SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -1

1. Same method of depreciation isfollowed year after year due to consistency.

2. A changein accounting policy isjustified dueto all the three options given in the question.

3. Purchases book records all credit purchases of the goods in trade.

4. A bank reconciliation statement is prepared to know the causesfor the difference between balances
as per bank column of the cash book and pass book.

5. Due to this error, previous year’s profit is overstated and current year’s profit is understated.

6. In the absence of provision in the partnership agreement, profit and losses are shared equally.

7. Going concernisfundamental accounting assumption.

8. Compensating errors are not revealed by trail balance.

9. Woages paid for installation of machinery isacapital item.

10.  If del-credere commission is allowed bad debts will not be borne by consignor, thus not debited to
consignment etc.

11. Discount on issue of debenture is capital lossto be written off over tenure of debentures.

12.  Losson issue of debenturesis treated as other current/non-current assets.

13.  Dividendsare usualy paid as percentage of paid up capital.

14.  Partnerswill get policy amount in the given case.

15.  Profit/Losson revaluation is shared among partnersin old profit sharing ratio.

16. Interest on capital will be paid only from profit of the year in the given case.

17.  Consigner isthe owner of the consignment inventory.

18.  Partiesto joint venture are co-venturers.

19.  Accommodation bill is dream when both parties arein need of funds.

20. Number of units expected to be produced from the use of asset is called as useful life.

21.  Cost conceptisbeing violated by A.

22.  Changeinmethod of depreciation should be done only in situation given in option (C).

23.  Opening stock + closing stock — cost of goods sold = amount of purchase
Or 80,700 + 6,000 — 5,800 = Rs. 80,900
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Annual depreciation under SLM = (original cost —salvage value)/useful life = (1,26,000 — 6,000)/
6 = Rs. 20,000

Cost of goods sold = purchases + freight inward - closing stock = 90,000 + 6,000 — 12,000 = Rs.
84,000

Profit = sales— cost of goods sold = 1,20,000 — 84,000 = Rs. 36,000

Abnormal loss = cost of goods of the goods damaged + consignor’s expenses of the goods damaged-
theinsurance claim received = 1/10 of 3,00,000 + 1/100f 5,000 — 3,000 = 30,000 + 500 —3,000=Rs.
27,500

Cash received on sales — opening stock — expenses incurred by A — expenses incurred by V +
drawings made by V = profit incurred

Or 15,000 — 10,000 — 1,000 — 1,000 + 2,000 = Rs. 5,000
Bank will be credited with full value of the bill i.e. Rs. 20,000

Stock with customers on approval will be shown in the balance sheet at cost price or market price
whichever isless. It will be shown as 3,500 — 800 = Rs. 2,700

Profit after allowing interest on capital will be distributed among A and B intheir profit sharing ratio
32

So A will get 3/5 of 7,800 = Rs. 4,680
And B will get 3/5 of 7,800 = Rs. 3,120

Partners Old ratio New ratio Sacrifice/gain Sacrificing ratio
A 5/8 7/16 5/8-7/16=3/16 A:B=3/16:1/16=3:1
B 3/8 5/16 3/8-5/16 =1/16
C — 4/16 Gain
Particulars Amount Amount
Rs. Rs.
Balance as per cash book (Cr.) (1500)
Add: Chequesissued but not presented 100+ 50 + 125 275
Less: Cheques deposited but not cleared 400 (400)
Balance as per the pass book (Dr.) (1625)

Total cost of a fixed asset = cost of acquiring the asset + all other incidental cost involved in
bringing the asset into working situation
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Amount debited to the car account = purchase cost + repairs+ registration cost + dealers commission
=10,000 + 1,000 + 500 + 1,200 = Rs. 12,700

34.  Purchase return account (cr) under casted by Rs 84 and sales return account (dr) over casted by
Rs 84. Thus the debit side of the trial balance will be Rs 168 more than the credit side.
35. Differenceintria balanceisduetowrong placing of SaariesA/c. Salariesaccount should come
onDr. sideinstead of Cr. side.
36.  Goodwill = (29,600 + 28,700 + 28,900 + 24,000 + 26,800) x 3/5 = Rs. 82,800 Share of D in goodwill
=4/16 x 82,800 = Rs. 20,700
37.  Whenthereisforfeiture of shareswhich areissued at par the share capital account is debited with
the called up value of the shares forfeited.
So the amount to be debited to the share capital account will be 2,000 x 9 = Rs. 18,000
38.  Amount to be transferred to capital redemption reserve account = face value of the shares to be
redeemed i.e.
Rs. 2,00,000 less proceeds from the new issuei.e. Rs. 1,50,000 = Rs. 50,000
39. Premium on redemption = 20% of Rs. 2,00,000 = Rs. 40,000
Amount to be written off every year = 40,000/5 = Rs. 8,000
40.  Let x betheinvoice value of goods sent out
Goodslostintransit will be 1/10 of x = Rs. 12,500
Thus x will be 10 x 12,500 = Rs. 1,25,000
41. Amount of consideration = Rs. 2,00,000
Total amount to be received on issue of debentures at 20% discount = Rs. 2,00, 000
So the actual amount of debentures issued = 200000 x 100/80 = Rs. 2,50,000
42.  Forfeiture account will be credited with the amount already received in respect of the shares
forfeited, hereit will be 30 x 2 = Rs. 60
43.  Shareof Cinpolicy amount = 3/16 x total amount of policy i.e. 3/16 x (25,000 + 20,000 + 51,000)
=Rs. 18,000
44, New profit sharing ratio
Names Old ratio New ratio
A 35 3/5x 4/5=12/25
B 2/5 2/5 x 4/5 = 8/25
C 15
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Now if the total capital after admission is x then
1/5 of x = x —30,000 — 15,000 Or 4/5x = Rs. 45,000 Or x = Rs. 56,250
thus the share of C will be 1/5 of Rs. 56,250 = Rs. 11,250

When theincoming partner isnot bringing goodwill and the goodwill is adjusted through the capital
accounts of the partnersthen NO goodwill will be shown in the balance sheet after admission. Thus
thevaluewill benil.

There is no partnership deed. Thus The Indian Partnership Act is to be applied for settling the
dispute. Interest on loan will be payable at 6% p.a.

Thus 6% on Rs. 80,000 will be the interest on loan = Rs. 4,800

The remaining profit 6,000 — 4,800 i.e. Rs. 1,200 will be distributed among the three partners
equally

Thus Rs. 400 for X, 4,800 + 400 = Rs. 5,200 for Y, and Rs. 400 for Z
Let the cost price be x. Then sale price will be 125% of x

Or 125% of x = Rs. 20,000

Thus x = 20,000 x 100/125 = Rs.16,000

Amount to be paid to C = 35,000 x 98/100 = Rs. 34,300

Amount of the bill endorsed = Rs. 30,000

Hence amount to be settled in cash = Rs. 4,300

Cost of the typewriter = Rs. 1,00,000

Let the sale price be x then profit is 20% of x

Thus cost = x — 20% of x = 1,00,000 or 80/100 x = 1,00,000 or x = 1,00,000 x 10/8 or x = Rs.
1,25,000

Cost of the goods sold = 45,000 x 2/3 x 9/10 = Rs. 27,000

Invoice value of the goods sold = 27,000 + 33.33% of 27,000 = 27,000 + 100/300 x 27,000
=27,000+ 9,000 =Rs. 36,000

Saleprice = 36,000 x 120/100 = Rs. 43,200

Rent paid for 1-1-2009 to 30-9-2009 = 1200 x 9/12 = Rs. 900

Rent paid for 1-10-2009 to 31-12-2009 = 1600 x 3/12 = Rs. 400

Thus rent paid shown in profit & loss account for the year ended 31-12-2009 = 900 + 400 = Rs.
1300
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52.  Sumof theyearsdigit = 5(5 + 1)/2 = 15

