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FINANCIAL ACCOUNTING–III — GENERAL
Seventh Paper

(A-31-G)

(Accounting and Finance Group)

Full Marks : 100

Candidates are required to give their answers in their own words
as far as practicable.



Balance Sheet Head

Provision for Taxation

Fixed Assets

(Treatment) 

Gross Profit

General Expenses.

Contingent Assets 
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Accounting Theory Accounting Practice

Fair Value Accounting

Common size Financial Statement Comparative Financial Statement

Common size Financial Statement



April 1, 2018 Roy Bros. Roy & Roy Pvt. Ltd. July 1, 2018
31.03.2019 Transfer entry 

` . ` .

Gross Profit 90,000 Rent and Rates 12,000

Carriage Outward 3,300 Directors’ Fees 18,000

Travellers’ Commission 7,500 Preliminary Expenses 5,200

Office Salaries 21,000 Depreciation on Fixed Assets 25,000

Administrative Expenses 19,900

Other information :
The gross profit ratio is constant and monthly sales in April 2018, February 2019 and March 2019
are double the average monthly sales for remaining months of the year.
Preliminary Expenses are to be written-off.
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31.03.2019 

Equity share capital - 50,000 shares of ` 10 each fully paid.

9% Preference share capital - ` 2,00,000

Reserve and Surplus - ` 1,50,000

10% Debentures - ` 3,00,000

Assets include a non-trade investment of ` 1,50,000

Average profit before tax for last three years is ` 1,40,000 (including income from non-trade
investment of ` 10,000 on an average)

Rate of income tax is 30%

Fair return on capital employed is estimated at 10%

3 Super Profit 

 Assets Backing 

Omega Ltd.

Particulars 2017-18 2018-19 2017-18 2018-19

Revenue from Operations ` 8,00,000 ` 11,20,000 Other income ` 80,000 ` 1,00,000

Cost of Materials Consumed ` 4,00,000 `  5,00,000 Other expenses ` 20,000 `   24,000

Employee benefit expenses `   60,000 `    78,000 Income Tax rate 40% 40%

Comparative Statement of Profit and Loss 

Please Turn Over
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31.03.2019 H Ltd. S Ltd. Balance Sheet

Particulars H Ltd. S Ltd.
Amount (`) Amount (`)

I. EQUITY AND LIABILITIES :

1. Shareholders’ Funds :

(a) Share Capital : ` 10 each fully paid 1,00,000 50,000

(b) Reserve and Surplus

(i) General Reserve 60,000 40,000

(ii) Surplus in Statement of Profit and Loss 40,000 30,000

2. Current Liabilities :

Trade Payables 70,000 40,000

Total : 2,70,000 1,60,000

II. ASSETS :

1. Non-current Assets :

(a) Property, Plant and Equipment : Tangible Assets 1,50,000 1,20,000

(b) Non-current Investments : Investment in
  4,000 shares of S Ltd. 68,000 –

2. Current Assets :

(a) Inventories 30,000 18,000

(b) Trade Receivables 20,000 12,000

(c) Cash and Cash Equivalents 2,000 10,000

Total : 2,70,000 1,60,000

Additional Information :

(a) H Ltd. acquired the shares in S Ltd. on April 1, 2018.

(b) On April 1, 2018 balances of Reserve and Surplus in Statement of Profit and Loss in the books of
S Ltd. stood at ` 20,000 and ` 10,000 respectively.

(c) Trade Payables of S Ltd. includes ` 4,000 payable to H Ltd.

H Ltd. S Ltd. 31.03.2019 
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‘Minority Interest’ 

Unrealised Profit 

31.03.2019 H Ltd.

  Balance Sheet of H Ltd. as at March 31, 2019 Notes to Balance Sheet (includes)

Particulars Note ` Particulars `
No.

I. EQUITY AND LIABILITIES : 1. Share Capital
1. Shareholder’s funds : Equity shares of

(a) Share Capital 1 5,00,000 ` 10 each fully paid 5,00,000
(b) Reserve and surplus :

Balance in Statement of
Profit and Loss (1,00,000)

2. Current liabilities :
(a) Trade payables : Creditors 1,70,000
(b) Short-term provisions :

Provision for tax 10,000
Total : 5,80,000

II. ASSETS :
1. Non-current assets :

Property, Plant and Equipment :
Tangible assets 1,90,000
Intangible assets (Goodwill) 1,09,000

2. Current Assets :
(a) Inventories 91,000
(b) Trade receivables : Debtors 1,70,000
(c) Cash and Cash equivalents 20,000
Total : 5,80,000

(a) to reduce the equity shares of ` 10 each to ` 4 each fully paid.
(b) to write off the losses and goodwill.
(c) to provide 30% on Debtors for doubtful debts.

Narration 
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Amalgamation Absorption

A Ltd. B Ltd. absorbed B. Ltd. 
(i) Cash @ ` 5 per share for 10,000 shares of ` 10 each issued by A Ltd.
(ii) Issue two shares of ` 20 each for every five shares held in A Ltd.

