last two years were as follows:

Year ended 31

December 20X2

Year ended

31

December

20X1

$ $

Profit

after tax
425,000

320,000

Show the calculation of basic EPS to be presented in the financial statements for

the year ended 31 December 20X2 (including comparative).

7. a.Petre owns 100% of the share capital of the following companies. The directors

are unsure of whether the investments should be consolidated into the group



(3 marks)

financial statements of not. Identify whether the following companies should be

consolidated or not.

Consolidated
Not to be

consolidated

Beta is a bank and its activity is so different from

the engineering activities of the rest of the group

that it would be meaningless to consolidate it.

Delta is located in a country where local accounting

standards are compulsory and these are not

compatible with IFRS Standards used by the rest of

the group.

Gamma is located in a country where a military

coup has taken place and Petre has lost control of

the investment for the foreseeable future.

b. Pamela acquired 80% of the share capital of Samantha on 1 January 20X1. Part

of the purchase consideration was $200,000 cash to be paid on 1 January 20X4.

The applicable cost of capital is 10%. What will the deferred consideration liability
be at di December 20X2? (3 marks)

c.Philip acquired 85% of the share capital of Stanley on 1 October 20X1. The profit

for the year ended 31 December 20X1 for Stanley was $36,000. Profits are

deemed to accrue evenly over the year. At 31 December 20X1 Stanley’s statement

of financial position showed:

Equity share capital $200,000

Retained earnings $180,000

What were the net assets of Stanley on acquisition? (4 marks)

8. a. Butcher had the following balances in its statement of financial position as of 30

June 20X0 and 20X1:

20X1 20X0

Share capital $170,000 $150,000

Share premium
$105,000 $95,000

10% debentures $170,000 $190,000

How much will appear in the statement of cash flows for the year ended 30 June

20X1 under the heading ‘cash flows from financing activities? (3 marks)



b. At 1 January 20X0 Casey had property, plant, and equipment with a carrying

amount of $180,000. In the year ended 31 December, 20X0 Casey disposed of

assets'with a carrying amount of $60,000 for $50,000. Casey revalued a building

from $75,000 to $100,000 and charged depreciation for the year of $20,000. At the

end of the year, the carrying amount of property, plant, and equipment was

$250,000. How much will be reported in the statement of cash flows for the year

ended 31 December 20X0 under the heading ‘cash flows from investing activities?

(4 marks)

c. On 1 January 20X0 Casey had government grants held in the deferred income

of $900,000. During the year, Casey released $100,000 to the statement of profit

or loss. On 31 December 20X0, the remaining deferred income balance was

$1,100,000.Select the TWO amounts to be included in the statement of cash flows

for Casey. (3 marks)

Amortisation of a government grant Receipt of grant

Increase of $100,000 to cash

generated from operations

Cash received from a grant of $300,000

in investing activities

Decrease of $100,000 to cash

generated from operations

Cash received from grant $100,000 in

investing activities

Section C

Answer any TWO of the following: (2x5= 10)

9- Simple has estimated its income tax liability for the year ended 31 December 20X8

at $180,000.1nlhe previous year the income tax liability had been estimated as

$150,000. Calculate the tax expense that will be shown in the statement of profit

and loss for the year ended 31 December 20X8 if the amount that was actually
agreed and settled with the tax authorities in respect of 20X7 was $165,000 . Will

your answer differ if the amount that was actually agreed and settled was $

140,000?

10-ABC has a year end of 31 December 20X4. On 15 December 20X4 the directors

publicly announced their decision to close an operating unit and make a number of

employees redundant. Some of the employees currently working in the unit will be

transferred to other operating units within ABC.The estimated costs of the closure

are as follows:

$000
[Redundancy costs 800
[Lease termination costs 200



What is the closure provision that should be recognised?

Relocation of continuing employees to new locations 400

Retraining of continuing employees 300

1,700

11- The following figures relate to Barlow and its subsidiary Noon for the year ended

31 December 20X5.

Barlow Noon

Revenue $600,000 $300,000|

Cost of sales $400,000 $200,000

Gross profit | $200,000 $100,000|

During the year Barlow sold goods to Noon for $20,000, making a profit of $5,000.

These goods were all sold by Noon before the year-end.

Calculate the amounts to be recorded for total revenue and gross profit in the

consolidated statement of profit or loss for Barlow for the year ended 31 December

20X5.

Calculate the profit/loss arising in the consolidated financial statements

12. Hague has held a 60% investment in Maude for several years, using the fair value

method to value the non-controlling interest. A quarter of the goodwill has been

impaired. The group's year-end is 31 December 20X5. Disposal of this investment

has been made on 31 October 20X5 for sale proceeds of $10,000. Details are:

]|3,000|

]|i,ooo|

I IO
[Cost of investment .. |[6,000|

iMaude - Fair value of net assets at acquisition[[2,000[

Maude - Net assets at the disposal

Maude - Fair value of NCI at acquisition

*********************
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Section A

Answer any TWO of the following: (2*15= 30)

1- Spot Co is considering how to finance the acquisition of a machine costing

$750,000 with an operating life of five years. There are two financing options.

Option 1

The machine could be leased for an annual lease payment of $155,000 per year,

payable at the start of each year.

Option 2

The machine could be bought for $750,000 using a bank loan charging interest at

an annual rate of 7% per year. At the end of five years, the machine would have a

scrap value of 10% of the purchase price. If the machine is bought, maintenance

costs of $20,000 per year would be incurred.

Evaluate whether Spot Co should use leasing or borrowing as a source of finance,

explaining the evaluation method which you use. (Ignore taxation).

2. a) Discuss the attractions of leasing as a source of both short-term and long-term

finance (8 marks)

b) Discuss whether the dividend growth model or the capital asset pricing model

should be used to calculate the cost of equity (7 marks)

3. The following information has been taken from the statement of financial position of

Corfe Co, a listed company.

$m $m

Non-current assets 50

Current assets:

Cash and cash equivalents 4

Other current assets 16 20
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Total assets

Equity and reserves:

Ordinary shares 15

Reserves 29
...........

44

Non-current liabilities:

6% preference shares 6

8% loan notes 8

Bank loan 5 19

Current liabilities 7

Total equity and liabilities 70

The ordinary shares of Corfe Co have a nominal value of $1 per share and a

current ex- dividend market price of $6.10 per share. A dividend of $0.90 per share

has just been paid. The 6% preference shares of Corfe Co have a nominal value of

$0.75 per share and an ex- dividend market price of $0.64 per share. The 8% loan

notes of Corfe Co have a nominal value of $100 per loan note and a market price

of $103.50 per loan note. Annual interest has just been paid and the loan notes are

redeemable in five years’ time at a 10% premium to nominal value. The bank loan

has a variable interest rate. The risk-free rate of return is 3.5% per year and the

equity risk premium is 6.8% per year. Corfe Co has an equity beta of 1.25. Corfe

Co pays corporation tax at a rate of 20%.

Investment in facilities

Corfe Co’s board is looking to finance investments in facilities over the next three

years, forecast to cost up to $25m. The board does not wish to obtain further long­

term debt finance and is also unwilling to make an equity issue. This means that

investments have to be financed from cash which can be made available internally.

Board members have made a number of suggestions about how this can be done:

Director A has suggested that the company does not have a problem with funding

new investments, as it has cash available in the reserves of $29m. If extra cash is

required soon, Corfe Co could reduce its investment in working capital. Director B

has suggested selling the building which contains the company’s headquarters in

the capital city for $20m. This will raise a large one-off sum and also save on

ongoing property management costs. Head office support functions would be

moved to a number of different locations rented outside the capital city. Director C

has commented that although a high dividend has just been paid, dividends could

be reduced over the next three years, allowing spare cash for investment.



Calculate the after-tax weighted average cost of capital of Corfe Co on a market

value basis.

4- Pavlon Inc. has recently obtained a listing on the Stock Exchange. 90% of the

company’s shares were previously owned by members of one family but, since the

listing, approximately 60% of the issued shares have been owned by other

investors.

Pavlon’s earnings and dividends for the five years prior to the listing are detailed

below:

Year
Shares in

issue

Profit after tax

($)

Dividend per

share (cents)

20X6 21,333,333 1,800,000 3.6

20X7 21,333,333 2,400,000 4.8

20X8 26,666,667 3,850,000 6.16

20X9 26,666,667 4,100,000 6.56

20Y0 26,666,667 4,450,000 7.12

20Y1 40,000,000
5,500,000

(estimate)

3.16 (interim) + ?

(final)

The number of issued ordinary shares was increased by 25% three years ago and

by 50% at the time of the listing. The company’s authorised capital is currently

$25,000,000 in 250 ordinary shares, of which 40,000,000 shares have been

issued. The market value of the company’s equity is $78,000,000.

The board of directors is discussing future dividend policy. An interim dividend of

3.16 cents per share was paid immediately prior to the listing and the finance

director has suggested a final dividend of 2.34 cents per share. The company’s

declared objective is to maximize shareholder wealth.

a) Calculate the actual / predicted dividend payout ratio for each year and

comment upon the nature of the company’s dividend policy prior to the listing.

Discuss whether such a policy is likely to be suitable for a company listed on the

Stock Exchange. (5 marks)

b) Discuss whether the proposed final dividend of 2.34 cents is likely to be an

appropriate dividend:- If the majority of shares are owned by wealthy private

individuals; and - If the majority of shares are owned by institutional investors

such as pension funds. (10 marks)



Section B

Answer any TWO of the following: (2x10= 20)

5. Kelvin Co is considering an extensive rights issue to raise new finance. It currently

has 4 million shares and has been very successful over a prolonged period.

The terms of the deal are as follows:

- One new share for every 4 held at a price of 90% of the existing market value per

share

- The existing market value is $20 per share (the cum rights price).

One of the directors is unhappy with offering any discounts to existing

shareholders. He/she claims that the company’s past success should be enough

to encourage shareholders to increase their investment.

a) What is the theoretical ex rights price (TERP) per share in $? (2 marks)

b) What would be the effect on the TERP value if the new shares were offered at a

20% discount level whilst raising the same total amount of finance? (2 marks)

i) The TERP value would not change since the total amount raised would be

the same

ii) The TERP would increase

iii) The TERP would fall

iv) The TERP would fall to a level unacceptable to existing shareholders

c) Indicate whether the following statements are true or false: (2 marks)
i) The level of discount is simply not relevant to the wealth of a shareholder as long

as they accept the right. It is ignorance of the theory that encourages the offer of

a discount in most cases

ii) The bigger the discount the more likely a shareholder is to accept the rights offer

in most cases

d) Which of the following actions by shareholders would be the worst thing that

they could do in relation to a rights issue as far as shareholder wealth is

concerned? (2 marks)
i) A Accept the rights offer without negotiation

ii) Renounce their rights and sell them on the open market

iii) Save their investment and do nothing

iv) Sell 50% of their rights on the open market whilst ignoring the rest

e) Which of the following actions will result in the least dilution of control for

existing shareholders? (2 marks)

i) Accept the rights offer without negotiation

ii) Renounce their rights and sell them on the open market



iii) Save their investment and do nothing

iv) Sell 50% of their rights on the open market

6. The finance director of Coral Co has been asked to provide values for the

company’s equity and loan notes. Coral Co is a listed company and has the

following long-term finance:

$m

Ordinary shares 7.8

7% Convertible

loan notes
...

15.8

The ordinary shares of Coral Co have a nominal value of $0.25 per share and are

currently trading on an ex dividend basis at $7.10 per share. An economic

recovery has been forecast and so share prices are expected to grow by 8% per

year for the foreseeable future. The loan notes are redeemable after six years at

their nominal value of $100 per loan note, or can be converted after six years into

10 ordinary shares of Coral Co per loan note. The loan notes are traded on the

capital market. The before-tax cost of debt of Coral Co is 5% and the company

pays corporation tax of 20% per year

a) What is the equity market value of Coral Co (to two decimal places)? (2 marks)

b) Assuming conversion, what is the market value of each loan note of Coral

Co? (2 marks)

c) Which of the following statements about the equity market value of Coral Co

is/are true? (2 marks)

1. The equity market value will change frequently due to capital market forces.

2. If the capital market is semi-strong form efficient, the equity market value will not

be affected by the release to the public of insider information.

3. Over time, the equity market value of Coral Co will follow a random walk.

i) 1 only

ii) 1 and 3 only

iii) 2 and 3 only

iv) 1, 2 and 3

d) Why might valuations of the equity and loan notes of Coral Co be necessary?

(2 marks)

1. The company is planning to go to the market for additional finance.

2. The securities need to be valued for corporate taxation purposes.

3. The company has received a takeover bid from a rival company.



i) 1 and 2 only

ii) 1 and 3 only

iii) 3 only

iv) 1,2 and 3
e) Indicate, whether the following are assumptions that are made by the dividend

growth model. (2 marks)

i) Investors make rational decisions

ii) Dividends show either constant growth or zero growth

7. Herd Co is based in a country whose currency is the dollar ($). The company

expects to receive €1,500,000 in six months' time from Find Co, a foreign

customer. The finance director of Herd Co is concerned that the euro (€) may

depreciate against the dollar before the foreign customer makes payment and

he/she is looking at hedging the receipt.