Year Depreciable  Depreciation Depreciation Accumulated
base factor expenses depreciation
1 3,00,000 5/15 3,00,000 x 5/15="1,00,000 1,00,000
2 3,00,000 4/15 3,00,000x 4/15= 80,000 1,80,000
3 3,00,000 3/15 3,00,000% 3/15= 60,000 2,40,000
4 3,00,000 2/15 3,00,000x 2/15= 40,000 2,80,000
5 3,00,000 115 3,00,000x 1/15= 20,000 3,00,000

Thus depreciation amount to be charged during the fifth year i.e. 2009-2010 will be Rs. 20,000
53.  Lettheclosing stock be x

Then opening stock = x — 3,000

Average stock = (opening stock + closing stock)/2 = (x + x — 3,000)/2 = x — 1,500 = Rs. 12,000

Thus closing stock i.e. x = Rs. 13,500

54.  Sincethe company isfollowing FIFO method the closing stock i.e. (15 + 20 + 10 - 32) units= 13
unitswill be valued as follows: 10 units from the stock purchased on mark 6 and 3 units from the
stock purchased on mark 4 i.e. 10 units @ 460 per unit + 3 units @ 450/unit = 4,600 + 1,350 =
Rs. 5,950

55. Bank Reconciliation Statement ason 31-3-2012

Particulars Amount Amount
Balance as per cash book(dr) 1,500
Add: cheques issued but not presented 150

Add: dividend collected by bank on behalf of ABC Itd 50

Add: interest paid on behalf of ABC Itd by bank 50 250
L ess. chegques deposited but not cleared 100 (100)
Balance as per the pass book 1,650

56. Purchase return account (cr) under casted by Rs. 1000 and sales return account (dr) over casted
by Rs. 1000. Thus the debit side of thetrial balance will be Rs 2000 more than the credit side.

57.  Amount to be capitalized = 2,50,000 + 19,000
And amount to be expensed off = 25,000 + 5,000 = Rs. 30,000
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58.  Theentry will be:
Cash/bank ...Dr 2100

To accounts receivable from Mohan

2100

59.  Theamount to be debited to share capital account will bethe called up value of the sharesforfeited

i.e. 1,000 x 18 = Rs. 18,000
60.  Calculationof gainingratio

Particulars Old ratio New ratio Gain Gaining ratio
A 2/5 2/3 2/3-2/5=4/15 21
B 2/5
C 1/5 13 1/3-15=2/15
Statement showing the required adjustment for goodwill
Particulars A B C
Right of goodwill before retirement 12,000 12,000 6,000
Right of goodwill after retirement 20,000 10,000
Gain/sacrifice 8,000 12,000 4,000
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -2

1. Book keeping isnot asub-field of Accounting.

2. Revenue from products' sale isrealized at the time of sale.

3. Expenses for an accounting period are recognised on ‘Matching’ principle.

4. Accounting principles, policiesare standardi zed to ensure trangparency, consistency and comparability.

5. Change in accounting estimate means differences between certain parameters estimated (or
restimated) and actual results achieved.

6. Inventory of raw materialsis odd one out. All other three are fixed assets.

7. Double entry system affects two accounts.

8. Quantity of aparticular product sold during the period will not be shown in general ledger.

9. In three column cash book, contra entries are passed.

10.  Forlocating clerica errors, trial balanceis prepared.

11. Present liability of uncertain amount which can be measured by using substantial degree of estimated
isprovision.

12.  Chequesissued but not presented will be added to the Debit balance of cash book in the given case.

13.  FIFOwill shownthehighest value of closing inventory under inflationary conditions (rising prices).

14. P&L A/cis debited in case of downward revaluation of assets in the given case.

15.  Theportion of acquisition cost of asset (to be allocated to P& L A/c) is called Book value.

16.  If decision to dispose of assets has taken place, assets should be indicated in the balance sheet at
NRV.

17.  Petty cash balance is an asset.

18.  Goodslying inthe godown at buyer’srisk should be treated as sales.

19. Therateis 6% as per Indian Partnership Act, 1932.

20. If del-credere commission is alowed for bad debts, consignee will debit bad debts amount to
Commission earned as he has to bear this amount.

21.  Cost concept isviolated in the given case.

22.  Matching concept supportsthe given calculation of profit.
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Premium on redemption = 20% of 2,00,000 = Rs. 40,000
Amount to be written off every year = 40,000/5 = Rs. 8,000

Amount to be transferred to capital redemption reserve account = face value of the shares to be
redeemed i.e. Rs. 2,00,000 less proceeds from the new issuei.e. Rs. 1,50,000 = Rs. 50,000

Let x shares were issued by Ltd.

Total value of sharesat cost plus premium = x (100 + 25) = Rs. 7,50,000

Or 125x=Rs. 7,50,000

Or x=Rs.7,50,000/125 = Rs. 6,000 shares

Dividend will be paid on the amount called up and received i.e. called up value—callsin arrears
Or dividend payable = 15% of (5,00,000—40,000) = 15% of 4,60,000 = Rs. 69,000
Total no. of shares = 80,00,000/100 = Rs. 80,000 shares

Fully paid shares=Rs. 77,500

Shares on which the calsarein arrear = Rs. 80,000 — 77,500 = Rs. 2,500
Cdllsinarrear in amount = Rs. 62,500

Final callson 2,500 shares= Rs. 62,500

Thusfina cal on 1 share=62,500/2,500 = Rs. 25

Let X bethe sdlling price then profit = 20% of x

Cost = sdling price— profit = X — 20% of x = 80% of x

Profit markup = (profit/cost price) x 100 = (.2x/.8x) x 100 = 25%

When any one of the partner diesthelifeinsurance policy money isdistributed among the partnersin the
profit sharingratioi.e.

A : 30,000 x 5/10=Rs. 15,000
B : 30,000 x 3/10 = Rs. 9,000
C: 30,000 % 2/20=Rs. 6,000

Amount to be transferred to B’sloan account will be;

Capita 50,000

Reserve 15,000x2/5 =Rs. 6,000
Goodwill 30,000%x2/5 =Rs. 12,000
Profit on revaluation 7,050x2/5 =Rs. 2820
Totd =Rs. 70,820
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31.  Total capital contribute by C=Rs.25,000
Less: Capital towardsgoodwill = Rs.5,000
Closing capital balance=Rs.20,000

32. When anew partner enters in partnership firm, the old partner sacrifices his share for him, so it isthe
duty of new partner to give goodwill in cash or in any other way to old partner. Under thisproblem, new
partner bring hisshare of goodwill in cashforminthefirm anditistaken by old partner in their sacrifice

ratio.

R pays Rs. 9,000 for goodwill, haf of which iswithdrawn by Pand Q

Withdrawa by Pand Q = 1/2 of 9,000 = 4,500
New profit sharingratio:

Psshae =2/30f3/4=1/2

Qsshae =1/30f3/4=14

P's sacrifice =2/3-1/2=1/6

Q's sacrifice =1/3-1/4=112

Pand Qwill withdraw intheir sacrificing ratioi.e. 2: 1

Thus P withdraws 2/3 of 4,500 = Rs. 3,000 and Q withdraws 1/3 of 4,500 = Rs. 1,500
33.  Since C acquires 1/5" share from A and 1/10" share from B he acquires hissharein theratio /5 : 1/10

ie2:1
Names Old ratio
A 58
B 38
C

Thenewratio=17:11:12

New ratio
17/40
11/40
12/40

34.  Whenthevaueof goodwill isnot givenin the question then hidden goodwill isca culated with reference

to thetotal capita of thefirm and the profit sharing ratio.