(iii) Discharge ` 1,00,000 12% debenture of A Ltd. at 10% premium by issuing 13% debenture in
B Ltd. at par, and

(iv) ` 20,000 cash to creditors of A Ltd. in final settlement of their account.

AS-14 B Ltd. Journal Entry 

Narration

31.03.2019 Q. Ltd.

Amount (`) Amount (`)

Stock (01.04.2018) 20,000 Share Capital (`10 each) 1,80,000
Building 1,20,000 Sales 4,08,000
Purchases 2,00,000 General Reserve 30,000
Plant and Machinery 1,00,000 Creditors 40,000
Salaries 46,000 Bills Payable 66,000
Debtors 70,000 Long-term Loan 50,000
Bills Receivable 30,000 Interest Received 8,000
Long-term Investment 50,000 Bank Overdraft 18,000
Rent 44,000 Surplus Balance on 01.04.18 32,000
Furniture 30,000
Office Expenses 28,000
Cash in hand 21,000
Cash at Bank 60,000
Interest paid 2,500
Legal Charges 5,500
Goodwill 5,000

8,32,000 8,32,000

Additional Information :
(a) Stock as on 31.03.2019 is valued at ` 40,000.
(b) Charge depreciation @ 10% on all tangible fixed assets.
(c) Provide for income tax @ 30%
(d) Expenses outstanding : Salary- ` 5,000; Rent- ` 4,000.

31.03.2019
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[ English Version ]

The figures in the margin indicate full marks.

Group - A

1. Answer any two questions : 5×2

(a) Distinguish between Reserve Capital and Capital Reserve.

                                             Or,

Mention the head of presenting the following items while drafting Balance Sheet :

(i) Provision for Taxation

(ii) Fixed Assets.

(b) What is Profit Prior to incorporation?

                                     Or,

Mention the treatment for the following items for segregating the profit between pre and post
incorporation period :

(i) Gross Profit

(ii) General Expenses

(c) What do you mean by Holding Company?

(d) What do you mean by Contingent Assets?

(e) What do you mean by Accounting Standards?

                                     Or,

Which body in India issues Accounting Standards?

(f) What do you mean by Goodwill?

                                  Or,

Mention any two occasion when shares are required to be valued.

Group - B

Answer any two questions 15×2

2. What are the differences between Accounting Theory and Accounting Practice?

                                Or,

Write short notes on Maintenance of Capital.

3. Explain the limitation of historical cost accounting.

4. Write a short note on Fair Value Accounting.

Please Turn Over
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5. Distinguish between Common Size Financial Statement and Comparative Financial Statement.

                                       Or,

Mention advantages of Common Size Financial Statement.

Group - C

Answer any one question 30×1

6. Roy & Roy Pvt. Ltd. was incorporated on July 1, 2018 to acquire a running business of Roy Bros. with
effect on April 1, 2018. No entries were made relating to the transfer till March 31, 2019. On that day,
the balances were :

` . ` .

Gross Profit 90,000 Rent and Rates 12,000

Carriage Outward 3,300 Directors’ Fees 18,000

Travellers’ Commission 7,500 Preliminary Expenses 5,200

Office Salaries 21,000 Depreciation on Fixed Assets 25,000

Administrative Expenses 19,900

Other information :

(a) The gross profit ratio is constant and monthly sales in April 2018, February 2019 and March 2019
are double the average monthly sales for remaining months of the year.

(b) Preliminary Expenses are to be written-off.

Prepare a statement showing amount of profit made before and after incorporation. 30
Or,

Following information relate to a company as on 31.03.2019 :
Equity share capital - 50,000 shares of ` 10 each fully paid.

9% Preference share capital - ` 2,00,000
Reserve and Surplus - ` 1,50,000

10% Debentures - ` 3,00,000
Assets include a non-trade investment of ` 1,50,000

Average Profit before tax for last three years is ` 1,40,000 (including income from non-trade
investment of ` 10,000 on an average)
Rate of income tax is 30%

Fair return on capital employed is estimated at 10%
You are required to calculate :

(a) The value of goodwill using three years’ purchase of Super Profit method, and
(b) The value of each fully paid equity share under assets backing method taking the value of the

goodwill as computed in (a) 30
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7. The following information have been extracted from the financial statements of Omega Ltd. :

Particulars 2017-18 2018-19 2017-18 2018-19

Revenue from Operations ` 8,00,000 ` 11,20,000 Other income ` 80,000 ` 1,00,000

Cost of Materials Consumed ` 4,00,000 `  5,00,000 Other expenses ` 20,000 `   24,000

Employee benefit expenses `   60,000 `    78,000 Income Tax rate 40% 40%

Prepare a Comparative Statement of Profit and Loss. 30

Group - D

Answer any one question 30×1

8. The Balance Sheets of H Ltd. and its subsidiary S Ltd. as at 31.03.2019 stood as follows :

Particulars H Ltd. S Ltd.
Amount (`) Amount (`)