Herd Co has in issue loan notes with a total nominal value of $4 million which can

be redeemed in 10 years' time. The interest paid on the loan notes is at a variable

rate linked to the central bank base rate. The finance director of Herd Co believes

that interest rates may increase in the near future.

The spot exchange rate is €1.543 per $1. The domestic short-term interest rate is

2% per year, while the foreign short-term interest rate is 5% per year.

a) What is the six-month forward exchange rate predicted by interest rate parity,

to three decimal places? (2 marks)

b) As regards the euro receipt, what is the primary nature of the risk faced by Herd
Co? (2 marks)

c) Which TWO of the following hedging methods will NOT be suitable for hedging

the euro receipt? (2 marks)

i) Forward exchange contract

ii) Money market hedge
iii) Currency futures

iv) Forward rate agreement
v) Currency swap

d) Which of the following statements support the finance director’s belief that the

euro will depreciate against the dollar? (2 marks)

1. The dollar inflation rate is greater than the euro inflation rate.

2. The dollar nominal interest rate is less than the euro nominal interest rate.

i) 1 only

ii) 2 only
iii) Both 1 and 2



iv) Neither 1 nor 2

e) As regards the interest rate risk faced by Herd Co, which TWO of the

following statements are correct? (2 marks)

i) In exchange for a premium, Herd Co could hedge its interest rate risk by

buying interest rate options.

ii) Buying a floor will give Herd Co a hedge against interest rate increases.

iii) Herd Co can hedge its interest rate risk by selling interest rate futures now

in order to buy them back at a future date.

iv) Taking out a variable rate overdraft will allow Herd Co to hedge the interest

rate risk through matching.

8. Discuss the circumstances under which the current weighted average cost of

capital of a company could be used in investment appraisal and indicate briefly

how its limitations as a discount rate could be overocme.

Section C

Answer any TWO of the following: (2*5= 10)

9- a) An all equity company issues some irredeemable loan notes to finance a project

that has the same risk as existing projects. The company operates in a tax-free

environment under conditions of perfect capital markets. Indicate,whether the

following statements are true for the company. (2 marks)

i. the cost of equity will fall

ii. The weighted average cost of capital will rise

b) Compared to ordinary secured loan notes, which of the following statements is

true when considering convertible secured loan notes? (1 mark)

i. Likely to be more expensive to service because of their equity component

ii. Likely to be less expensive to service because of their equity component

iii. Likely to be more expensive to service because converting to equity requires

the holders to make additional payments
iv. Likely to be less expensive to service because they must rank after ordinary

secured loan stock

c) If a company that currently pays its workforce on a piece rate system were to

automate its production line, which of the following responses would it expect of

operating gearing? (1 mark)

i. Decrease

ii. Increase

iii. Remain the same



iv. Increase or decrease depending on the nature of the production process

d) If a geared company’s asset beta is used in the CAPM formula (ri = rf + Bi (rm - ’
rf)) what will ri represent? (1 mark)

i. The WACC of the company

ii. The ungeared cost of equity

iii. The geared cost of equity

iv. The market premium

10. The current spot exchange rate between sterling and the euro is €1.4415 = £1.

The sterling annual interest rate is 5.75% pa and the euro annual interest rate is

4.75% pa. What should the three month €/£ forward rate be (to four decimal
places)

11. The following data relate to an all-equity financed company.

Dividend just paid $200,000

Earnings retained and invested 40%

Return on investments 15%

Cost of equity 23%

What is the market value (to the nearest $1,000)?

12. Frost Co is planning a 1 for 4 rights issue with an issue price at a 10% discount to

the current share price. The EPS is currently $0.50 and the shares of Frost Co are

trading on a price/earnings ratio of 20 times. The market capitalisation of the

company is $50m. What is the theoretical ex rights price per share (to two decimal

places)?
************************
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Section A

Answer any TWO of the following: (2x15= 30)

1 • The entire share capital of MacDonald Farm Ltd is owned by Ken MacDonald and his

wife, Jane. Their business consists of owning and running a 1,200 hectare farm, with
land split between rearing lambs and growing a range of fruit and vegetables, including
sugar beet.

MacDonald Farm Ltd is in the country of Florentinia, which is currently part of an
economic union that includes the following systems and rules:
- There are no trade barriers or tariffs for the sale of goods between member states.
- There is a uniform, high level of tariffs that countries outside the union have to pay.
This means for example, that there are few imports of African cane sugar and that
imported New Zealand lamb is relatively expensive for consumers.
- Farmers within the union receive subsidies based on how large their farms are. Recent
events:

Most of MacDonald Farm Ltd's produce is sold to large supermarket chains, who have
been exerting more pressure on the farm to reduce prices. As a result, the farm has
started to see a decline in its annual trading profits, which in recent years have
averaged $180,000 per annum.
In a recent referendum the people of Florentinia voted to leave the economic union with
the "Flexit" scheduled to take place within the next two years. At this stage it is unclear
what type of trading deals (and associated rules and restrictions) will be negotiated
between Florentinia and the economic union and between Florentinia and other
countries outside the union.
Proposal:

Ken MacDonald is worried about the future and is therefore investigating using 200
hectares to set up a new exclusive 18-hole golf course.

Preliminary research suggests that planning permission will be forthcoming and demand
projections are encouraging, given that membership waiting lists at the two existing golf
clubs in the area exceed 350. If the project goes ahead, the new golf club is expected to
be much better appointed than the two existing courses nearby.
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Ken has discussed the golf club idea with Jane and their sons, Rory and Callum, and
they have together drafted the following list of advantages and disadvantages:

Advantages Disadvantages

• Golf club income could
help replace lost farm
subsidies

• Stable source of income
• Could sell farm produce to

the golf club restaurant
generating extra income

• The family has no experience of running
a golf club

• The club could adversely affect the farm
- e.g. extra noise during lambing season

• Lost income from the land currently used
for other purposes

• Will need to build additional gates for
access

• Weedkiller used on golf putting greens
could get blown onto vegetables

• Damage to roads and farm tracks from
additional cars

Required:
You have been appointed as a management consultant by Ken MacDonald to advise
the family.
Briefly explain the most important strategic issues this case presents.

2. An organisation may have to make investment decisions such as whether to add a
company to its existing portfolio or whether to divest of an existing subsidiary. Explain
how this task can be performed using portfolio analysis.

3- What are the two types of board structure? Elaborate its advantages and problems.

4. Discuss and critically assess the concept of stakeholder power and interest using the
Mendelow model and apply this to strategy and governance.

Section B

Answer any TWO of the following: (2x10= 20)

5. What is a Strategic Drift? Describe the phases and causes of Strategic Drift.

6. What are the advantages and disadvantages of Franchising as an alternative
development option?

7- Fred is a certified accountant. He runs his own accountancy practice from home, where
he prepares personal taxation and small business accounts for about 75 clients. Fred



believes that he provides a good service and his clients generally seem happy with the
work Fred provides. At work, Fred tends to give priority to his business friends that he
plays golf with. Charges made to these clients tend to be lower than others - although

Fred tends to guess how much each client should be charged as this is quicker than
keeping detailed time-records. Fred is also careful not to ask too many questions about
client affairs when preparing personal and company taxation returns. His clients are
grateful that Fred does not pry too far into their affairs, although the taxation authorities
have found some irregularities in some tax returns submitted by Fred. Fortunately the
client concerned has always accepted responsibility for the errors and Fred has kindly
provided his services free of charge for the next year to assist the client with any
financial penalties.
Discuss whether the moral stance taken by Fred is appropriate.

8. Describe Sustainability Audit. Explain its uses and benefits.

Section C

Answer any TWO of the following: (2x5= 10)

9- What are the levels of Strategic Planning?

10- What position on the strategy clock might the following organisations have?
a) A company selling specialised planting consultation to new farmers in an area where
the company has expertise in the local unusual soil
b) A large manufacturer selling unbranded copies of an old children’s toy to low fixed
priced retailers
c) A sole trader selling second hand tractors at the retail price of equivalent new tractors

11- Explain Operational and Corporate Governance role of Internal Stakeholders.

12. What are the potential problems faced by Board of Directors?

*******************************
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I. Answer any THREE of the following : (3x20 60 Marks)

1. On 31st March, 20X1 Bose and Sen Ltd. provides to you the following ledger
balances after preparing its Profit and Loss Account for the year ended 31st
March, 20X1:
Credit Balances: Rs
Equity shares capital, fully
paid shares of Rs. 10 each 70,00,000
General Reserve 15,49,100
Loan from State Finance Corporation
(Secured by hypothecation of Plant &
Machinery Repayable within
one Year Rs.2,00,000)

10,50,000

Loans: Unsecured (Long Terms) 8,47,000
Sundry Creditors for goods & expenses
(Payable within 6 Months)

14,00,000

Profit & Loss Account 7,00,000
Provision for Taxation 8,16,900

1,33,63,000
Debit Balances: Rs
Calls in arrear 7,000
Land 14,00,000
Buildings 20,50,000
Plant and Machinery 36,75,000
Furniture & Fixture 3,50,000
Inventories: Finished goods 14,00,000

Raw Materials 3,50,000
Trade Receivable 14,00,000
Advances: Short - term 2,98,000
Cash in hand 2,10,000
Balances with banks 17,29,000
Preliminary Expenses 93,100
Patents & Trademarks 4,00,000

1,33,63,000
The following additional information is also provided in respect of the above
balances:
(1) 4,20,000 fully paid equity shares were allotted as consideration for land &
buildings.
(2) Cost of Building Rs.28,00,000
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(3) Cost of Plant & Machinery Rs.49,00,000
Cost of Furniture & Fixture Rs.4,37,500

(4) Trade receivables for Rs.3,80,000 are due for more than 6 months.
(5) The amount of balances with Bank includes Rs. 18,000 with a bank which is
not a scheduled Bank and the deposits of Rs.5 lakhs for a period of 9 months.
(6) Unsecured loan includes Rs.2,00,000 from Bank and Rs. 1,00,000 from related
parties.
You are not required to give previous year figures. You are required to prepare the
Balance Sheet of the Company as on 31st March, 20X1 as required under
Schedule III of the companies Act, 2013.

2. You are required to prepare a Statement of Profit and Loss and Balance Sheet from
the following Trial Balance extracted from the books of the International Hotels
Ltd., on 31st March, 20X2:
Particulars Amount Dr. (Rs.) Amount Cr. (Rs.)
Authorised Capital-divided into 5,000 6%
Preference Shares of Rs. 100 each and 10,000
equity Shares of Rs. 100 each 15,00,000
Subscribed Capital -
5,000 6% Preference Shares of Rs. 100 each 5,00,000
Equity Capital 8,05,000
Purchases - Wines, Cigarettes, Cigars, etc. 45,800
-Foodstuffs 36,200
Wages and Salaries 28,300
Rent, Rates and Taxes 8,900
Laundry 750
Sales - Wines, Cigarettes, Cigars, etc. 68,400
- Food 57,600
Coal and Firewood 3,290
Carriage and Cooliage 810
Sundry Expenses 5,840
Advertising 8,360
Repairs 4,250
Rent of Rooms 48,000
Billiard 5,700
Miscellaneous Receipts 2,800
Discount received 3,300
Transfer fees 700
Freehold Land and Building 8,50,000
Furniture and Fittings 86,300
Inventory on hand, 1st April, 20X1
Wines, Cigarettes. Cigars, etc. 12,800
Foodstuffs 5,260



Depreciation: Furniture and Fittings @ 5% p.a.: Land and Building @ 2% p.a.
The Equity capital on 1st April, 20X1 stood at Rs.7,20,000, that is 6,000 shares
fully paid and 2,000 shares Rs.60 paid. The directors made a call of Rs.40 per
share on 1st October 20X1. A shareholder could not pay the call on 100 shares and

Cash in hand 2,200
Cash with Bankers 76,380
Preliminary and formation expenses 8,000
2,000 Debentures of Rs. 100 each (6%) 2,00,000
Profit and Loss Account 41,500
Trade payables 42,000
Trade receivables 19,260
Investments 2,72,300
Goodwill at cost 5,00,000
General Reserve 2,00,000

19,75,000 19,75,000
Wages and Salaries Outstanding 1,280
Inventory on 31st March, 20X2
Wines, Cigarettes and Cigars, etc. 22,500
Foodstuffs 16,400

his shares were then forfeited and reissued @ Rs.90 per share as fully paid. The
Directors declare a dividend of 8% on equity shares, transferring any amount that
may be required from General Reserve. Ignore Taxation.