Hidden goodwill isthat goodwill the amount of which is not mentioned in the deed, but the amount of
which hasto calculated by capitalisation method or with the help profit sharing ratio.

Thismethod isgenerally used whenthe new partner isunableto bring in hisshare of goodwill whichisat
the sametime unknown. So to cal culate the value of thishidden goodwill wewill follow these steps:

1. Firgt, wewill multiply the capital brought by the new partner with hisreciprocated ratio.

2. Secondly, wetotd up the actual capitals of al the partnersincluding the capital brought by the new

partner as well.
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3 Thenwe deduct the total of actual capitals of al the partners from the assumed capital.
Hidden goodwill = 25,000 x 6— (50,000 + 30,000 + 15,000 + 25,000) = Rs. 30,000

Share of Cinhidden goodwill = 30,000 x 1/6 = Rs. 5,000 which will be shared by existing partnersin 3:
2réatio

So, the capital account of C will show closing balance of 25,000 —5,000 = Rs. 20,000

If thenew partner bringsin cash for hisshareof goodwill, inadditionto hiscapitd, it isknown as premium
method.

Half of the premium = Rs. 5,000

Thusfull premium=Rs. 10,000

Since D'ssharei.e. ¥ of thetotal sharein goodwill = Rs. 10,000
Total vaueof goodwill = 10,000 x 4=40,000

35. Hidden goodwill isthat goodwill the amount of which isnot mentioned in the deed , but the amount of
which hasto calculated by capitalisation method or with the help profit sharing ratio.

Thus Hidden goodwill = 12,000 x 4— (10000 + 20000 + 12000) = Rs. 6,000

36.  Atthetimeof admission of apartner, existing partners have to surrendersome of their sharein favour of
the new partner. The ratio in which they agree to sacrifice their share of profitsin favour of incoming
partner is calledsacrificing ratio. Some amount is paid to the existing partners for their sacrifice. The
amount of compensationispaid by thenew partner to the existing partner for acquiring the share of profit
which they have surrendered in the favour of the new partner.Sacrificing Ratio is calculated asfollows:

Sacrificing Ratio = Existing Ratio—New Ratio

Names Old ratio New ratio Sacrifice/gain
A 58 7/16 5/8-7/16 = 3/16
B 38 516 3/8-5/16=1/16
C 4/16

Thusthe sacrificingratio=3:1

37. Profit after allowing interest on capital = Rs. 7,800 which will be divided among the partnersintheratio
32

Thus profit apportioned to Bill = 3/5 of 7,800 = Rs. 4,680
And profit apportioned to Monika= 2/5 of 7,800 =Rs. 3,120

38.  whengoodsare sent on approval basisthen at theend of thefinancial year thegoodslying with customers
will bevalued at cost or market price whichever isless.

Let the cost price of the 100 articles sent on approval be x
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Thusthe sale price = 1.25x = 20,000
Thusthe cost x = 20,000/1.25 = Rs. 16,000

39. Inthe case of any type of usancebill, if the due date cal culated fallson apublic holiday, the bill will
be deemed to fall due on the previous working day i.e.18" of july in this case.

40.  Whenaperson'sliabilitiesaremorethan hisassetsand heisnot in aposition to pay al of hisdebtswhen
they become due. Such apersonis called insolvent.

When aperson or party isdeclared by court asinsolvent or bankrupt heis considered to be unableto pay
his liabilities. It means, the bills accepted by him will be naturaly dishonored. Generally the amount
received from the estate of insolvent party islessthan theamount duefrom him. The unsatisfied balance
is treated as bad debts.

Total amount due from bonny = Rs. 25,000
Thus when Bonny became insolvent and 50 paise is recovered from Bonny's estate
Amount recovered from bonny = 50% of 25,000 = Rs. 12,500

41. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill before the maturity date arrives, to cancel the old bill and draw anew bill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.

Total amount of thebill = 8,000

Amount paidin cash=4,000

Amount due=4,000

Interest for 3 months @ 12% p.a. = 4,000 x 12/100 x 3/12 = 120

42.  The drawer or holder of the bill may endorse (transfer) the bill in favor of his trades payable for the
clearance of his own debts.

Amount dueto C = 35,000

Amount to be settled at 2% discount = 35,000 x 98/100 = Rs. 34,300
Amount of thebill endorsed = Rs. 30,000

Thus amount to be paid in cash = Rs. 4,300

43. Discounting bills of exchangeis a financia service, where the Bank purchases drawn hills, from the
domestic trade transactions, confirmed in particular with an invoice— with right of recourseto you —
and creditsyou with theamount of thebill of exchangelessdiscount interest and additional costsrelated
to the bill, accrued in advance from the discount date to the bill payment term.

Here amount of thebill = 50,000
Amount to be paid to bank on discounting at 12% pa= 50,000 x 12/100 x 3/12 = Rs. 1,500
Thusamount received from bank on discounting = 50,000 — 1,500 = Rs. 48,500
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The amount of remittance to B will be =48,500/2 = Rs. 24,250
44,  Total sharessubscribed by public =1,00,000 x 80% = Rs. 80,000

Remaining shares purchased by A and B = Rs. 20,000

Shares purchased by A in his profit sharing ratio = 3/5 of 20,000 = 12,000 shares
45, Salesprice=Rs. 2,00,000

Add: drawings= Rs. 5,000

Less: purchase cost = Rs. 1,00,000

Less: trangportation cost = Rs. 10,000

Less: insurance cost = Rs. 5,000

Less: sdling exp. = Rs. 10,000

Thus profit = Rs. 80,000
46.  Sdepriceof the 4/5" goods = Rs. 2,50,000

Cost of 4/5" goods = Rs. 2,00,000

Drawings= 1/5 of 2,00,000—20% of (1/5 of 2,00,000) = 40,000—8,000 = Rs. 32,000

Profit on venture = sale price less purchase cost add drawings = 2,50,000 — 2,00,000 + 32,000 =
Rs. 82,000

47. For goodstaken over by coventurers, joint venture account will be credited by the amount of the goods
taken over i.e. Rs. 15,000 in this case.

48. Remuneration paid for servicesis called commission. Commissionisawayspaid on sales. Here normal
commission = 2% of 70,000 = 1,400

Special commission =20% of (gross sales-all commission-cost of goods sold)

Let specia commission bex

Then x = 20% of (70,000 — 1,400 —x —3/5 x 1,00,000) = 20% of (70,000 — 1,400 — 60,000 —x)
Or x =20%of (8,600—Xx)

Or x =1,720-2x

Or 12 =1,720

Or X =1,433

Thustotal commission=1,433+1,400=Rs. 2,833
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49.  Theamount to becredited to trading account will bethe balance of “ Goods sent on consignment account”
this can be derived asfollows:

Goods sent on consignment

Particulars Amount Particulars Amount
By Consignement A/c
(Rs. 120 x 1,000 Boxes) 1,20,000
To Consignment A/c
(Rs. 20 x 1,000 Boxes) 20,000
ToTradingAlc 1,00,000
1,20,000 1,20,000

50. Remuneration paid for servicesiscalled commisson. Commissonisawayspaid onsaes. Extracommisson
paid to consigneefor timely collection of debsand for bad debtsis called Del creder commission. Since
delcredere commissionisgiven, the consignee will bear the bad debt loss

Thus profit on consignment can be determined asfollows

Consignment a/c

Particulars Amount Particulars Amount
To goods sent on consignment 200,000 By consigneeAlc 210,000
To cash-expenses 5000 By inventory onconsignment 40,000
To consignee A/c-expenses 2,000
To consigneeA/c-ordinary commission 3,000

To consignee A/c-delcrederecommission 2,000
To profit and loss on consignment 33,000
250000 250000
51. Cost of Goods Sold = Sales— Gross Profit.
Cost of Goods Sold = Opening inventory + Purchases + Direct Expenses— Closing inventory
Total cost of goods sent on consignment = Cost of the goods + expensesincurred by the consignor
=1,00,000+ 5,000=Rs. 1,05,000
1/5% of theconsignment istill intransit = 1/5 of 1,05,000 = Rs. 21,000
52. Gross profit = Sales revenue — cost of goods sold
=Rs. 4,00,000-Rs. 3,10,000 = Rs. 90,000
53.  Cost of Goods Sold = Sales* Gross Profit.
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Let x be the cost of goods sold
Then profit = 25% of x
Thussades=x + 25% of x = 1.25x = Rs. 2,000
Or x =2,000/1.25=Rs. 1,600
54. Straight line method depreciates cost evenly through out the useful life of the fixed asset.
Straight linedepreciationiscalculated asfollows:
Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:
Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidua value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidua value.