I. EQUITY AND LIABILITIES :

1. Shareholders’ Funds :

(a) Share Capital : ` 10 each fully paid 1,00,000 50,000

(b) Reserve and Surplus

(i) General Reserve 60,000 40,000

(ii) Surplus in Statement of Profit and Loss 40,000 30,000

2. Current Liabilities :

Trade Payables 70,000 40,000

Total : 2,70,000 1,60,000

II. ASSETS :

1. Non-current Assets :

(a) Property, Plant and Equipment : Tangible Assets 1,50,000 1,20,000

(b) Non-current Investments : Investment in
  4,000 shares of S Ltd. 68,000 –

2. Current Assets :

(a) Inventories 30,000 18,000

(b) Trade Receivables 20,000 12,000

(c) Cash and Cash Equivalents 2,000 10,000

Total : 2,70,000 1,60,000

Please Turn Over
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Additional Information :

(a) H Ltd. acquired the shares in S Ltd. on April 1, 2018.

(b) On April 1, 2018 balances of Reserve and Surplus in Statement of Profit and Loss in the books of
S Ltd. stood at ` 20,000 and ` 10,000 respectively.

(c) Trade Payables of S Ltd. includes ` 4,000 payable to H Ltd.

Prepare the Consolidated Balance Sheet of H Ltd. with its subsidiary S Ltd. as at 31.03.2019. 30

Or,

(a) Why is it necessary to prepare Consolidated Balance Sheet in case of Holding Company?

(b) What is ‘Minority Interest’ in respect of Holding Company?

(c) How would you treat unrealised profit on transfer of goods from holding company to subsidiary
company in the Consolidated Balance Sheet? 15+8+7

9. Following is the Balance Sheet of H Ltd. as at 31.03.2019 :

  Balance Sheet of H Ltd. as at March 31, 2019 Notes to Balance Sheet (includes)

Particulars Note ` Particulars `
No.

I. EQUITY AND LIABILITIES : 1. Share Capital
1. Shareholders’ funds : Equity shares of

(a) Share Capital 1 5,00,000 ` 10 each fully paid 5,00,000
(b) Reserve and surplus :

Balance in statement of
Profit and Loss (1,00,000)

2. Current liabilities :
(a) Trade payables : Creditors 1,70,000
(b) Short-term provisions :

Provision for tax 10,000
Total : 5,80,000

II. ASSETS :
1. Non-current assets :

Property, Plant and Equipment :
Tangible assets 1,90,000
Intangible assets (Goodwill) 1,09,000

2. Current Assets :
(a) Inventories 91,000
(b) Trade receivables : Debtors 1,70,000
(c) Cash and Cash equivalents 20,000
Total : 5,80,000
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A scheme of internal reconstruction was approved and the directors decided :

(a) to reduce the equity shares of ` 10 each to ` 4 each fully paid.

(b) to write off the losses and goodwill.

(c) to provide 30% on Debtors for doubtful debts.

Pass the journal entries to record the above transactions and prepare the revised Balance Sheet after
implementation of the scheme. Narration not required. 30

Or,

(a) Distinguish between amalgamation and absorption of companies.

(b) A Ltd. is absorbed by B Ltd., B. Ltd. agrees to make the following payments :

(i) Cash @ ` 5 per share for 10,000 shares of ` 10 each issued by A Ltd.

(ii) Issue two shares of ` 20 each for every five shares held in A Ltd.

(iii) Discharge ` 1,00,000 12% debenture of A Ltd. at 10% premium by issuing 13% debenture in
B Ltd. at par, and

(iv) ` 20,000 cash to creditors of A Ltd. in final settlement of their account.

Determine the amount of purchase consideration as per AS-14 and pass the journal entry in the books
of B Ltd. (without narration) 8+10+12

10. Following is the Trial Balance of Q. Ltd. as at 31.03.2019.

Amount (`) Amount (`)

Stock (01.04.2018) 20,000 Share Capital (`10 each) 1,80,000
Building 1,20,000 Sales 4,08,000
Purchases 2,00,000 General Reserve 30,000
Plant and Machinery 1,00,000 Creditors 40,000
Salaries 46,000 Bills Payable 66,000
Debtors 70,000 Long-term Loan 50,000
Bills Receivable 30,000 Interest Received 8,000
Long-term Investment 50,000 Bank Overdraft 18,000
Rent 44,000 Surplus Balance on 01.04.18 32,000
Furniture 30,000
Office Expenses 28,000
Cash in hand 21,000
Cash at Bank 60,000
Interest paid 2,500
Legal Charges 5,500
Goodwill 5,000

8,32,000 8,32,000
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Additional Information :
(a) Stock as on 31.03.2019 is valued at ` 40,000.
(b) Charge depreciation @ 10% on all tangible fixed assets.
(c) Provide for income tax @ 30%
(d) Expenses outstanding : Salary- ` 5,000; Rent- ` 4,000.
Prepare a statement of Profit & Loss for the year ended on 31.03.2019 and a Balance Steet as on that
date. 30