Statement of Ryan Ltd, by Indirect method for the year ended 31st March, 20X1:
3. From the following Balance Sheets and information, prepare Cash Flow

Iparticulars j
Notes

31st March I
2011

31st March II
2010

[Equity and Liabilities |
1. [Shareholders' funds:

[A. Share Capital 1 6,00,000 7,00,000
|B. Reserves and Surplus 2 4,20,000 3,00,000

2. |Non-current liabilities:
[Long term borrowings 3 2,00,000 -

3. [Current liabilities 4
|A. Trade Payables 1,15,000 1,10,000
[B. Other current liabilities 30,000 80,000
|C. Short term provision (tax) 95000 60,000

Total ___________ _______
[Assets r

14,60,000 12,50,000

1. [Non-current assets 1 _ 1
|A. Property, plant and Equipment 1 s | 9,15,000 7,00,000
|B. Non-Current Investments 1 | 50,000 80,000

[2. [Current assets ______ il
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Inventories 95,000| 90,000
Trade receivables 2,50,000 2,25,000t Cash and Cash equivalents 50,000 90,000t Other Current assets i,oo,ooo| 65,000uTotal ______ 14,60,000| 12,50,000

Notes to account:
1. Share capital
Equity share capital
10% redeemable preference shares
Total

6,00,000

600,000

5,00,000
200,000
700,000

2. Reserves & Surplus
Capital redemption reserve 100,000
Capital reserve 70,000
General reserve 150,000 250,000
P& L a/c 100,000 50,000
Total 420,000 300,000

3. Long term borrowings
9% debentures 200,000

4. Other current Liabilities
Dividend Payable - 60,000
Liabilities for expenses 30,000 20,000
Total 30,000 80,000

5.Property, plant and equipment
Plant and machinery 765,000 500,000
Land and building 150,000 200,000
Total 915,000 700,000
Additional Information:
(i) A piece of land has been sold out for Rs 1,50,000 (Cost - Rs 1,20,000) and the
balance land was revalued. Capital Reserve consisted of profit on revaluation of
land.
(ii) On 1st April, 20X0 a plant was sold for Rs 90,000 (Original Cost - Rs 70,000
and W.D.V. - Rs 50,000) and Debentures worth Rs 1 lakh were issued at par as
part consideration for plant of Rs 4.5 lakhs acquired.
(iii) Part of the investments (Cost — Rs 50,000) was sold for Rs 70,000.
(iv) Pre-acquisition dividend received Rs 5,000 was adjusted against cost of
investment.
(v) Interim dividend was declared and paid @ 15% during the current year.
(vi) Income-tax liability for the current year was estimated at Rs 1,35,000.
(vii) Depreciation @ 15% has been charged on Plant and Machinery but no
depreciation has been charged on Building.



Statement for the year ended 31st March, 20X1 :

Notes to accounts

4. From the following Balance sheet of Grow More Ltd., prepare Cash Flow

Particulars Notes
31st March

2011
31st March

2010
Equity and Liabilities

1. Shareholders' funds:
A. Share Capital 1 5,00,000 4,00,000
B. Reserves and Surplus 2 1,50,000 1,05,000

2. Non-current liabilities:
Long term borrowings 1,00,000 -

3. Current liabilities 3
A. Trade Payables 3,50,000 4,10,000
B. Other current liabilities - 50,000
C. Short term provision (tax) 50000 35,000
Total 11,50,000 10,00,000
Assets

4. Non-current assets

• A. Property, plant and Equipment 4 6,50,000 4,50,000
B. Non-Current Investments 50,000 -

5. Current assets
Inventories , 2,00,000 1,00,000

||Trade receivables 2,50,000 3,50,000
|Cash and Cash equivalents - 1,00,000
Total__________________________ 11,50,000 10,00,000

Particulars 31 st March, 2011 31 st March, 2010

1. Share Capital 5,00,000 4,00,000

2. Reserves and Surplus
Revenue reserve
Profit and Loss account
Total

3. Long term borrowings
Debentures

4. Other current liabilities
Dividend payable

5. Property, plant and equipment
Plant and machinery

1,00,000 75,000
50,000 30,000

1,50,000 1,05,000

1,00,000

50,000

3,50,000 2,50,000



Land and building 3,00,000 2,00,000
Net carrying value 6,50,000 4,50,000
(i) Depreciation @ 25% was charged on the opening value of Plant and
Machinery.
(ii) At the year end, one old machine costing Rs.25,000 (WDV Rs 10,000) was
sold for 17,500. Purchase was also made at the year end.
(iii) Rs 25,000 was paid towards Income tax during the year.
(iv) Construction of the building got completed on 31.03.20X1 and hence no
depreciation may be charged on the same.
Prepare Cash flow Statement.

II. Answer any FOUR of the following : (4x10= 40 Marks)

5. On January 1, Laxam Ltd. (listed company), had 500 Debentures of Rs 1O0 each
outstanding in its books carrying interest at 6% per annum. In accordance with
the regulatory requirements, the directors of the company acquired debentures
from the open market for immediate cancellation as follows:
March 1 Rs 5,000 at face value Rs 98.00 (cum interest)
Aug. 1 Rs 10,000 at face value Rs 100.25 (cum interest)
Dec. 15 Rs 2,500 at face value Rs 98.50 (ex-interest)
Debenture interest is payable half-yearly, on 30th June and 31st Dec.
Show ledger accounts of Debentures and Debenture interest for the full year by
splitting into first and second half years, ignoring income-tax.

6. Sneha Ltd. was incorporated on 1st July, 20X1 to acquire a running business of
Atul Sons with effect from 1st April, 20X1. During the year 20X1-X2, the total
sales were Rs 24,00,000 of which Rs 4,80,000 were for the first six months. The
Gross profit of the company Rs 3,90,800. The expenses debited to the Profit &
Loss Account included:
1. Director's fees Rs 30,000
2. Bad debts Rs 7,200
3. Advertising Rs 24,000 (under a contract amounting to Rs 2,000 per month)
4. Salaries and General Expenses Rs 1,28,000
5. Preliminary Expenses written off Rs 10,000
6. Donation to a political party given by the company Rs 10,000.
Prepare a statement showing pre-incorporation and post-incorporation profit for
the year ended 31st March, 20X2

7. What is the meaning of rights issue and its effect? What are the advantages &
disadvantages of rights issue?

8. The capital structure of a company consists of 20,000 Equity Shares of 10 each
fully paid up and 1,000 8% Redeemable Preference Shares of 100 each fully paid
up (issued on 1.4.20X1).
Undistributed reserve and surplus stood as: General Reserve Rs 80,000; Profit and
Loss Account Rs 20,000; Investment Allowance Reserve out of which Rs 5,000,
(not free for distribution as dividend) Rs 10,000; Securities Premium Rs 2,000,
Cash at bank amounted to Rs 98,000. Preference shares are to be redeemed at a
Premium of 10% and for the purpose of redemption, the directors are empowered
to make fresh issue of Equity Shares at par after utilising the undistributed reserve



and surplus, subject to the conditions that a sum of Rs 20,000 shall be retained in
general reserve and which should not be utilised.
Pass Journal Entries to give effect to the above arrangements and also show how
the relevant items will appear in the Balance Sheet of the company after the
redemption carried out.

9. Inder and Vishnu, working in partnership registered a joint stock company under
the name of Fellow Travellers Ltd. on May 31,20X1 to take over their existing
business. It was agreed that they would take over the assets of the partnership
from January 1st, 20X1 for a sum of Rs. 3,00,000 and that until the amount was
discharged they would pay interest on the amount at the rate of 6% per annum.
The amount was paid on June 30, 20X1. To discharge the purchase consideration,
the company issued 20,000 equity shares of Rs. 10 each at a premium of Rs. 1
each and allotted 7% Debentures of the face value of Rs. 1,50,000 to the vendors
at par.
The summarised Profit and Loss Account of the “Fellow Travellers Ltd.” for the
year ended 31st December, 20X1 was as follows:

Prepare statement apportioning the expenses and calculate profits/losses for the
‘post’ and ‘pre-incorporation’ periods and also show how these figures would
appear in the Balance Sheet of the company.

Rs. Rs.
To Purchase, including Inventory 1,40,000 By Sales:

To Freight and carriage
. 1st January to 31st

’ May 20X1 60,000

To Gross Profit c/d 60,000 Is' JT“31S‘
Dec., 20X1 1,20,000

By Inventory in
25,000hand

2,05,000 2,05,000
To Salaries and Wages 10,000 By Gross profit b/d 60,000
To Debenture Interest 5,250
To Depreciation 1,000
To Interest on purchase Consideration (up
to 30-6- 20X1) 9,000

To Selling commission 9,000
To Directors’Fee 600
To Preliminary expenses 900
To Provision for taxes (entirely related
with company) 6,000

To Dividend paid on equity shares @ 5% 5,000
To Balance c/d 13,250

4 60,000 60,000

III. Answer any FOUR of the following : (4x5= 20 Marks)

10. What are the qualitative characteristics of the financial statements which improve
the usefulness of the information furnished therein? Briefly explain each of them.



11. Intelligent Ltd., a non-financial company has the following entries in its Bank
Account. It has sought your advice on the classification of the same for preparing
Cash Flow Statement.
1. Investment made in subsidiary Smart Ltd. and dividend received.
2. Dividend paid for the year.
3. TDS on interest income earned on investments made.
4. TDS on interest earned on advance given to suppliers.
5. Insurance claim received against loss of fixed asset by fire.
Classify the above in the context of AS3 Cash Flow Statement.

12. Kumar Ltd., a non-investment company has been incurring losses for the past
few years. The company provides the following information for the current year:

(Rs in lakhs)
Paid up equity share capital 60
Paid up Preference share capital 10
Reserves (including Revaluation reserve Rs 10 lakhs) 75
Securities premium 20
Long term loans 20
Deposits repayable after one year 10
Application money pending allotment 360
Accumulated losses not written off 10
Investments 90
Kumar Ltd. has only one whole-time director, Mr. X. You are required to calculate
the amount of maximum remuneration that can be paid to him if no special
resolution is passed at the general meeting of the company in respect of payment
of remuneration for a period not exceeding three years.

13. On 01.04.2014, XYZ Ltd. received Government grant of Rs. 100 Lakhs for an
acquisition of new machinery costing Rs. 500 lakhs. The grant was received and
credited to the cost of the assets. The life span of the machinery is 5 years. The
machinery is depreciated at 20% on WDV method.The company had to refund the
entire grant in 2nd April, 2017 due to non-fulfilment of certain conditions which
was imposed by the government at the time of approval of grant.
How do you deal with the refund of grant to the Government in the books of XYZ
Ltd., as per AS 12?

14. Kumar Ltd. had made a rights issue of shares in 2017. In the offer document to its
members, it had projected a surplus of Rs. 40 crores during the accounting year to
end on 31st March 2017. The draft results for the year, prepared on the hitherto
followed accounting policies and presented for perusal of the board of directors
showed a deficit of Rs. 10 crores. The board in consultation with the managing
director, decided not to provide for “after , sales expenses” during the warranty
period. Till the last year, provision at 2% of sales used to be made under the
concept of “matching of costs against revenue” and actual expenses used to be
charged against the provision. The board now decided to account for expenses as
and when actually incurred. Sales during the year total to Rs. 600 crores.As chief
accountant of the company, you are asked by the managing director to draft the
notes on accounts for inclusion in the annual report for 2016-2017.

x- - *
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Section- A(compulsory)

I. Answer The Following Question : 1x20= 20

1 • Dee Limited (a non-listed company) furnishes the following Balance Sheet as at
31st March, 20X1:
(in thousand Rs)

Notes to accounts

Particulars Notes Rs

1
Equity and Liabilities
Shareholders’ funds

1 2,700

A Share Capital

B Reserves and Surplus 2 9,700

Current Liabilities

A Trade Payables 1,400

Total 13,800

Assets

Non Current Assets

A Property, Plant and Equipment 9,300

B Non Current Invetsments 3,000

Current Assets

A Inventories 500

B Trade Receivables 200

C Cash and Cash equivalents 800

Total 13,800

No. Particulars Rs

1 Share Capital

Authorized, issued and subscribed capital:

2,50,000 Equity shares of Rs. 10 each fully paid up 2,500

2,000, 10% Preference shares of Rs.100 each 200

B.Com


(Issued two months back for the purpose of buy-back) -------- i

Total 2,700

2 Reserves and Surplus

Capital reserve 1,000

Revenue reserve 3,000

Securities premium 2,200*

Profit and loss account 3,500

Total 9,700

The company passed a resolution to buy-back 20% of its equity capital @ Rs. 50
per share. For this purpose, it sold all of its investment for Rs. 22,00,000.
You are required to pass necessary journal entries and prepare the Balance Sheet.

Section- B

II. Answer any Four of the following : 4*10= 40

2. Explain the objective of “Accounting Standards” in brief. State the advantages of
setting Accounting Standards.
What is the significance of issue of Indian Accounting Standards?

3. Balance sheet of a trader on 31st March, 20X1 is given below:

Liabilities Rs. Assets Rs.