Useful Lifeisthe estimated time period an asset is expected to be used from the timeit isavailable for
useto thetime of itsdisposal or termination of use.

Since repair on the machinery was made on 1.7.2009 and not before the machinery was put to use and
it wasaso not acapital expenditure, it will not be considered while calculating the cost of the machinery.

Cost of the machinery = purchase price + installation expenses = 1,20,000 + 10,000 = 1,30,000
Depreciation = 10% of 1,30,000 = Rs. 13,000

55.  Tocaculatethegan or lossonthe sae of afixed asset, one hasto figure out the asset’s book vaue up
to the date of sdle.

Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied to the previousyear’ sbook value, to arriveat the current year’ sdepreciation/
book value, which shows adeclining balance, weighted for earlier years, and lower and lower for later
years, as the machine grows ol der.

Letsfind the WDV as on 30-9-2010 of the machinein question

original cost ason 1-3-2009 = 60,000

31-3-2010 depreciation @ 20% pa= 60,000 x 0.2 =Rs. 12,000
31-3-2010 wdv = 60,000— 12,000 = Rs. 48,000

30-9-2010 depreciation for the half year = 48, 000 x 20% x ¥2= Rs. 4,800
30-9-2010 wdv = 48,000—4,800 = Rs. 43,200

30-9-2010 saleprice= 30,000

Thuslosson sale =43,200—-30,000 = Rs. 13,200
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56. L et the cost of goods sold = x
Then sale pricewill be=x + 1/3 of x = 4/3 x = 13,00,000
Thusx = 13,00,000 x 3/4=9,75,000
Thusclosinginventory = opening inventory - cost of goodssold = 12,00,000—-9,75,000 = Rs. 2,25,000
57.  The cost of goods sold = opening inventory + purchases - closing inventory = 1,80,000 + 3,30,000 —
90,000=4,20, 000
Sadles=cogt of goodssold + profit = 4,20,000 + 25% of 4,20,000 = Rs. 5,25,000
58. Chequesissued (not presented) will be added to the balance as per cash book in the given case.
59.  Wagesfor erecting machine should be debited to machinery account.
60.  Amount spent for overhauling of second hand machineiscapital expenditure.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -3

Ledger posting isnot afunction of accounting, itiswork of book keeping.
Manufacturing account isrequired to calculate cost of manufactured goods.
It isan event not a transaction.

Financia statements consider assets and liabilities expressed in money terms.

Balance sheet represents accounting equation.

S T o A

Since we follow dual aspect concept

So either it isincrease in one asset and decrease in other

Or itsincreasein asset and increasein liability

In the asset side:

Increasein fixed asset (car) = 5,00,000

Decreasein cash in hand = 1,00,000

Thustotal increasein asset = Rs. 4,00,000

Intheliabilitiesside:

Increasein billspayable= Rs. 4,00,000

ThusTota assetsincreased by Rs. 4,00,000 with corresponding increasein liabilitiesby Rs. 4,00,000
7. Bad debts recovered are credited to Bad debts recovered amount.

8. Withdrawal by proprietor are debited to drawingsA/c and credited to Cash A/c.

0. Contra entries are passed in three column cash book.

10. Consgnment A/cisnominal asit shows profit/loss.

11. Dueto periodicity concept, life of an enterpriseisdivided into accounting periods (intervals).
12. Accounting policiesrefer to accounting principlesand methods of applying those principles.
13. Dividendsarepaid on paid up capitd.

14. Remaining partners contribute to compensation amount in gaining ratio.

15. Petty cash balance is asset.
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16.
17.
18.
19.
20.

21.
22.
23.

24.

Interest on capital to be paid only from profitsin given case.
Performainvoiceis sent by consignor to consignee.
In the given case, discount charges will be recorded in Memorandum A/c.

Z will be payeeof hill.

Hereprofit margin on saleisgiven and wearerequired to find the profit margin on cost. Thiscan bedone

asfollows:

Let the selling price be x

Then profit = 20% of x =.2x

Thus cost price = selling price — profit = x —. 2x = 0.8x
And the markup on cost will be=0.2/0.8 x 100 = 25%
Conservatism concept isbeing violated in given case.

Objection of auditor isjustified only in Stuation givenin option (C).

Inventory should bevalued at lower of cost or net redlizablevaue. Pricing of inventory assumessignificance

when different lots are purchased at varying prices a different timings.

Sointhiscase

Car Fiat Ambassador Maruti Esteem Maruti 800 Zen
Cost Rs. 90,000 1,15,000 2,75,000 1,00,000 2,10,000
Net redlisable value (Rs)) 95,000 1,55,000 2,65,000 1,25,000 2,00,000
Vaueof inventory 90,000 1,15,000 2,65,000 1,00,000 2,00,000
Totd value= Rs. 7,70,000

Sum of years digits method takes the asset’s expected life and adds together the digits for each year. So
if the asset was expected to last for six years, the sum of theyears' digitswould be obtained by adding:
6+5+4+3+2+1toget atota of 21.Each digitisthen divided by thissumto determinethe percentage
by which the asset should be depreciated each year, starting with the highest number inyear 1i.e. 6in

this case.

Total depreciable Depreciation Depreciation Accumulated
cost rate expense depreciation

1,26,000 6/21 36,000 36,000

(1,26,000 x 6/21)
So Rs. 36,000 isthe depreciation expensesin year 1.
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25.

26.

27.

28.

29.

30.

620

Operating expensesisnot considered in calculation of gross profit .

Thus gross profit = sadles— cost of goods sold = 4,00,000 — 3,10,000 = Rs. 90,000

Closing inventory = opening inventory + purchases— cost of goodssold

Cost of goods sold = x (say) = total sales—gross profit = 80,000 — 25% of 80,000

Or x =80,000—20,000 = 60,000

Purchases = cost of goods availablefor sale— opening inventory = 1,00,000 — 20,000 = 80,000
Thusclosinginventory = 20,000 + 80,000— 60,000 = Rs. 40,000

The venture was entered for purchase and sale of a particular piece of land. So the profit will be
ascertained by deducting purchase price from the sale price asthere are no other expenses givenin the
guestion and the contribution of A and B will be used to determine the profit sharing ratio of the venture.

Thusprofit = 60,000—20,000 = 40,000

When aperson or party isdeclared by court asinsolvent or bankrupt heisconsidered to be unableto pay
hisliagbilities. It means, thebillsaccepted by himwill benaturally dishonored. Therefore, whenitisknown
that aperson hasbecomeinsolvent, entry for the dishonor of thebill of exchange should be passed both
in the books of the drawer and acceptor.

Later on something may be received from hisestate. WWhen the amount has been received casdh account
will be debited and the personal account of the person will be credited.