Capital 60000 Fixed Assets 65000

Profit and Loss Account 25000 Stock 30000

10% Loan 35000 Trade receivables 20000

Trade payables 10000 Deferred costs 10000

Bank 5000

130000 130000

Additional information:
a) The remaining life of fixed assets is 5 years. The pattern of use of the asset is
even. The net realizable value of fixed assets on 31.03.X2 was Rs. 60,000.
b) The trader’s purchases and sales in 20X1-X2 amounted to Rs. 4 lakh and Rs.
4.5 lakh respectively.
c) The cost and net realizable value of stock on 31.03.X2 were Rs. 32,000 and Rs.
40,000 respectively.
d) Expenses for the year amounted to Rs. 14,900
e) Deferred cost is amortized equally over 4 years.
f) Debtors on 31.03.X2 are Rs. 25,000, of which Rs. 2,000 is doubtful. Collection of
another Rs. 4,000 depends on successful re-installation of certain product supplied
to the customer.
g) Closing trade payable is Rs. 12,000, which is likely to be settled at 5% discount.



h) Cash balance on 31.03.X2 is Rs. 37,100.
i) There is an early repayment penalty for the loan Rs. 2,500.
The Profit and Loss Accounts and Balance Sheets of the trader are shown below in
two cases
(i) assuming going concern (ii) not assuming going concern

4. What are the issues, with which Accounting Standards deal?
List the criteria to be applied for rating a non-corporate entity as Level-I entity &
Level II entity for the purpose of compliance of Accounting Standards in India

5. Kumar Ltd. had made a rights issue of shares in 2017. In the offer document to its
members, it had projected a surplus of Rs. 40 crores during the accounting year to
end on 31st March, 2017. The draft results for the year, prepared on the hitherto

followed accounting policies and presented for perusal of the board of directors
showed a deficit of Rs. 10 crores. The board in consultation with the managing
director, decided not to provide for “after sales expenses” during the warranty
period. Till the last year, provision at 2% of sales used to be made under the
concept of “matching of costs against revenue” and actual expenses used to be
charged against the provision. The board now decided to account for expenses as
and when actually incurred. Sales during the year total to Rs. 600 crores.
As chief accountant of the company, you are asked by the managing director to
draft the notes on accounts for inclusion in the annual report for 2016-2017

6. A trader purchased certain articles for Rs. 85,000. He sold some of articles for Rs.
1,05,000. The average percentage of gross margin is 25% on cost. Opening stock
of inventory at cost was Rs. 15,000. Ascertain cost of closing inventory.
"In determining the cost of inventories, it is appropriate to exclude certain costs and
recognize them as expenses in the period in which they are incurred”. Provide
examples of such costs as per AS 2 “Valuation of Inventories”.
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SECTION - A
I Answer the following: (Compulsory) 1 x 20 = 20

Additional information: Closing Inventory on 31-3-20X1: Rs.8,23,000.

1. You are required to prepare a Statement of Profit and Loss and Balance Sheet from the
following Trial Balance extracted from the books of the Haria Chemicals Ltd., on 31s1
March, 20X1:______________________
[Particulars Rs. [Particulars Rs.

Inventory 6,80,000 [Equity Shares

Furniture 2,00,000 Capital (Shares of Rs. 10 each) 25,00,000

Discount 40,000 11% Debentures 5,00,000

Loan to Directors 80,000 Bank loans 6,45,000

Advertisement 20,000 Trade payables 2,81,000

Baddebts 35,000 Sales 42,68,000

Commission 1,20,000 Rent received 46,000

Materials consumed 23,19,000 Transferfees 10,000

Plant and Machinery 8,60,000 Profit & Loss account 1,39,000

Rentals 25,000 Depreciation provision:

Current account 45,000 Machinery 1,46,000

Cash 8,000

Interest on bank loans 1,16,000

Preliminary expenses 10,000

Fixtures 3,00,000

Wages 9,00,000

Consumables 84,000

Freehold land 15,46,000

fools & Equipment 2,45,000

Goodwill 2,65,000

Trade receivables 4,40,000

Dealer aids 21,000

Transit insurance 30,000

Trade expenses 37,000

Distribution freight 54,000

Debenture interest 55,000

85,35,000 85,35,000
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SECTION- B
II. Answer any FOUR questions:  4 x i(f=40 *!

2. The following information is presented by Mr. Z (a stock broker), relating to his
holding in 9% Central Government Bonds.
Opening balance (nominal value) Rs. 1,20,000, Cost Rs. 1,18,000 (Nominal value of
each unit is Rs. 100).
1.3.20X1 Purchased 200 units, ex-interest at Rs. 98.
1.7.20X1 Sold 500 units, ex-interest out of original holding at Rs. 100. 1.10.20X1

” Purchased 150 units at Rs. 98, cum interest. "
1.11.20X1 Sold 300 units, ex-interest at Rs. 99 out of original holdings.
Interest dates are 30th September and 31st March. Mr. Z closes his books every 31st
December. Show the investment account as it would appear in
his books. Mr. Z follows FIFO method.

3. Palms Trees Ltd. has taken a loan of $ 10,000 on April 1, 2005, for a specific project
at an interest rate of 6% p.a. Installment is payable annually into 5 equal installments.
On April 1, 2005, the exchange rate between the currencies was Rs.45 per $. The
exchange rate, as at March 31,2006, is Rs.48 per $. The corresponding amount could
have been borrowed by Palms Trees Ltd. in local currency at an interest rate of 11%
p.a. as on 1.4.2005.

a) You are required to ascertain the amount of borrowing cost to be capitalized & the
amount of borrowing cost that shall be charged to P & L?

b) What would be your answer if interest rate prevailing locally is
15%p. a.?

4. On 1.4.20X1, Mr. Krishna Murty purchased 1,000 equity shares of Rs. 100 each in
TELCO Ltd. @ Rs. 120 each from a Broker, who charged 2% brokerage.
He incurred 50 paise per Rs. 100 as cost of shares transfer stamps. On 31.1.20X2,
Bonus was declared in the ratio of 1: 2.
Before and after the record date of bonus shares, the shares were quoted at Rs. 175
per share and Rs. 90 per share respectively. -
On 31.3.20X2, Mr. Krishna Murty sold bonus shares to a Broker, who charged 2%
brokerage.
Show the Investment Account in the books of Mr. Krishna Murty, who held the
shares as Current assets and closing value of investments shall be made at Cost or
Market value whichever is lower.

5. The following scheme of reconstruction has been approved for Win Limited:
(i) The shareholders to receive in lieu of their present holding at 1,00,000 shares of

Rs. 10 each, the following
(a) New fully paid Rs. 10 Equity shares equal to 3/5th of their holding.
(b) 10% Preference shares fully paid to the extent of l/5th of the above new

equity shares.
(c) Rs. 40,000, 8% Debentures.

(ii) An issue of Rs. 1 lakh 10% first debentures was made and allotted, payment for
the same being received in cash forthwith.

(iii) Goodwill which stood at Rs. 1,40,000 was completely written off.
(iv) Plant and machinery which stood at Rs. 2,00,000 was written down to Rs.

1,50,000.



(v) Freehold property which stood at Rs. 1,50,000 was written down by Rs. 50,000.
You are required to draw up the necessary Journal entries in the Books of Win
Limited for the above reconstruction.
Suitable narrations to Journal entries should form part of your answer.

6. Pratham Ltd. (a non-listed company) has the following Capital structure as on 31s1
March, 20X1:

Particulars Rs. Rs.
Equity Share Capital (shares of Rs. 10 each fully paid

Reserves & Surplus
General Reserve

Security Premium Account

Profit & Loss Account

32,50,000

6,00,000

4,30,000

30,00,000

Revaluation Reserve

Loan Funds

6.20,000 49,00,000

42,00,000

You are required to compute by Debt Equity Ratio Test, the maximum number of shares
that can be bought back in the light of above in formation, when the offer price for buy­
back is Rs.30 per share.
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I. Answer any THREE of the following : (3*20= 60 Marks)

1. A company which sells four products, some of these are unprofitable. Company

proposes to discontinue to sale one of these products. The following information is

available regarding income, costs and activity for the year ended 31st March,

2020. _________

I Products

A B c D

Sales (Rs) 30,00,000 50,00,000 25,00,000 45,00,000

Cost of goods sold (Rs) 20,00,000 45,00,000 21,00,000 22,50,000

Area of storage (Sq.ft.) 50,000 40,000 80,000 30,000

Number of parcels sent 1,00,000 1,50,000 75,000 1,75,000

Number of invoices sent 80,000 1,40,000 60,000 1,20,000

Selling and Distribution overheads and the basis of allocation are:

Amount (Rs)
Basis of allocation

To products

Fixed Costs

Rent & Insurance 3,00,000 Area of storage (sq.ft)

Depreciation 1,00,000 No. of Parcels sent

Salesmen’s salaries & expenses 6,00,000 Sales Volume

Administrative wages and salaries 5,00,000 No. of invoices sent

Variable Costs:

Packing wages & materials Rs 2 per parcel

Commission 4% of sales

Stationery Rs 1 per invoice

B.Com


You are required to PREPARE Costing Profit & Loss Statement, showing the *

percentage of profit or loss to sales for each product.

2- a) Explain the advantages and limitations of ABC.
b) What do you mean by Activity based Management? What are the uses of ABM?

c) What are value added and non value added activities?

3. It is seen from the job card for repair of the customer’s equipment that a total of

154 labour hours have been put in as detailed below:  

Worker ‘A’ paid at

Rs 200 per day of 8

hours

Worker ‘B’ paid at

Rs 100 per day of 8

hours

Worker *C’ paid at

Rs 300 per day of 8

hours

Monday

(hours)
10.5 8.0 10.5

Tuesday

(hours)
8.0 ___ 8.0 8-0

Wednesday

(hours)
10.5 8.0 10.5

Thursday

(hours)
9.5 8.0 9.5

Friday (hours) 10.5 8.0 10.5

Saturday

(hours)
-- 8.0 8.0

Total (hours) 49.0 48.0 57.0

In terms of an award in employee conciliation, the workers are to be paid dearness

allowance on the basis of cost of living index figures relating to each month which

works out @ Rs 968 for the relevant month. The dearness allowance is payable to

all workers irrespective of wages rate if they are present or are on leave with

wages on all working days.

Sunday is a weekly holiday and each worker has to work for 8 hours on all week

days and 4 hours on Saturdays; the workers are however paid full wages for

Saturday (8 hours for 4 hours worked).

Overtime is paid twice of ordinary wage rate if a worker works for more than nine

hours in a day or fourty eight hours in a week. Excluding holidays, the total

number of hours works out to 176 in the relevant month. The company’s

contribution to Provident Fund and Employees State Insurance Premium are

absorbed into overheads.



CALCULATE the wages payable to each worker.

4- A Ltd. Co. has capacity to produce 1,00,000 units of a product every month.

Its works cost at varying levels of production is as under:

Level

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Works cost per unit (Rs)

400

390

380

370

360

350

340

330

320

310
Its fixed administration expenses amount to ? 1,50,000 and fixed marketing

expenses amount to Rs 2,50,000 per month respectively. The variable distribution

cost amounts to Rs 30 per unit.
It can sell 100% of its output af Rs 500 per unit provided it incurs the following

further expenditure:

(a) it gives gift items costing Rs 30 per unit of sale;
(b) it has lucky draws every month giving the first prize of ? 50,000; 2nd prize of ?

25,000, 3rd prize of Rs 10,000 and three consolation prizes of Rs 5,000 each to

customers buying the product.

(c) it spends Rs 1,00,000 on refreshments served every month to its customers;

(d) it sponsors a television programme every week at a cost of Rs 20,00,000 per

month.

It can market 30% of its output at Rs 550 per unit without incurring any of the

expenses referred to in (a) to (d) above.

PREPARE a cost sheet for the month showing total cost and profit at 30% and

100% capacity level.

II. Answer any FOUR of the following : (4x10= 40 Marks)

5. Mr. A. is working by employing 10 skilled workers. He is considering the

introduction of some incentive scheme - either Halsey Scheme (with 50% bonus)

or Rowan Scheme - of wage payment for increasing the Employee productivity to

cope with the increased demand for the product by 25%. He feels that if the



proposed incentive scheme could bring about an average 20% increase over the

present earnings of the workers, it could act as sufficient incentive for them to

produce more and he has accordingly given this assurance to the workers.

As a result of the assurance, the increase in productivity has been observed as

revealed by the following figures for the current month:

Hourly rate of wages (guaranteed) Rs 40

Average time for producing 1 piece by one worker at the previous performance

(This may be taken as time allowed) 2 hours
No. of working days in the month 25 No. of working hours per day for each worker

8

Actual production during the month 1,250 units Required:

(i) CALCULATE effective rate of earnings per hour under Halsey Scheme and

Rowan Scheme.

(ii) CALCULATE the savings to Mr. A in terms of direct labour cost per piece under

the schemes.

6- From the following data for the year ended 31st December, 2018, calculate the

inventory turnover ratio of the two items and put forward your comments on them.

Opening stock 1.1.2018

Purchase during the year

Closing stock 31.12.2018

Material A Material B

10,000 9,000

52,000 27,000

6,000 11,000

7. a) Explain the differences between ABC and traditional absorption costing

b)Explain these activities :

i. Unit level

ii. Product level

iii. Batch level

iv. Facilities level

8- A machine shop cost centre contains three machines of equal capacities. To

operate these three machines nine operators are required i.e. three operators on

each machine. Operators are paid Rs 20 per hour. The factory works for fourty

eight hours in a week which includes 4 hours set up time. The work is jointly done

by operators.

The operators are paid fully for the fourty eight hours. In additions they are paid a

bonus of 10 per cent of productive time. Costs are reported for this company on

the basis of thirteen four-weekly period.

The company for the purpose of computing machine hour rate includes the direct



wages of the operator and also recoups the factory overheads allocated to the

machines. The following details of factory overheads applicable to the cost centre

are available:

• Depreciation 10% per annum on original cost of the machine. Original

cost of the each machine is Rs 52,000.
• Maintenance and repairs per week per machine is Rs 60.

• Consumable stores per week per machine are Rs75.
• Power: 20 units per hour per machine at the rate of 80 paise per unit. No

power is used during the set-up hours.
• Apportionment to the cost centre: Rent per annum Rs 5,400, Heat and

Light per annum Rs 9,720, foreman’s salary per annum Rs 12,960 and

other miscellaneous expenditure per annum Rs 18,000. CALCULATE

the cost of running one machine for a four week period.

9- The following data relates to the manufacture of a standard product during the

month of April, 20X8:
Raw materials Rs 1,80,000, Direct wages Rs 90,000, Machine hours worked

(hours) 10,000, Machine hour rate (per hour) Rs 8, Administration overheads Rs

35,000, Selling overheads (per unit) Rs 5

Units produced 4,000

Units sold 3,600

Selling price per unit Rs 125

You are required to PREPARE a cost sheet in respect of the above showing:

(i) Cost per unit (ii) Profit for the month

III. Answer any FOUR of the following : (4x5= 20 Marks)

10- Difference between allocation and apportionment of overheads

11- What is Rowan premium plan ? what are its advantages and disadvantages ?

12. Differentiate between ABC and traditional absorption costing

13- What do you mean by integral and non-integral accountings systems? Which are

the important ledgers to be maintained under non-integrated accounting system?

14. What do you mean by continuous stock taking ? What are the advanatges of

continouos stock verification?
**********************
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Income Tax I

Duration^ Hours Max Marks:60

Section- A(compulsory)

I . Answer The Following Question : 1x20= 20

1-Compute the total income in the hands of an individual aged 35 years, being a

resident and ordinarily resident, resident but not ordinarily resident, and non­

resident for the A.Y. 2024-25, assuming that he has exercised the option of shifting

out of the default tax regime provided under Section 115BAC(1A)-

Amount
Particulars

(Rs.)

Interest on UK Development Bonds, 50% of interest received in India 10,000

Income from a business in Chennai (50% is received in India) 20,000

Short term capital gains on sale of shares of an Indian company
20,000

received in London

Dividend from British company received in London 5,000

Long term capital gains on sale of plant at Germany, 50% of profits are

received in India

Income earned from business in Germany which is controlled from
70,000

Delhi (Rs. 40,000 is received in India)

Profits from a business in Delhi but managed entirely from London 15,000

Income from house property in London deposited in a Bank at London,

brought to India (Computed)

Interest on debentures in an Indian company received in London 12,000

Fees for technical services rendered in India but received in London 8,000

Profits from a business in Mumbai managed from London 26,000

Income from property situated in Nepal received there (Computed) 16,000

Past foreign untaxed income brought to India during the previous year 5,000
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Income from agricultural land in Nepal, received there and then brought -ib ooo
to India

Income from profession in Kenya which was set up in India, received $

there but spent in India

Gift received on the occasion of his wedding 20,000

Interest on savings bank deposit in State Bank of India 12,000

Income from a business in Russia, controlled from Russia 20,000

Dividend from Reliance Petroleum Limited, an Indian Company 5,000

Agricultural income from a land in Rajasthan 15,000

Section- B

II. Answer any Four of the following : 4x10= 40

2-(a) Compute the taxable value of the perquisite in respect of medical facilities

received by Mr. G from his employer during the P.Y. 2023-24: (8 marks)

Amount
Particulars  .

(Rs.)

Medical premium paid for insuring health of Mr. G 7,000

Treatment of Mr. G by his family doctor 5,000

Treatment of Mrs. G in a Government hospital 5,000

Treatment of Mr. G's grandfather in a private clinic 12,000

Treatment of Mr. G’s mother (68 years and dependant) by family g

doctor

Treatment of Mr. G’s sister (dependant) in a nursing home 3,000

Treatment of Mr. G’s brother (independent) 6,000

Treatment of Mr. G’s father (75 years and dependent) abroad 50,000

Expenses of staying abroad of the patient 30,000

Limit specified by RBI 75,000

(b) Mr. D went on a holiday on 25.12.2023 to Delhi with his wife and three children

(one son - age 5 years; twin daughters - age 3 years). They went by flight

(economy class) and the total cost of tickets reimbursed by his employer was Rs.

60,000 (Rs. 45,000 for adults and Rs. 15,000 for the three minor children). Compute

the amount of LTC exempt if Mr. D exercises the option of shifting out of the default

tax regime provided under section 115BAC(1A). (2 marks)



'3. Brett Lee, an Australian cricket player visits India for 100 days in every financial

year. This has been his practice for the past 10 financial years. Find out his

residential status for the assessment year 2024-25.

4. Compute the tax liability of Mr. B (aged 51), having total income of Rs. 1,01,00,000

for the Assessment Year 2024-25. Assume that his total income comprises of salary

income, Income from house property and interest on fixed deposit.

5. Anirudh has a property whose municipal valuation is Rs. 1,30,000 p.a. The fair rent

is Rs. 1,10,000 p.a. and the standard rent fixed by the Rent Control Act is Rs.

1,20,000 p.a. The property was let out for a rent of Rs. 11,000 p.m. throughout the

previous year. Unrealised rent was Rs. 11,000 and all conditions prescribed by Rule

4 are satisfied. He paid municipal taxes @10% of municipal valuation. Interest on

borrowed capital was Rs. 40,000 for the year. Compute his income from house

property for A.Y.2024-25.

6. Mr. X is employed with AB Ltd. on a monthly salary of Rs. 25,000 per month and an

entertainment allowance and commission of Rs. 1,000 p.m. each. The company

provides him with the following benefits:

1. A company owned accommodation is provided to him in Delhi. Furniture costing

Rs. 2,40,000 was provided on 1.8.2023.

2. A personal loan of Rs. 5,00,000 on 1.7.2023 on which it charges interest @

6.75% p.a. The entire loan is still outstanding (Assume SBI rate of interest on

1.4.2023 was 12.75% p.a.)

3. His son is allowed to use a motor cycle belonging to the company. The company

had purchased this motor cycle for Rs. 60,000 on 1.5.2020. The motor cycle was
finally sold to him on 1.8.2023 for Rs. 30,000.

4. Professional tax paid by Mr. X is Rs. 2,000.Compute the income from salary of

Mr. X for the A.Y 2024-25 assuming Mr. X exercises the option of shifting out of the

default tax regime provided under section 115BAC(1A).
******************



23COMC322 Reg. No
CHOICE BASED CREDIT SYSTEM SEMESTER SCHEME

B.Com. THIRD SEMESTER DEGREE EXAMINATION NOVEMBER 2024
COMMERCE
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Time: 2 Hrs.Max. Marks: 60

SECTION-A
Answer the following question (compulsory): 1x20=20
1. Compute the total income in the hands of an individual aged 35 years, being a resident and

ordinarily resident, resident but not ordinarily resident, and non-resident for the A.Y. 2024-
25, assuming that he has exercised the option of shifting out of the default tax regime
provided under Section 115BAC(1A)-__________________________________________

Particulars
Amount

(Rs.)
Interest on UK Development Bonds, 50% of interest received in India 10,000

Income from a business in Chennai (50% is received in India) 20,000

Short term capital gains on sale of shares of an Indian company received in
London

20,000

Dividend from British company received in London 5,000

Long term capital gains on sale of plant at Germany, 50% of profits are
received in India

40,000

Income earned from business in Germany which is controlled from Delhi
(Rs. 40,000 is received in India)

70,000

Profits from a business in Delhi but managed entirely from London 15,000

Income from house property in London deposited in a Bank at London,
brought to India (Computed)

50,000

Interest on debentures in an Indian company received in London 12,000

Fees for technical services rendered in India but received in London 8,000

Profits from a business in Mumbai managed from London 26,000

Income from property situated in Nepal received there (Computed) 16,000

Past foreign untaxed income brought to India during the previous year 5,000

Income from agricultural land in Nepal, received there and then brought to
India

18,000

Income from profession in Kenya which was set up in India, received there
but spent in India

5,000

Gift received on the occasion of his wedding 20,000

Interest on savings bank deposit in State Bank of India 12,000

Income from a business in Russia, controlled from Russia 20,000

Dividend from Reliance Petroleum Limited, an Indian Company 5,000

Agricultural income from a land in Rajasthan 15,000
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SECTION - B

Answer any FOUR questions: 4x10-40
2. Mr. X is employed with AB Ltd. on a monthly salary of Rs. 25,000 per month and an

entertainment allowance and commission of Rs. 1,000 p.m. each. The company provides
him with the following benefits:
A company owned accommodation is provided to him in Delhi. Furniture costing Rs.
2,40,000 was provided on 1.8.2023.
A personal loan of Rs. 5,00,000 on 1.7.2023 on which it charges interest @ 6.75% p.a. The
entire loan is still outstanding (Assume SB1 rate of interest on 1.4.2023 was 12.75% p.a.)
His son is allowed to use a motor cycle belonging to the company. The company had
purchased this motor cycle for Rs. 60,000 on 1.5.2020. The motor cycle was finally sold to
him on 1.8.2023 for Rs. 30,000.
Professional tax paid by Mr. X is Rs. 2,000.
Compute the income from salary of Mr. X for the A.Y. 2024-25 assuming Mr. X exercises
the option of shifting out of the default tax regime provided under section 115BAC(1 A).

3. Examine with reasons whether the following transactions attract income-tax in India in the
hands of recipients:
(i) Salary payable by Central Government to Mr. John, a citizen of India of Rs. 7,00,000

for the services rendered outside India considering that he pays tax as per the
provisions of section 115BAC.

(ii) Interest on moneys borrowed from outside India Rs. 5,00,000 by a non- resident for the
purpose of business within India say, at Mumbai.

(iii)Post  office savings bank interest of Rs. 19,000 received by a resident assessee, Mr.
Ram, aged 46 years if he exercises the option of shifting out of the default tax regime
provided under section 115BAC(1A).

(iv)Royalty  paid by a resident to a non-resident in respect of a business carried on outside
India.

(v) Legal charges of Rs. 5,00,000 paid in Delhi to a lawyer of United Kingdom who visited
India to represent a case at the Delhi High Court.

4. Compute the tax liability of Mr. B (aged 51), having total income of Rs. 1,01,00,000 for
the Assessment Year 2024-25. Assume that his total income comprises of salary income,
Income from house property and interest on fixed deposit.

5. Anirudh has a property whose municipal valuation is Rs. 1,30,000 p.a. The fair rent is Rs.
1,10,000 p.a. and the standard rent fixed by the Rent Control Act is Rs. 1,20,000 p.a. The
property was let out for a rent of Rs. 11,000 p.m. throughout the previous year. Unrealised
rent was Rs. 11,000 and all conditions prescribed by Rule 4 are satisfied. He paid
municipal taxes @10% of municipal valuation. Interest on borrowed capital was Rs.
40,000 for the year. Compute his income from house property for A.Y.2024-25.

6. Mr. Gamma, a proprietor started a business of manufacture of tyres and tubes for motor
vehicles on 1.1.2023. The manufacturing unit was set up on 1.5.2023. He commenced his
manufacturing operations on 1.6.2023. The total cost of the plant and machinery installed
in the unit is Rs. 120 crore. The said plant and machinery included second hand plant and
machinery bought for Rs. 20 crore and new plant and machinery for scientific research
relating to the business of the assessee acquired at a cost of Rs. 15 crore.
Compute the amount of depreciation allowable under section 32 of the Income-tax Act,
1961 in respect of the assessment year 2024-25. Assume that all the assets were purchased
by way of account payee cheque and Mr. Gamma has exercised the option of shifting out
of the default tax regime provided under section 115BAC(1 A).

***********
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Cost and Management Accounting I

Durations Hours Max Marks:60

Section- A(compulsory)

I. Answer The Following Question : 1x20= 20

1- The following information is provided by Sunrise Industries for the fortnight of April,
2021:
Material Exe:
Stock on 1-4-2021 100 units at Rs. 5 per unit.
Purchases

5-4-2021, 300 units at Rs. 6
8-4-2021, 500 units at Rs. 7
12-4-2021, 600 units at Rs. 8
Issues
6-4-2021, 250 units
10-4-2021,400 units
14-4-2021, 500 units
Required:
a) Calculate using FIFO and LIFO methods of pricing issues
b) The value of materials consumed during the period
c) The value of stock of materials on 15-4-2021.

Section- B

II. Answer any Four of the following : 4x10= 40

2- A) Explain concept of ABC analysis as technique of inventory control.
B) Distunguish re-order level and re-order quantity.

3-Wage negotiations are going on with the recognised employees’ union, and the
management wants you as an executive of the company to formulate an incentive
scheme with a view to increase productivity.
The case of three typical workers A, B and C who produce respectively 180, 120
and 100 units of the company’s product in a normal day of 8 hours is taken up for
study.

Assuming that day wages would be guaranteed at Rs 75 per hour and the piece
rate would be based on a standard hourly output of 10 units, calculate the earnings
of each of the three workers and the employee cost per 100 pieces under (i) Day

wages, (ii) Piece rate, (iii) Halsey scheme, and (iv) The Rowan scheme. Also
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calculate under the above schemes the average cost of labour for the company to

produce 100 pieces.