Here 40 p per rupee has been recovered . thus amount recovered will be 40% of 50,000 = Rs. 20,000
Averageinventory = (opening inventory + closing inventory)/2 = 12,000

Or (openinginventory + closing inventory) = 12,000 x 2 = 24,000 - Q)
Given closing inventory = opening inventory + 3,000

Closinginventory —opening inventory = 3,000 )
Adding (1) and (2)

2closinginventory = 27,000

Closinginventory = 27,000/2 =Rs. 13,500

Stepsto befollowed:

(@  Determinethe normd rate of returni.e. 15%

(b)  Find out the average profit of the partnership firm. Inthiscaseit isRs. 12,00,000
(c0 Determinethecapita employedi.e. 8,00,000

(d)  Findout the normal value of the business by dividing average profit by normal rate of return. In
thiscaseit would be 12,00,000/15% = 80,00,000
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(e) Deduct average capitd employed from the normal value of businessto arrive at goodwill. Here
goodwill will be=80,00,000—8,00,000= Rs. 72,00,000

31.  Thesacrificing ratio is the ratio which indicates the sacrifice made by the old partnersin their profit
sharing to bring in the new partner. Below table shows the calculation of the sacrificing ratio.

Partners New share Old share Sacrificing ratio
A 7116 58 5/8—-7/16=3/16
B 516 38 3/8-5/16=1/160r3:1
C 4/16
32. Bank reconciliation statement ason ...
Particulars Amount Amount
Balance as per cash book (Cr) (1,500)
Add:
Chequesissued but not presented for payment 100+50+ 125 275
Less.
Chegues deposited but not cleared 400 (400)
Balance as per pass book (Dr) (1,625)

33.  Thecost of adepreciable asset is made up of:
o The net cost of the asset.
° The cost of dite preparation.
° Initial delivery and handling costs.
o Installation costs.

° Professional fees (architects and engineers etc) relating to having the asset in place and ready to
work.

° Other cost incurred to make the asset work, i.e. computer software for a computer.

° Capitad improvements made after the initial purchase (not to be confused with repairs and
mai ntenance).

° In summary, the cost of acquisition includesthe purchase cost plusany reasonable costsincurred
in placing the asset into aposition whereit isready for use.

The amount debited to machinery account will be
Purchase cost + transportation cost + installation cost = 10,000 + 1,500 + 1,200 = 12,700
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34. Sales = opening inventory + purchases|essreturn + gross profit —closing in ventory
Let salesbe x=22,000+ 1,10,000 + 20% of x —25,000
Or x =1,07,000 + 20% of x
Or X —20% of x =1,07,000
80% of x=1,07,000
x=1,07,000 x 100/80=Rs. 1,33,750

35.  Thedifferenceisduetowrong placing of salariesA/c. SaariesA/c should have comeon Dr. sideinstead
of Cr.

36. Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The average is then multiplied by the agreed number of years.

Goodwill = Average Profits x Number of years of Puchase

Before cal culating the average profitsthe following adjustments should be madein the profits of thefirm:
(@&  Anyabnormd profits shoulld be deducted from the net profits of that year.

(b)  Any abnormal loss should be added back to the nat profits of that year.

(c)  Non operating incomes eg. income from investments etc should be deducted from the net profits
of that year.

Hereaverage profit of last 5 yearswill be (85,000 + 90,000 + 70,000 + 1,00,000 + 80,000)/5 = 85,000
Agreed number of years = 3 years
Thusgoodwill =85,000 x 3=Rs. 2,55,000

37. Abnormal Loss: It refersto the abnormal loss of stock duetofire, theft or accident. If any abnormal loss
isthere, goods destroyed will be credited to the Trading Account and will be debited to P& L account
after adjusting insurance claim and salvage val ue because the Trading Account i s prepared under normal
conditions of the business and has no place for abnormal instances.

Grossprofit = sales— cost of goods sold (COGS)

Let COGS =xthen

Or 4/3 of x =2,00,000

Or x=1,50,000

Or Grossprofit=1/3 of 1,50,000=50,000

Closing inventory = opening inventory + purchases + gross profit — sales— goods destroyed =
80,000 + 1,60,000 + 50,000—2,00,000— 30,000 = Rs. 60,000
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38.  Trading account disclosesthe gross profit and grossloss and for thisit only records the sales and direct

cost of goods sold. Following isthetrading account for the given question :
Trading account for the year ended...
Particulars Amount  Particulars Amount
Toopeninginventory 20000 By sdes 1,40,700
To purchases 85800 By closnginventory 18,000
To carriage on purchases 2,300
Togrossprofit 50,600
158,700 1,58,700

39.  Thesharesarebeingissued at apremium thusthe value of each shareissued will be 100 + 25=Rs. 125
Total value of assets acquired = 7,50,000
Number of sharesissued = total value of sharesacquired/va ue per share=7,50,000/125 = 6,000 shares

40. Invoice value of the goodslost = 1/10" of the total invoice value of the goods sent = 12,500
Thustotal invoice vaue of the goods sent = 12,500 x 10 = Rs. 1,25,000

41.  Thedebenturesare being issued at adiscount thusthe value of each debenturewill be 100—20=Rs. 80
Total value of machinery purchased = 4,00,000
Number of debenturesissued in consideration =total value of machinery purchased/val ue per debenture
=4,00,000/80 = 5,000 debentures
Thus the actual value of the debentures issued = 5,000 x 100 = Rs. 5,00,000 should be credited to
debentures account.

42. Premium on redemption = 20% of 5,00,000 = Rs. 1,00,000
Amount to be written off every year = 1,00,000/10 = Rs. 10,000

43.  When anew partner isadmitted in the firm, the existing/old partners have to sacrifice, what isgiven to
thenew partner, from their future profits, the reputation they have gained in their past effortsand theside
of capita they have taken before. The new partner when admitted, has to compensate for al these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of thenew partner, it isnecessary to account the valuation of goodwill in
thefirm.
If the new partner brings in cash for his share of goodwill, in addition to his capitdl, it is known as
premium.
The premium brought in by Z in the above case = Rs. 4,500 which equalsto hissharein thefirm which
is1/6
Thusthetotal value of goodwill of thefirmwill be4,500 x 6 = Rs. 27,000
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44, Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The average is then multiplied by the agreed number of years.

Goodwill = Average Profits x Number of years of Purchase
Here average profit of last 3 yearswill be (42,000 + 39,000 + 45,000)/3 = 42,000
Agreed number of years = 2 years
Thusgoodwill = 42,000 x 2= Rs. 84,000
45.  When the company hasthe debenturesin Financial statements with entitlement to interest.
Interest will accrue on atimely basis e.g. Month to month or period to period.
However the so accrued will become accrued and due on the said due dates.

If the company has to prepare the financial statements, it has to provide for the interest expense up to
that period and show it under interest accrued but not due.

Here haf yearly interest gets due on 30" Jun and we are closing books on 31% march. Thus interest
accrued but not due will befor 3 monthsi.e. from 1 April 2010 to 30" Jun 2010

Or interest accrued but not due = 20,00,000 x 14% x 3/12 = Rs. 70,000 will be shown under current
lidhilities.

46. Profit on venture can be ascertained by deducting the purchase cost and all expenses from the sales
proceeds. Here commission to the partners are al so considered as expenditure. Thus profit on venture =

sale proceeds— purchases—commissionto A —commissionto B = 2,50,000—2,00,000— 1% of 2,00,000
—5% of 2,50,000 = Rs. 35,500.

47. Straight line method depreciates cost evenly through out the useful life of the fixed asset.
Straight linedepreciationiscalculated asfollows:
Depreciation per annum = (Cost — Residua Vaue) / Useful Life
Where:
° Cost includestheinitia and any subsequent capital expenditure.