4. A) MM Ltd. has provided the following information about the items in its inventory.

Item Code Number Units Unit Cost (Rs.)

101 25 5

102 300 10

103 . . 50 80

104 75 10

105 225 20

106 75 10
MM Ltd. has adopted the policy of classifying the items constituting 15% or above of
Total Inventory Cost as 'A' category, items constituting 6% or less of Total Inventory
Cost as 'C category and the remaining items as 'B' category. You are required to:
(i) Rank the items on the basis of % of Total Inventory Cost.
(ii) Classify the items into A, B and C categories as per ABC Analysis of Inventory
Control adopted by MM Ltd.
B) ‘X’ an employee of ABC Co. gets the following emoluments and benefits:

(a) Basic pay Rs. 10,500 p.m.
(b) Dearness allowance Rs. 2,100 p.m.
(c) Bonus 20% of salary and D.A.
(d) Other allowances Rs. 2,500 p.m.
(e) Employer’s contribution to P.F. 10% of salary and D.A.
’X’ works for 2,400 hours per annum, out of which 400 hours are non-productive and
treated as normal idle time. You are required to compute the effective hourly cost of

employee ‘X’.

5. A) From the following data for the year ended 31st March, 2021, calculate the
inventory turnover ratio of the two items and put forward your comments on them.

Material A (Rs.) Material B (Rs.)

Opening stock 1.04.2020 10,000 9,000

Purchase during the year 52,000 27,000

Closing stock 31.03.2021 6,000 11,000

B) Define: i) Cost ii) Cost Accounting iii) Costing

6. (a) Bonus paid under the Halsey Plan with bonus at 50% for the time saved equals
the bonus paid under the Rowan System. When will this statement hold good?

(Your answer should contain the proof).
(b) The time allowed for a job is 10 hours. The hourly rate is Rs. 8.5. Prepare a
statement showing: i) The bonus earned ii) The total earnings of employee and

iii) Hourly earnings
Under the Halsey System with 50% bonus for time saved and Rowan System for

each hour saved progressively
*****************************
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Goods & Service Tax I
Time: 2 Hrs.Max. Marks: 60

SECTION-A
I. Answer the following. (Compulsory) 1X20=20
1 .a) From the following information provided by M/s Sasta Bazaar. Determine the time of

supply for the purpose of payment of GST:
(i) It issued coupon on 20.06.2023, worth Rs.2,000 redeemable against purchase of

specific plastic items. This coupon was redeemed on31.07.2023.
(ii) It issued coupon on 01.08.2023 worth Rs.3,000 which is redeemable against purchase

of any item. This coupon was redeemed on 18.08.2023.
(iii) It received interest of Rs. 10,000 for late payment from a customer on 11.11.2023 for

supply of goods which was originally made on 24.06.2023. (5 Marks)

b) With reference to GST law, Determine the place of supply with reasons in the following
independent circumstances:-
(i) Miss Latha of Kolkata (West Bengal) visited to Jodhpur Law University (Rajasthan)

and paid her college fees by purchasing a demand draft from a bank located in the
University campus. Miss Kanika did not have any account with the bank.

(ii) ABC Machine Ltd., registered in the State of Andhra Pradesh, supplied a machinery
to Keyan Wind Farms Ltd., registered in the State of Karnataka. However, this
machinery was assembled and installed at the wind mill of Keyan Wind Farms Ltd.,
which was located in the State of Tamilnadu. (5 Marks)

c) Namo Shankar Ltd., a registered supplier in Mumbai (Maharashtra), has supplied goods
to Narad Traders and Nandi Motors Ltd. located in Ahmedabad (Gujarat) and Pune
(Maharashtra) respectively. Namo Shankar Ltd. has furnished the following details for the
current month:

S. No. Particulars Narad
Traders(Rs.)

Nandi Motors
Ltd.(Rs.)

(i) Price of the goods (excluding GST) 10,000 30,000
(ii) Packing charges 500
(iii) Commission 500
(iv) Weighment charges 2,000
(v) Discount for prompt payment

(recorded in the invoice)
1,000

Items given in points (ii) to (v) have not been considered while arriving at price of the
goods given in point (i) above.
Compute the GST liability [CGST & SGST or IGST, as the case may be] of Namo
Shankar Ltd. for the given month. Assume the rates of taxes to be as under:

Make suitable assumptions, wherever necessary.
Note: The supply made to Narad Traders is an inter-State supply. (10 marks)

PARTICULARS Rate of tax
Central tax (CGST) 9%
State Tax (SGST) 9%
Integrated tax (IGST) 18%
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SECTION - B
II. Answer any FOUR Question: 4X10=40
2. State the benefits of GST which accrues to the economy. And explain with the help of

examples how a particular transaction of goods and services is taxed simultaneously
under Central GST (CGST) and State GST (SGST)? (10 Marks)

3. i) Examine whether GST is exempted on the following independent supplies of services:
a) Service provided by a private transport operator to Scholar Boys Higher Secondary

School by way of transportation of students to and from the school. (2 Marks)
b) Services provided by way of vehicle parking to general public in a shopping mall.

(2 Marks)

ii. RXL Pvt. Ltd. manufactures a beauty soap with the brand name ‘Forever Young’.
RXL Pvt. Ltd. has organized a concert to promote its brand. Ms. Ahana Kapoor, its
brand ambassador, who is a leading film actress, has given a classical dance
performance in the said concert as a part of her services as a brand ambassador of the
company. The proceeds of the concert worth Rs. 1,20,000 will be donated to a
charitable organization by Ms. Ahana. Examine whether Ms. Ahana Kapoor will be
required to pay any GST for classical dance performance given in the said concert.

(6 Marks)

4. With reference to provisions of CGST Act, 2017, explain Composition Scheme provided
under section 10 (1) , 10 (2) & 10 (2A) with examples. (10 Marks)

5. i. Are post-supply discounts eligible for deduction from the value of supplies in all
situations? Explain. (5 Marks)

ii. Consideration under GST law includes both monetary and non-monetary
considerations. Discuss the correctness or otherwise of the statement with reference to
the definition of term ‘consideration’ provided under the CGST Act.(5 Marks)

6. i. The place of supply in relation to immovable property (situated in India) is the location
of immovable property. Suppose a road is constructed from Delhi to Mumbai covering
multiple states. What will be the place of supply of construction services? (5 Marks)

ii. What would be the place of supply of services provided by an event management
company for organizing a sporting event for a Sports Federation which is held in
multiple States? (5 Marks)

*****************
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Income Tax -1
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I. Answer any THREE of the following : (3x16= 48 Marks)

1- In the case of Mr. Hari, who turned 69 years on 28.3.2022, you are informed that

the salary (computed) for the previous year 2021-22 is Rs.10,20,000 and arrears
of salary received is Rs. 3,45,000.Further, you are given the following details

relating to the earlier years to which the arrears of salary received is attributable to:

|Previous year||Taxable Salary(Rs.)||Arrears now received (Rs.)|

| 2010-2011 7,10,000 1,03,000

| 2011 -2012 8,25,000 1,17,000

12012-2013 9,50,000 1,25,000

I

Compute the relief available under section 89 and the tax payable for the A.Y.

2022-23. Assume that Mr. Hari does not opt for section 115BAC.

Note: Rates of Taxes:

Assessment

Year
Slab rates of income-tax

For resident individuals of the age of

60 years or more at any time during

the previous year

For other resident individuals

Slabs Rate Slabs Rate

2011-12 Upto Rs. 2,40,000 Nil Upto Rs. 1,60,000 Nil

Rs. 2,40,001 - Rs. 5,00,000 10%
Rs. 1,60,001 -

Rs. 5,00,000
10%

Rs. 5,00,001 - Rs.8,00,000 20%
Rs. 5,00,001 -

Rs.8,00,000
20%

Above Rs. 8,00,000 30% Above Rs. 8,00,000 30%

2012-13 Upto Rs. 2,50,000 Nil Upto Rs. 1,80,000 NilL_ Rs. 2,50,001 - Rs. 5,00,000 10%
Rs. 1,80,001 -

Rs. 5,00,000
10%
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Note - Education cess @ 2% and secondary and higher education cess @ 1%

was attracted on the income-tax for all above preceding years.

Rs. 5,00,001 - Rs.8,00,000 20%
Rs. 5,00,001 -
Rs.8,00,000

20%

Above Rs. 8,00,000 30% Above Rs. 8,00,000 30%

2013-14 Upto Rs. 2,50,000 Nil Upto Rs. 2,00,000 Nil

Rs. 2,50,001 - Rs. 5,00,000 10%
Rs. 2,00,001 - Rs.

5,00,000
10%

Rs. 5,00,001 - Rs.10,00,000 20%
Rs. 5,00,001 -

Rs.10,00,000
20%

Above Rs. 10,00,000 30% Above Rs. 10,00,000 30%

2. (a) Mr. Tenzingh is engaged in composite business of growing and curing (further

processing) coffee in Coorg, Karnataka. The whole of coffee grown in his

plantation is cured. Relevant information pertaining to the year ended 31.3.2022

are given below: (10 marks)

Particulars Amount (Rs.)

Opening balance of car (only asset in the block) as on 1.4.2021

(i.e. WDV as on 31.3.2021 (-) depreciation for P.Y. 2020-21) 3,00,000

Opening balance of machinery as on 1.4.2021 (i.e., WDV as on
31.3.2021 (-) depreciation for P.Y. 2020-21)

15,00,000

Expenses incurred for growing coffee 3,10,000

Expenditure for curing coffee 3,00,000

Sale value of cured coffee 22,00,000

Besides being used for agricultural operations, the car is also used for personal

use; disallowance for personal use may be taken at 20%. The expenses incurred
for car running and maintenance are Rs. 50,000. The machines were used in

coffee curing business operations.
Compute the income arising from the above activities for the A.Y. 2022-23.

(b) Miss Vivitha, a resident and ordinarily resident in India, has derived the

following income from various operations (relating to plantations and estates
owned by her) during the year ended 31-3-2022: (6 marks)

S. No Particulars Amount (Rs.)

(i)
Income from sale of centrifuged latex processed from rubber

plants grown in Darjeeling
3,00,000

(ii)
Income from sale of coffee grown and cured in Yercaud,
Tamil Nadu

1,00,000



You are required to compute the business income and agricultural income of Miss

Vivitha for the A.Y. 2022-23.

(ill)
Income from sale of coffee grown, cured, roasted and

grounded, in Colombo. Sale consideration was received at

Chennai

2,50,000

(iv)
Income from sale of tea grown and manufactured in

Shimla
4,00,000

(v)
Income from sapling and seedling grown in a nursery at
Cochin. Basic operations were not carried out by her on land

80,000

3. (a) Mr. Vikas owns a house property whose Municipal Value, Fair Rent and

Standard Rent are Rs. 96,000, Rs. 1,26,000 and Rs. 1,08,000 (per annum),

respectively.
During the Financial Year 2021-22, one-third of the portion of the house was let out

for residential purpose at a monthly rent of Rs. 5,000. The remaining two-third

portion was self-occupied by him. Municipal tax @ 11 % of municipal value was

paid during the year.
The construction of the house began in June, 2014 and was completed on 31-5-

2017.
Vikas took a loan of Rs. 1,00,000 on 1-7-2014 for the construction of building.

He paid interest on loan @ 12% per annum and every month such interest was
paid.

Compute income from house property of Mr. Vikas for the Assessment Year 2022-
23. -(10 marks)

(b) Mr. Manas owns two house properties one at Bombay, wherein his family

resides and the other at Delhi, which is unoccupied. He lives in Chandigarh for his

employment purposes in a rented house. For acquisition of house property at

Bombay, he has taken a loan of Rs. 30 lakh@10% p.a. on 1.4.2020. He has not

repaid any amount so far. In respect of house property at Delhi, he has taken a

loan of Rs. 5 lakh @ 11% p.a. on 1.10.2020 towards repairs. Compute the

deduction which would be available to him under section 24(b) for A.Y.2022-23 in

respect of interest payable on such loan. -(6 marks)

4. (a) Mr. Agarwal aged 40 years and a resident in India, has a total income of Rs.

4,50,00,000, comprising long term capital gain taxable under section 112 of Rs.

55,00,000, short term capital gain taxable under section 111Aof Rs. 65,00,000 and

other income of Rs. 3,30,00,000. Compute his tax liability for A.Y.2022-23. Assume

that Mr. Agarwal has not opted for the provisions of section 115BAC. -(6 marks)

(b) Compute the marginal relief and tax liability of Mr. A (aged 42), having total

income of Rs. 51 lakhs for the Assessment Year 2022-23. His total income



comprises of salary income, Income from house property and interest on fixed
deposit. He has not earned any long term capital gains or short term capital gains

during the year. Assume that Mr. A has not opted for the provisions of section

115BAC. -(10 marks)

II. Answer any THREE of the following : (3*8= 24 Marks)

5. Mr. Ravi retired on 15.6.2021 after completion of 26 years 8 months of service and

received gratuity of Rs 15,00,000. At the time of retirement, his salary was.

Basic Salary : Rs. 50,000 p.m.
Dearness Allowance : Rs. 10,000 p.m. (60% of which is for retirement benefits)

Commission : 1% of turnover (turnover in the last 12 months was

Rs. 1,20,00,000)

Bonus Rs. 25,000 p.a.