° Residua Vaue is the estimated scrap value at the end of the useful life of the asset. As the
residual value is expected to be recovered at the end of an asset’s useful life, thereisno need to
chargethe portion of cost equaling theresidua value.

° Useful Life is the estimated time period an asset is expected to be used from the time it is
availablefor useto thetime of itsdisposal or termination of use.

Sincerepair on the machinery was made on 1.7.2010 and not before the machinery was put to use and
itwasaso not acapital expenditure, it will not be considered while cal culating the cost of the machinery.

Cost of the machinery = purchase price + ingtal lation expenses = 1,20,000 + 10,000 = 1,30,000
Depreciation = (1,30,000—5,000)/5 = Rs. 25,000
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48. The drawer or holder of the bill may endorse (transfer) the bill in favor of his trades payable for the
clearance of his own debts. A bill of exchange is a “negotiable instrument” i.e. a document which is
transferable by delivery without notice to the party liable (drawee).

Total amount to be settled = 35,000

Amount to be settled after discount = 35,000 x 98% = Rs. 34,300
Value of thebill endorsed = 30,000

Thus amount to be settled in cash = 34,300 — 30,000 = Rs. 4,300

49.  Total cost of therice= purchasecost + carriageinward + insurance expenses= 2,00,000 + 2,000 + 3,000
=Rs.2,05,000
1/5" inventory was taken over by B on cost will be equal to 1/5" of 2,05,000 = Rs. 41,000

50.  Whengoodsare sent on gpprova basisthen at theend of thefinancial year the goodslying with customers
will bevalued at cost or market pricewhichever isless. Thus goodslying with customerswill be 55,000
x 2=Rs. 1,10,000

51. Expense must be recorded in the accounting period in which it isincurred. Therefore, prepaid expense
must be not be shown as expense in the accounting period in which it is paid but instead it must be
presented as such in the subsequent accounting periodsin which the servicesin respect of the prepaid
expense have been performed.

Thus electricity expenses paid for the current year will be shown in the profit and loss account.
Electricity charges paid = 1-1-2009 to 30-9 -2009 + 1-10-2009 to 31-12-2009 = 2,400 x 9/12 + 3,200 x
3/12=1,800+ 800 = Rs. 2,600

52. Invoice value = cost + markup
Invoicevalue=2,00,000 + 20% of 2,00,000 = 2,00,000 + 40,000 = Rs. 2,40,000

53. On the degth of a partner, The representatives are entitled to Share of profit upto the date of death.
Thussharein profitsfor the period 1st April 2010 to 30th June 2010 to be credited to D’sAccount will be
calculated asfollows:

Profit for the period will be 24,000 x 3/12=6,000
Shareof D in profit = 4/16 of 6,000=Rs. 1,500

54, Invoicevalueof goodssold = 4/5 of 2,00,000 = 1,60,000
Salesvaue=1,76,000
Surplusof salesaboveinvoicevaue=1,76,000—1,60,000 = Rs. 16,000
Thus commission = 2% of 1,60,000 + 10% of 16,000 = 3,200 + 1,600 = Rs. 4,800
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55. Bank Reconciliation Statement ason 31-3-2012

Particulars Amount Amount
Balance as per cash book (dr) 1500
Add:

Chequesissued but not presented 150

Dividend collected by bank on behaf of ABC Ltd. 50

Interest allowed by bank 50 +250
Less. -

Cheques deposited but not cleared 100 (100)
Balance as per the pass book 1650

56. In the given case, total of Dr. side of trial balance will be Rs.2,000 more than Cr. Side.

57. If thecapital of thenew partner isgiven, theentire capital of thenew firmwill bedetermined onthebasis
of thenew partner’scapita and hisprofit sharing ratio. Thereforethe capital of other partnersisascertained
by dividing thetotal capital inthe new profit sharing ratio.

New profit sharing ratio

Names Old ratio New ratio

A 58 5/8 x 4/5=1/2
B 38 3/8x4/5=3/10
C 15

Capitd of Z =1,20,000 whichis 1/5" of thetotal capital
Thus capital balance of X and Y will be

Capital of X =1,20,000 x 1/2x 5=23,00,000

Capital of Y =1,20,000 x 3/10x 5=1,80,000

58. For journal entry for renewal inbooksof A will be, BR and cashwill bedebited and L and interest will be
credited. Thus option (A) is correct.

59.  When sharesissued at par are forfeited the accounting treatment will be asfollows:

0] Dehit Share Capital Account with amount called up (whether received or not) per shareuptothe
time of forfeiture.

(i)  Credit Share Forfeited A/c with the amount received up to the time of forfeiture.

(i)  Credit ‘Unpaid Cals A/c’ with the amount due on forfeited shares. This cancels the effect of
debit to such calls which take place when the amount is made due.
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So theamount to be debited to share capital account will be=total number of sharesforfeited x called up
value of each share = 2,000 x 9 = Rs. 18,000

60.  Atthetimeof retirement of apartner an adjustment is necessary in respect of the goodwill. the retiring
partner isentitled to hisshare of goodwill inthefirm. In absence of agreement goodwill isto bedistributed
inthe profit sharing ratio.

Thusthe contribution of X and Z to compensate Y will be
Y’ssharein goodwill = 30,000 x 2/5= 12,000
X’scontribution = 12,000 x 2/3= 8,000

Z'scontribution= 12,000 x 1/3=4,000
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11.
12.
13.
14.
15.
16.

17.
18.
19.
20.
21.
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SECTION —A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT —4

Opening inventory consistsof Raw Materials, Work in progress and Finished goods.

Closing inventory isshownin Trial Balance and not opening in case of adjusted purchases being shown
intrial balance.

Owners, Management and employees are internal users. Govt. isexternal user of financial statements.
As per Business entity concept, Businessis separate and distinct from the providers of Capitd.

As per going concern concept, fixed assets are acquired for usein the businessfor earning revenuesand
are not meant for sale.

Type of entries mentioned in the question are called compound journal entries.

Inthegiven case, balance as per pass book will be more than the balance as per cash book by amount of
unpresented cheque.

Errors(if noticed) should be rectified without waiting the accounting year to end.
Drawer, Drawee and Payee dl are parties to bill of exchange.

All expenditures and receipts of revenue nature go to either trading or P& L A/c.
Credit not is sent to customer when he returns the goods.

Noting chargesare paid at time dishonour of hill.

Depreciation of fixed asset is revenue.

Interest on drawingsisgain for business.

The transaction would affect both A and B.

Dep. is charged by alocating depreciable cost in proportion of annual output to the life time output is
Production unitsmethod.

A bill drawn outside Indiaon person resident in Indiaisforeign bill.

General Reserveat time of admission of new partner istransferred to the old partner’s Capital accounts.
A suspenseA/c facilitates preparation of Financial Statements even when Trial Balance has not tallied.
Recording of transactionsin ledger iscalled posting.

The referred norms are called Accounting Standards.
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22. In the given case, the treatment by auditor isjustified due to Historical cost concept.

23.  Mr. A darted hisbusiness on 1% Jan 2009 with cash thus there was no opening inventory and hence the
opening inventory to be shown intrial balance of Mr. A for the year will benil.

24.  The provision created to cover the next year’s bad debt expense out of the current year's debtors is
known as provision for bad debts. The provision for bad debt is calculated on the debtors balance
obtained after deducting the bad debt written off.

The provision created to cover the expense of discount that may be allowed to the debtors during the
coming year whenthey pay their debt ontime. The provision for discount on debtorsiscal culated onthe
debtors balance after deducting the bad debt and the provision for bad debt amount.