Compute his taxable gratuity assuming:

1. He is private sector employee and covered by the Payment of Gratuity

Act, 1972.
2. He is private sector employee and not covered by Payment of Gratuity

Act, 1972.
3. He is a Government employee.

6. (a) Y Ltd. furnishes you the following information for the year ended 31.3.2022: -
(4 marks)

Particulars Rs. (in lakhs)

Total turnover of Unit A located in Special Economic Zone 100

Profit of the business of Unit A 30

Export turnover of Unit A 50

Total turnover of Unit B located in Domestic Tariff Area (DTA) 200

Profit of the business of Unit B 20

Compute deduction under section 10AAfor the A.Y. 2022-23, assuming that Y Ltd.

commenced operations in SEZ and DTA in the year 2017-18.
(b) Examine whether the following incomes are chargeable to tax, and if so,
compute the amount liable to tax: -(4 marks)

1. Arvind received Rs. 20,000 as his share from the income of the HUF.
2. Mr. Xavier, a ‘Param Vir Chakra’ awardee, who was formerly in the

service of the Central Government, received a pension of Rs. 2,20,000
during the financial year 2021-22.



3. Agricultural income of Rs. 1,27,000 earned by a resident of India from a

land situated in Malaysia.

4. Rent of Rs. 72,000 received for letting out agricultural land for a movie

shooting.

7- Brett Lee, an Australian cricket player visits India for 100 days in every financial

year. This has been his practice for the past 10 financial years.

1. Find out his residential status for the assessment year 2022-23.

2. Would your answer change if the above facts relate to Srinath, an Indian
citizen who resides in Australia and represents the Australian cricket

team?
3. What would be your answer if Srinath had visited India for 120 days

instead of 100 days every year, including P.Y.2021-22?

8. Mr. X is employed with AB Ltd. on a monthly salary of Rs. 25,000 per month and

an entertainment allowance and commission of Rs.1,000 p.m. each. The company

provides him with the following benefits:

1. A company owned accommodation is provided to him in Delhi. Furniture

costing Rs. 2,40,000 was provided on 1.8.2021.
2. A personal loan of Rs. 5,00,000 on 1.7.2021 on which it charges interest

@ 6.75% p.a. The entire loan is still outstanding. (Assume SBI rate of

interest on 1.4.2021 was 12.75% p.a.)

3. His son is allowed to use a motor cycle belonging to the company. The

company had purchased this motor cycle for Rs. 60,000 on 1.5.2018. The

motor cycle was finally sold to him on 1.8.2021 for Rs. 30,000.

4. Professional tax paid by Mr. X is Rs. 2,000.

Compute the income from salary of Mr. X for the A.Y. 2022-23 assuming Mr. X has

not opted for the provisions of section 115BAC.

III. Answer any FOUR of the following : (4x2= 8 Marks)

9. Mr. Raghav aged 26 years and a resident in India, has a total income of Rs.

3,85,000, comprising his salary income and interest on bank fixed deposit.

Compute his tax liability for A.Y.2022-23.

10. Examine with reasons whether the following transactions attract income-tax in

India in the hands of recipients:



1. Salary paid by Central Government to Mr. John, a citizen of India Rs.
7,00,000 for the services rendered outside India.

2. Interest on moneys borrowed from outside India Rs. 5,00,000 by a non­
resident for the purpose of business within India say, at Mumbai.

11- Explain the tax treatment of the following amounts withdrawn from Unrecognized

Provident Fund at the time of retirement or termination of the employee:

1. Employer’s share in the payment received from Unrecognized Provident

Fund
2. Interest on Employee’s contribution to Unrecognized Provident Fund.

12. Ms. Aparna co-owns a residential house property in Calcutta along with her sister

Ms. Dimple, where her sister’s family resides. Both of them have equal share in

the property and the same is used by them for self-occupation. Interest is payable
in respect of loan of Rs. 50,00,000 @ 10% taken on 1.4.2020 for acquisition of

such property. In addition, Ms. Aparna owns a flat in Pune in which she and her

parents reside. She has taken a loan of Rs. 3,00,000 @ 12% on 1.10.2020 for
repairs of this flat. Compute the deduction which would be available to Ms. Dimple
under section 24(b) for A.Y.2022-23.

13. AB Co. Ltd. allotted 1000 sweat equity shares to Sri Chand in June 2021. The

shares were allotted at Rs. 200 per share as against the fair market value of Rs.
300 per share on the date of exercise of option by the allottee viz. Sri Chand. The

fair market value was computed in accordance with the method prescribed under
the Act.

1. What is the perquisite value of sweat equity shares allotted to Sri Chand?

2. In the case of subsequent sale of those shares by Sri Chand, what would

be the cost of acquisition of those sweat equity shares?

******************************



21COMC332 Reg No

CHOICE BASED CREDIT SYSTEM SEMESTER SCHEME
B.Com. THIRD SEMESTER DEGREE EXAMINATION NOVEMBER 2024

COMMERCE

Finance and Accouting

Durations Hours Max Marks:60

SECTION-A

Answer any TWO questions: (15x2= 30)

1) "SAP applications and products are used by various corporate companies for

running their business." Describe its application.

2) "Payment process must be made in a timely and accurate manner." Elaborate

3) "Credit management is a plan to monitor or boost credit, often with the help of a

skilled service provider." Explain.

4) Evaluate the role of Cash application team.

SECTION-B

Answer any FOUR questions : (5*4= 20)

5) Describe the demerits of Traditional accounting system.

6) Write a note on Vendor support.

7) Explain the role of a billing associate.

8) Mention the contents of Director's report.

9) Write a short note on 'Auditor's Report' and 'Notes to financial statements'.

10) Explain the procedure for issuing an Accounting Standard?

SECTION -C

Answer any FIVE questions : (2x5=10)

11) What is captive BPS?

12) What is vendor support?

B.Com


13) Journalise the transaction for recording of purchases or expenses by creating

liability for payment to vendor.

14) When do we arrive at customer acceptance uncertainty in pre- billing closing

reconciliations?

15) What is a General Ledger?

16) Who manages the accounting standards in India?

17) What is O2C related to?
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I. Answer any THREE of the following : (3*16= 48 Marks)

1. Explain the process of Loan Servicing under Mortgage Loan Cycle.

2. What is a Corporate Account? Explain the features and types of Corporate

Account.

3. What is Open Account method? Explain the advantages and disadvantages of the

method to the buyer and seller.

4. What are the features of Bank Guarantee? Explain in detail the types of

Guarnatee.

II. Answer any THREE of the following : (3x8= 24 Marks)

5- A. Explain the purpose of Mortgage Loan. (4 Marks)

B. Briefly explain different Mortgage Schemes. (4 Marks)

6. Write a note on SWIFT.

7. Describe the mitigants of risk related to International Trade.

8. Elaborate on the features and benefits of Letter of Credit.

III. Answer any FOUR of the following : (4x2= 8 Marks)

9. What is Freddie Mac?

10. Expand NEFT and RTGS.

11- What is the meaning of VOSTRO account?

12. Mention two considerations to be kept in mind when goods move from one country

to another.

13. What is a Phytosanitary Certificate?
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SECTION-A

Answer any TWO questions: (2*15=30)
1. a) The current price of Mutts, Inc. stock is $30 per share, and during the current year, the

stock paid a 5% dividend. The stock’s beta is 1.2. The expected return to the market is 9%;
and the risk-free rate is 3%. Mutts, Inc.'s cost of retained earnings is 10.2%. What should the
company’s next year’s dividend be? (3 Marks)

b) A company has a current ratio of 1.4, a quick, or acid test, ratio of 1.2, and the following
partial summary balance sheet: (3 Marks)
Cash $ 10 Current liabilities ?
Accounts receivable ? Long-term liabilities $40
Inventory ? Shareholders' equity $30
Fixed Assets ?
Total assets $ 100 Total liabilities and equity $ 100

Fill in the above blanks.

c) The common stock of a beverage company has a current market price of $34. The
beverage company is estimated to earn $2 per share in the next year. The average
price/eamings ratio of companies in the beverage industry is 15. Using the price/eamings
ratio as the comparable valuation method, the beverage company’s stock is 
value by $ . (3 Marks)

d) Explain the Dupont model for calculating ROA and ROE. (3 Marks)

e) What are option contracts? What are the different types? (3 Marks)

2. a) Financial information for Arbat Inc. for two years of operation is shown below.
Particulars Year 1 Year 2
Sales $4,000,000 $4,400,000
Total operating costs 3,200,000 3,440,000
Earnings before interest and taxes $ 800,000 $ 960,000
Interest payments 320,000 275,000
Income taxes 245,000 354,000
Net income $ 235,000 $331,000
Earnings per share $2.35 $3.31
The degree of operating leverage for Arbat Inc. is______
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b) Spotech Co.'s budgeted sales and budgeted cost of sales for the coming year are
$212,000,000 and $132,500,000, respectively. Short-term interest rates are expected to
average 5%. If Spotech could increase inventory turnover from its current 8 times per
year to 10 times per year, its expected cost savings in the current year would be

. (3 Marks)

c) The equity section of Allen Corporation's statement of financial position is presented as
follows.
Preferred stock ($ 100 par value) $8,000,000
Common stock ($5 par value) 5,000,000
Paid-in capital in excess of par 12,000,000
Retained earnings 6,000,000
Net worth $31,000,000
The common shareholders of Allen Corporation have preemptive rights. If Allen
Corporation issues 200,000 additional shares of common stock at $6 per share, a current
holder of 10,000 shares of Allen Corporation's common stock must be given the option to
buy additional shares. (3 Marks)

d) Explain WACC. (3 Marks)

e) Write a short note on liquidity and activity ratios. (3 Marks)

3. a) The CFO of ChemGen Ltd., a publicly-traded chemical manufacturer, is in the process of
evaluating the company’s dividend policy in relation to shareholder value. ChemGen’s
dividend per share has been held constant at $2.30 for the last 10 years. The CFO would like
to implement a 5% yearly dividend growth policy at ChemGen starting next year. The CFO
has determined that the required return in the market for ChemGen stock is 13%.
What is the forecasted value of ChemGen stock in 5 years if the CFO’s dividend growth
policy is implemented? (3 Marks)

b) A stock has an expected return of 16% using the capital asset pricing model (CAPM). If
the expected rate of return on the market is 12%, and the risk-free rate of return is 4%,
what is the beta (P) coefficient of this stock? (3 Marks)

c) Cornwall Corporation's net accounts receivable were $68,000 and $47,000 at the
beginning and end of the year, respectively. Cornwall’s condensed Income Statement is
shown below.
Sales $900,000
Cost of goods sold 527,000
Operating expenses 175,000
Operating income 198,000
Income tax 79,000
Net income $119,000
Cornwall's average number of days' sales in accounts receivable (using a 360-day year) is

. (3 Marks)

d) Explain the difference between economic profit and accounting profit. (3 Marks)

e) Write a short note on derivatives. (3 Marks)



SECTION - B
Answer any TWO questions: (2*10=20)
4. a) Shown below are components of a company’s financial statements.

What percentage value would net income be on a common size financial statement?
A. 40%
B. 5%
C. 8%
D. 20%

Sales revenue
Cost of goods sold
Total assets
Total equity
Net income

$600,000
300,000
2,400,000
1,500,000
120,000

b) Depoole Company is a manufacturer of industrial products and employs a calendar year
for financial reporting purposes. Assume that total quick assets exceeded total current
liabilities both before and after the transaction described. Further assume that Depoole
has positive profits during the year and a credit balance throughout the year in its retained
earnings account. The early repayment (liquidation) of a long-term note payable with
cash affects the
A. Current and quick ratio to the same degree.
B. Current ratio to a greater degree than the quick ratio.
C. Current ratio but not the quick ratio.
D. Quick ratio to a greater degree than the current ratio.

c) Both the current ratio and the quick ratio for Spartan Corporation have been slowly
decreasing. For the past two years, the current ratio has been 2.3 to 1 and 2.0 to 1. During
the same time period, the quick ratio has decreased from 1.2 to 1 to 1.0 to 1. The disparity
between the current and quick ratios can be explained by which one of the following?
A. The current portion of long-term debt has been steadily increasing.
B. The cash balance is unusually low.
C. The accounts receivable balance has decreased.
D. The inventory balance is unusually high.

d) When reviewing a credit application, the credit manager should be most concerned with
the applicant's
A. profit margin and return on assets.
B. working capital and current ratio.
C. price-eamings ratio and current ratio.
D. working capital and return on equity.

e) Which one of the following items most likely increases eamings per share (EPS) of a
corporation?
A. A reduction in the amount of cash dividends paid to common shareholders.
B. Declaration of a stock split.
C. Purchase of treasury stock.
D. Payment of a stock dividend.



f) A measure that describes the risk of an investment project relative to other investments in
general is the
A. Expected return.
B. Coefficient of variation.
C. Beta coefficient.
D. Standard deviation.

g) The term ‘beta’ can best be described as the
A. variability or standard deviation of the investment returns.
B. weighted-average return of an investment portfolio.
C. investment return’s sensitivity to changes in the market’s returns.
D. investment return’s sensitivity to changes in interest rates.

h) A company that prides itself on its innovation revised an existing popular brand without
conducting sufficient market research. By taking this action, the company exposed itself
to what types of risk?
A. Hazard risk and credit risk.
B. Operational risk and hazard risk.
C. Credit risk and strategic risk.
D. Strategic risk and operational risk.

i) Which one of the following would have the least impact on a firm's beta value?
A. Industry characteristics.
B. Operating leverage.
C. Payout ratio.
D. Debt-to-equity ratio.

j) Four zero-coupon bonds each will pay $1,000 at maturity. The bonds mature in either 10
years or 20 years, and have a price today of either $300 or $500. The bond with the
largest yield to maturity is the bond that has the
A. $300 price and matures in 10 years.
B. $500 price and matures in 20 years.
C. $500 price and matures in 10 years.
D. $300 price and matures in 20 years.