Thus provision for doubtful debt = 5% of (55,200—200) = Rs.2,750

25.  According to annuity method, the purchase of the asset concerned isconsidered an investment of capital,
earning interest at certain rate. The cost of the asset and a so interest thereon are written down annually
by equal installmentsuntil the book value of the asset isreduced to nil or itsbread up value at theend of
itseffectivelife. Theannual chargeto be made by way of depreciation isfound out from annuity tables.
Theannual chargefor depreciation will be credited to asset account and debited to depreciation account,
whiletheinterest will be debited to asset account and credited to interest account.

Thus depreciation to be charged = asset value x the annuity = 40,000 x .230975 = Rs. 9,239

26. Under the diminishing balance method or Written Down Value M ethod, depreciation according to afixed
percentage cal culated upon the original cost (in the first year) and written down value, (in subsequent
years) of an asset, iswritten off during each accounting period over the expected useful life of the asset.
Under this method, the rate of depreciation remains constant year after year whereas the amount goes
on decreasing.

Let the cost of the asset when purchased be x

1 gpril 2007 Cost of machine X

31-3-2008 Depreciation @10% Ax

31-3-2008 wadv 9x

31-3-2009 depreciation@10% 10% of .9x = .09x

31-3-2009 wdv 9x —.09x = .81x

31-3-2010 depreciation@10% .081x

31-3-2010 wadv .81x—.081x =.729x = 72,900
S00.729x = 72,900

X = Rs. 1,00,000 = the cost of the machine

27. When the company hasthe debenturesin Financia statementswith entitlement to interest. Interest will
accrue on atimely basis e.g. Month to month or period to period.
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However it will become accrued and due on the said due dates. If the company has to prepare the
financial statements, it hasto providefor theinterest expense up to that period and show it under interest
accrued but not due.

Interest from 1-5-2009 to 30-9-2009 i.e. for 5 months from the date of issue of debentures = 7% of
40,00,000x 1/2x5/6=1,16,667

Interest from 1-10-2009 to 31-3-2010 = 7% of 40,00,000 x 1/2 = 1,40,000

Total interest to be debited to profit and lossfor the year ended 31-3-2010 will be=1,16,667 + 1,40,000
=Rs. 2,56,667

28. A Company can't issue redeemable Pref. Shares for a period exceeding 20 years (if not issued for
infrastructure projects).

29.  Whenissueisover-subscribed, the company will haveto alot to each applicant according to the number
of shareapplied by him. The excessapplication money isadjusted towardsthe sum due on allotment. Pro
rataactually means‘in proportion’.

Sotheproportioninwhichtheshareswill beallted =total sharesallotted/total sharesapplicationsreceived
=10,000/14,000=5/7

F applied for 420 shares so the total shares allotted to him will be =420 x 5/7 = 300 shares
So excess gpplication money received from F = (420 —300) x 2 = Rs. 240
30.  When sharesissued at par areforfeited the accounting treatment will be asfollows:

0] Dehit Share Capital Account with amount called up (whether received or not) per share up tothe
time of forfeiture.

(i)  Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i)  Credit ‘Unpaid Cdls A/c’ with the amount due on forfeited shares. This cancels the effect of
debit to such calls which take place when the amount is made due.

So theamount to be debited to share capital account will be=total number of sharesforfeited x called up
value of each share=200 x 8 = Rs. 1,600

31 On the death of a partner, the representatives are entitled to Share of profit upto the date of death.

Thus sharein profitsfor the period 1st April 2010 to 30th June 2010 to be credited to D’s Account will
be calculated asfollows:

Estimated Profit for the period based on last year’s profit will be 24,000 x 3/12 = 6,000
Share of D in profit = 4/16 of 6,000 = Rs. 1,500

32. Whengoodsare sent on gpprova basisthen at theend of thefinancia year the goodslying with customers
will bevalued at cost or market pricewhichever isless. Thus goodslying with customerswill be 55,000
x 2=Rs. 1,10,000.

33. The cost of adepreciable asset is made up of:
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o The net cost of the asset.

° The cost of site preparation.

° Initia delivery and handling costs.
o Installation costs.

° Professiona fees (architects and engineers etc) relating to having the asset in place and ready to
work.

o Other cost incurred to make the asset work, ie computer software for a compuiter.

° Capital improvements made after the initial purchase (not to be confused with repairs and
maintenance).

In summary, the cost of acquisition includes the purchase cost plus any reasonable costs incurred in
placing the asset into a position whereit is ready for use.

So the amount debited to car account will be = purchase cost + initia repairs + registration + dedlers
commission= 10,000+ 1,000+ 500+ 1,200=Rs. 12,700

34. If noting chargesare paid by thebank (if thebill hasbeen discounted) it will berealised by the bank from
the drawer, who will charge it from drawee.

Thusthe bank will deduct from A’s bank balance the amount of the bill plus noting charges.
i.e. 12,000+ 20=Rs. 12,020
35. Cost of the goods sold = 40,000
Sdleprice of the goods sold = 50,000
Profit on sale = 50,000 —40,000 = 10,000
Profit margin on cost = profit/cost x 100 = (10,000/40,000) x 100 = 25%
Cost of the goods taken over by B = total goods— goods sold = 42,500 — 40,000 = 2,500
Amount at which the goods are taken over by B = 2,500 + 25% of 2,500 = 2,500 + 625 = Rs. 3,125

36.  Whenever partners withdrew money from the partnership firm for their private purpose it could be
termed asdrawings. Interest is charged on drawings for the reason that the amount has been withdrawn
by the partners without allowing it for being used for the purpose of the business. Where the Drawings
aremadeat regular intervals, all the drawings are converted to an equivalent of drawingsfor aspecified
period and interest is calculated thereon.

Drawings of X at the end of each month =
Interest on drawings=5%of 200 x (11+10+9+....+3+ 2+ 1)/12
=5% of 200 x (11(11 + 1)/2)/12 = 5% of 13,200/12 = Rs. 55

37. Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The average is then multiplied by the agreed number of years.
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Goodwill = Average Profits X Number of years of Purchase
Average profit of thelast four years = (18,000-8,500 + 30,000 + 16,500)/4 = 14,000
Goodwill = 14,000 x 1Y/, yrs. = Rs. 21,000

38.  When sharesissued at par are forfeited the accounting treatment will be asfollows:

0] Debit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i)  Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i)  Credit ‘Unpaid Cals A/c’ with the amount due on forfeited shares. This cancels the effect of
debit to such calls which take place when the amount is made due.

Thusamount to be credited to the share forfeited account = no. af sharesallotted to A x amount received
by A =100 x 6 = Rs. 600

39. BRSason 31-3-2012

Particulars Amount Amount
Balance as per cash book (dr) 5,000
Add:

Chequesissued but not presented 2,000 2,000
Less:

Cheques deposited but not cleared 1500

Wrong debit by bank 20 (1,520)
Baance as per the pass book (cr) 5480

40. When the company has the debenturesin Financia statementswith entitlement to interest.
Interest will accrue on atimely basis e.g. month to month or period to period.
However the so accrued will become accrued and due on the said due dates.

If the company has to prepare the financial statements, it has to provide for the Interest expense up to
that period and show it under interest accrued but not due.

Amount of interest accrued on 31% Dec. will befor the period Oct. to Dec. = (6% of 30,000) x 3/12=Rs.
450

41.  The provision created to cover the next year’s bad debt expense out of the current year’s debtors is
known as provision for bad debts. This provision is created on the debtors after deducting the current
year's bad debt.

Accountsreceivable = 30,000
L essfurthur bad debts = 3,000
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Provision for bad debts = 10% of (30,000 —3,000) = Rs. 2,700

42.  Thedrawings are usualy made by the partners at regular intervals. Thus, the interest on drawingsis
calculated with reference to the time period involved.