5. a) Broomall Corporation has decided to include certain financial ratios in its year-end annual
report to shareholders. Selected information relating to its most recent fiscal year is provided
below.

Cash $ 10,000
Accounts receivable 20,000
Prepaid expenses 8,000
Inventory 30,000
Available-for-sale securities classified as current assets
At cost 9,000
Fair value at year end 12,000
Accounts payable 15,000
Notes payable (due in 90 days) 25,000
Bonds payable (due in 10 years) 35,000
Net credit sales for year 220,000



Cost of goods sold 140,000
Broomall's working capital at year end is
A. $10,000.
B. $40,000.
C. $28,000.
D. $37,000.

b) If a company decided to change from the first-in, first-out (FIFO) inventory method to
the last-in, first-out (LIFO) method during a period of rising prices, its
A. Current ratio would be reduced.
B. Debt-to-equity ratio would be decreased.
C. Cash flow would be decreased.
D. Inventory turnover ratio would be reduced.

c) Shown below are selected data from Fortune Company's most recent financial statements.
Marketable securities
Accounts receivable
Inventory
Supplies
Accounts payable
Short-term debt payable
Accruals

$10,000
60,000
25,000
5,000
40,000
10,000
5,000

What is Fortune's net working capital?
A. $45,000
B. $35,000
C. $80,000
D. $50,000

d) A condensed comparative balance sheet for a company appears below:
Particulars
Cash
Accounts receivable
Inventory
Property, plant & equipment
Accumulated depreciation
Total assets
Current liabilities
Long-term liabilities
Stockholders' equity
Total liabilities and equity

12-31-Year 1 12-31-Year 2
$ 40,000 $ 30,000
120,000 100,000
200,000 300,000
500,000 550,000
(280,000) (340,000)
$580,000 $640,000
$60,000 $100,000
390,000 420,000
130,000 120,000
$580,000 $640,000

In looking at liquidity ratios at both balance sheet dates, what has happened to the (1)
current ratio and (2) acid-test (quick) ratio?
A. (1) Decreased (2) Increased
B. (1) Decreased (2) Decreased
C. (1) Increased (2) Decreased
D. (1) Increased (2) Increased



e) Which one of the following statements concerning the effects of leverage on earnings
before interest and taxes (EBIT) and earnings per share (EPS) is correct?
A. For a firm using debt financing, a decrease in EBIT will result in a proportionally
larger decrease in EPS.
B. A decrease in the financial leverage of a firm will increase the beta value of the firm.
C. Financial leverage affects both EPS and EBIT, while operating leverage only affects
EBIT.
D. If Firm A has a higher degree of operating leverage than Firm B, and Firm A offsets
this by using less financial leverage, then both firms will have the same variability in
EBIT.

f) New Company's sales and profits are growing rapidly, and so is its dividend. Its dividend
is growing at an annual rate of 25%. This growth in the dividend is expected to continue
for two years. After that, the rate of growth is expected to slow down to 10% per year.
The investors' required rate of return on the stock is 16%. The next annual dividend is
expected to be $1.00. The beta of New Company's stock is 1.5. The U.S. Treasury bill
rate is 4%.
What is the expected market rate of return?
A. 10.67%
B. 14.67%
C. 16.0%
D. 12.0%

g) An efficient portfolio is a portfolio that is in the feasible set of portfolios and
A. offers the highest possible expected return for a given level of risk or offers the lowest
possible risk for a given level of expected return.
B. its historical returns have been above those of its benchmark for 8 of the last 10 years.
C. offers the lowest possible risk for the highest possible expected return.
D. offers the highest possible expected return for the lowest possible level of risk.

h) Which one of the following situations would prompt a firm to issue debt, as opposed to
equity, the next time it raises external capital?
A. High breakeven point.
B. High effective tax rate.
C. Significant percentage of assets under lease.
D. Low fixed-charge coverage.

i) Joint Products Inc., a corporation with a 40% marginal tax rate, plans to issue $1,000,000
of 8% preferred stock in exchange for $1,000,000 of its 8% bonds currently outstanding.
The firm’s total liabilities and equity are equal to $10,000,000. The effect of this
exchange on the firm’s weighted average cost of capital is likely to be
A. a decrease, since a portion of the debt payments are tax deductible.
B. no change, since it involves equal amounts of capital in the exchange and both
instruments have the same rate.
C. an increase, since a portion of the debt payments are tax deductible.
D. a decrease, since preferred stock payments do not need to be made each year, whereas
debt payments must be made.



j) Which of the following classes of securities are listed in order from lowest
risk/opportunity for return to highest risk/opportunity for return?
A. Preferred stock; common stock; corporate mortgage bonds; corporate debentures.
B. Common stock; corporate first mortgage bonds; corporate second mortgage bonds;
corporate income bonds.
C. Corporate income bonds; corporate mortgage bonds; convertible preferred stock;
subordinated debentures.
D. U.S. Treasury bonds; corporate first mortgage bonds; corporate income bonds;
preferred stock.

6. a) Davis Retail Inc. has total assets of $7,500,000 and a current ratio of 2.3 times before
purchasing $750,000 of merchandise on credit for resale. After this purchase, the current
ratio will

A. be lower than 2.3 times.
B. remain at 2.3 times.
C. be higher than 2.3 times.
D. be exactly 2.53 times.

b) The following financial information is given for Anjuli Corporation (in millions of
dollars).
Particulars Prior Year Current Year
Sales $10 $11
Cost of goods sold 6 7
Current Assets:
Cash 2 3
Accounts receivable 3 4
Inventory 4 5
Between the prior year and the current year, did the days' sales in inventory and days'
sales in receivables for Anjuli increase or decrease? Assume a 365-day year.
A. Days' sales in inventory increased; days’ sales in receivables increased.
B. Days' sales in inventory increased; days' sales in receivables decreased.
C. Days' sales in inventory decreased; days' sales in receivables decreased.
D. Days' sales in inventory decreased; days' sales in receivables increased.

c) The owner of a chain of grocery stores has bought a large supply of mangoes and paid for
the fruit with cash. This purchase will adversely impact which one of the following?
A. Quick or acid test ratio.
B. Current ratio.
C. Working capital.
D. Price earnings ratio.

d) Markowitz Company increased its allowance for credit losses. This adjustment will
A. reduce the current ratio.
B. increase working capital.
C. reduce debt-to-asset ratio.
D. increase the acid test ratio.



e) If a high percentage of a firm’s total costs is fixed, the firm’s operating leverage will be:
A. High.
B. Low.
C. Unable to be determined.
D. Unchanged.

f) A British company currently has domestic operations only. It plans to invest equal
amounts of money on projects either in the U.S. or in China. The company will select the
country based on risk and return for its portfolio of domestic and international projects
taken together. The risk reduction benefits of investing internationally (based on 50% of
British domestic operations and 50% foreign operations) will be the greatest when there
is perfectly
A. negative correlation between the Chinese return and the British return.
B. positive correlation between the U.S. return and the Chinese return.
C. positive correlation between the British return and the U.S. return.
D. negative correlation between the U.S. return and the Chinese return.

g) A firm's target or optimal capital structure is consistent with which one of the following?
A. Minimum cost of debt.
B. Minimum weighted average cost of capital.
C. Minimum risk.
D. Maximum earnings per share.

h) Which of the following scenarios would encourage a company to use short-term loans to
retire its 10-year bonds that have 5 years until maturity, assuming the bonds have a call
provision?
A. The company is experiencing cash flow problems.
B. The company expects interest rates to increase over the next 5 years.
C. Interest rates have increased over the last 5 years.
D. Interest rates have declined over the last 5 years.

i) If a $ 1,000 bond sells for $ 1,125, which of the following statements are correct?
I. The market rate of interest is greater than the coupon rate on the bond.
II. The coupon rate on the bond is greater than the market rate of interest.
III. The coupon rate and the market rate are equal.
IV. The bond sells at a premium.
V. The bond sells at a discount.
A. I and V.
B. II and V.
C. II and IV.
D. I and IV.

j) The best advantage of a zero-coupon bond to the issuer is that the
A. Bond requires no interest income calculation to the holder or issuer until maturity.
B. Interest can be amortized annually by the APR method and need not be shown as an
interest expense to the issuer.
C. Bond requires a low issuance cost.
D. Interest can be amortized annually on a straight-line basis but is a non-cash outlay.



SECTION - C
Answer any TWO questions: (2*5-10)
7. a) The price of Investors, Inc. stock is $31.25, and its beta is 1.2. The stock’s next annual

dividend will be $1.25, and dividends are expected to grow at the rate of 5% per year. The
risk-free rate is 3%. What is the expected return to the market? (2 Marks)

b) A company had $6 million in credit sales last fiscal year. The company’s beginning
accounts receivable balance was $1 million and its ending receivable balance was
Question Bank CMA part 2 Section A FSA $1.25 million on its year-end financial
statements. If the industry average period for the collection of accounts receivables is 90
days, the company’s accounts receivable collection period is less than the industry
average by approximately days. (2 Marks)

c) On its year-end financial statements, Caper Corporation showed sales of $3,000,000, net
fixed assets of $1,300,000, and total assets of $2,000,000. The company's fixed asset
turnover is . (1 Marks)

8. a) Archer Inc. has 500,000 shares of $10 par value common stock outstanding. For the
current year, Archer paid a cash dividend of $4.00 per share and had earnings per share of
$3.20. The market price of Archer’s stock is $36 per share. The average price-earnings ratio
for Archer’s industry is 14.00. When compared to the industry average, Archer’s stock
appears to be valued by approximately %. (2 Marks)

b) The price of Investors, Inc. stock is $31.25, and its beta is 1.2. The stock’s next annual
dividend will be $1.25, and dividends are expected to grow at the rate of 5% per year.
The risk-free rate is 3%. What is the expected return to the market? (2 Marks)

c) A public company’s shareholders expect to receive a dividend one year from now of $20
per share. Immediately after the dividend payout, analysts are expecting that the stock
will trade at $244 per share. If the investors have a required rate of return of 20%, what is
the current value of the stock? (1 Marks)

9. a) An analyst is comparing two bonds, each with a two-year maturity and a face amount of
$ 100,000. Although both bonds have a yield to maturity of 7.0%, Bond A has a coupon of
6% and Bond B has a coupon of 8%. Assuming that both bonds have annual interest
payments, the prices of both Bond A and Bond B are closest to and 
respectively. (2 Marks)

b) A preferred stock is sold for $101 per share, has a face value of $100 per share,
underwriting fees of $5 per share, and annual dividends of $ 10 per share. If the tax rate is
40%, the cost of funds (capital) for the preferred stock is . (2 Marks)

c) The following information was obtained from a company’s financial statements.
Particulars Beginning of the Year End of the Year
Accounts receivable 2,140 3,060
Accounts payable 3,320 3,680
Total sales for the year were $85,900, of which $62,400 were credit sales. The cost of
goods sold was $24,500. The company's payable turnover was. (1 Marks)

************************
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I. Answer any THREE of the following : (3x16= 48 Marks)

1 • The following table gives the weekly wages(in'00Rs)of 120 workers in a

factory.Find the modal age.______________________________________

weekly

wages
20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

Frequency 4 5 12 23 31 30 8 5 2

2. Solve the following TP.I II A B I c ai

W1 II 4 8 8 761IW21 16 24' 16 82 |

W3 || 8 16 I 24 771bj I
72 102 I 41 I

3. Solve the following LPP

Maz Z=x-2y
s.t
-x+y<1

6x+4y>24
0<x<5
2<y<4

x,y>0

4. The following table gives agricultural production index (X) and the index of

wholesale prices (Y) in 8 years.

(i) Find the correlation coefficient between X and Y. Interpret the result.

B.Com


(ii) Find the regression equation of wholesale price index on the agricultural

production index.
(iii) Obtain the estimate of wholesale price index when the agricultural production

index is 125.

II. Answer any THREE of the following : (3x8= 24 Marks)

5. In two examinations, six candidates are ranked as follows.Find the coefficient of

Heights(cms) 166 167 168 169 170 171 172

No.of

students
3 6 9 13 8 5 4

7. Define Histogram and discuss its concept in Statistics.

10. Define Mode.

(4x2= 8 Marks)

11- In a bivariate data the variances of the variables are 49 and 81. The covariance is

-12. Find the coefficient of correlation.

12. Define a basic variable.

13. Write the mathematical formulation of AP.