Monthly/quarterly drawingsmethod: If uniform amount iswithdrawn at eachtimeand theinterva between
twowithdrawalsalsoisuniform. Insuch acaseinterest on drawingsiscal culated with monthly drawings
method. Time period inthismethod iscalculated asfollows:

When drawings are for 12 months period and at the beginning of each month = Total drawings x Rate/
100 % 6.5/12

Sointerest on drawings of A will be= 1,000 x 12 x 10/100x 6.5/12 = 650
And interest on drawings of B will be=500 x 12 x 10/100x 6.5/12 = 325
Total interest on drawings= 650 + 325 = Rs. 975
43. Profit of thefirm before allowing interest on capital = Rs. 3,900
Interest on capital of A =5% of 40,000 = Rs. 2,000
Interest on capital of B =5 % of 25,000 = Rs. 1,250
Profit after interest = 3,900 — 2,000 — 1,250 = Rs. 650
The profit sharing ratioof Aand B is3: 2
Thus profit shared by A = 650 x 3/5=Rs. 390
And profit shared by B = 650 x 2/5 = Rs. 260
44,  Theexpenditure will shown as prepaid expensein Financial statementsfor the year ended 31.12.09.

45. Sometimes, acceptor of abill finds himsalf unable to meet his acceptance on the due date. So he may
approach the drawer of the bill beforethe maturity date arrives, to cancel the old bill and draw anew hill
with extended date. The acceptor in thiscasewill of course haveto pay interest for the extended period.

Tota amount of thebill = 8,000
Amount paid in cash = Rs. 2,000
Amount due=Rs. 6,000
Interest for 3 months @18%pa = 6,000 x 18/100 x 3/12 =Rs. 270
Theamount of renewed bill will be=6,000 + 270=Rs. 6,270
46. Straight line method depreciates cost evenly throughout the useful life of the fixed asset.
Straight linedepreciationiscalculated asfollows:
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Depreciation per annum = (Cost — Residua Vaue) / Useful Life
Where:
Costincludestheinitia and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, thereis no need to charge the portion of
cost equaling theresidual value.

Useful Lifeisthe estimated time period an asset is expected to be used from the timeit isavailable for
useto thetime of itsdisposal or termination of use.

Cost of the machinery = purchase price + installation expenses + carriage = 50000 + 2000 + 4000 = Rs.
56,000

Depreciation = (56,000 —6,000)/10 = Rs. 5,000

47. Partners are entitled to receive interest at an agreed rate of interest on any Loan given by them to the
firm. Interest on Loan isacharge against profits so a partner isentitled to receive interest whether there
are profits or not. If there is no agreement regarding the rate of interet, it istaken as 6% p.a

So asnothingismentioned in the deed of partnership regarding theinterest onloan sointerest on Gopa’'s
loan will be paid at 6% pa.

Interest on Gopal’sloan will be= 6% of Rs. 12,000 = Rs. 720
48. Interest ispaid on capital for thereason that it hasbeen used for the purpose of the partnership business.

Sincethe capita was contributed on 1 July, 2009 and the books are being closed on 31% Dec. 2009. Thus
interest on capital will be calculated for half ayear:

For A = 40,000 x 10% % 6/12 = 2,000
For B =50,000 x 10% x 6/12 = 2,500
Sototd interest on capital will be=Rs. 4,500

49, Under this method Goodwill is calculated on the basis of Super Profitsi.e. the excess of actua profits
over the average profits.

For ca culating Goodwill:

(i) Normal Profits= Capital Invested x Normal rate of return/100
(i) Super Profits= Actua Profits—Normal Profits

(iii) Goodwill = Super Profits x No. of years purchased
Herenormal profit =4,00,000 x 12.5% = 50,000

Super profit=60,000—-50,000 = 10,000

Goodwill =10,000 x 2=Rs. 20,000
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50.  Tocaculatethegan or lossonthe sae of afixed asset, one hasto figure out the asset’s book value up
to the date of sdle.

Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied tothe previousyear’ sbook value, to arrive at the current year’ sdepreciation/
book value, which shows a declining balance, weighted for earlier years, and lower and lower for later
years, asthe machine grows older.

Letsfind the WDV as on 1-07-2010 of the machinein question

Original cost ason 1-1-2009 = 2,00,000

31-12-2009 depreciation @20%pa= 2,00,000 x 0.2 =40,000

31-12-2009 wdv = 2,00,000—40,000 = 1,60,000

30-6-2010 depreciation for the haf year = 1,60,000 x 20% x 1/2 = 16,000
30-9-2010wdv = 1,60,000— 16,000 = 1,44,000

30-9-2010 sdeprice=1,60,000

Thus profit on sale=1,60,000—1,44,000 = Rs. 16,000

51.  Thebasicaccounting equation, also called the balance sheet equation, representstherel ationshi p between
the assets, liahilities, and owner’ sequity of abusiness. Itisthefoundationfor the double-entry bookkesping
system. For each transaction, the total debits equal the totd credits. It can be expressed as

Assets =Liabilities+ Capita
So here Assets = cash brought in as capital + sales proceeds received in cash + closing inventory
= 50,000 + 3,600 + (20,000 — 3,000) = 70,600
Liahilities = accounts payable on account of purchases made on credit = 20,000
ownersequity = cash brought in+ profit = 50,000 + 600 = 50,600
thus assets =liabilities+ ownersequity
52. Value of physicd stock ason 15.4.2010 = Rs. 3,00,000
Add cost of goods sold between 31-3-2010 and 15-4-2010 = 1,00,000 x 80% = Rs. 80,000
L ess purchases made between 31-3-2010 and 15-4-2010 = 50,000
Value of closing stock ason 31-3-2010 = Rs. 3,30,000

53. Joint Venture a/c
Date Particulars Amount Date Particulars Amount
To Coventurers alc-A-supplies 1,00,000 By Coventurers alc 1,20,000
To Coventurers alc-B-freight By Closing Stock 5250
Common Proficiency Test (CPT) Volume- | 635

© Thelnstitute of Chartered Accountants of India



ANSWERS

54.
55.

56.

57.

58.
59.

636

and Insurance 5,000 (1,05,000 % 5/100)
To Coventurers a/c-profit 20,250
1,25,250 1,25,250

For rectification, Ramesh will be debited by Rs. 1,000 with corresponding credit to Sales Return.

L agt-In, First-Out isone of the common techniquesused in thevaluation of inventory on hand at theend
of aperiod and the cost of goods sold during the period. LIFO assumesthat goodswhich madetheir way
to inventory (after purchase, manufacture etc.) later are sold first and those which are manufactured or
acquired early are sold last. Thus LIFO assigns the cost of newer inventory to cost of goods sold and
cost of older inventory to ending inventory account. Thismethod isexactly oppositeto firgt-in, first-out
method.

Date Purchases Sales Balance
Units Unit Cost Total  Units Unit Cost Total  Units Unit Cost Total
March 4 900 5 4,500 900 4,500
March 5 600 5 3,000 300 1,500
March 10 400 550 2200 300 1,500
400 55 2200
March 12 400 55 2200 300 5 1,500

Closing inventory ason 15" March will be Rs. 1500

Cost of the computer = purchase cost + repairing expenses + miscellaneous expenses = 10,000 + 1,000
+500=11,500

Let the sale price be x

Then profit will be 20% of x i.e. 0.2x

Cost of the computer = sale price-profit =x —0.2x = 0.8x = 11,500 or X = Rs. 14,375
Tota salesvalue=1,00,000

Salespriceafter discount = 1,00,000 —5% of 1,00,000 = 1,00,000— 5,000 = Rs. 95,000
So theamount of the bill drawvnwill be Rs. 95,000.

The Maturity date will be 3 days after 2 May i.e. 5" May, 2010.

Discounting bills of exchangeis afinancia service, where the Bank purchases drawn hills, from the
domestic trade transactions, confirmed in particular with aninvoice - with right of recourseto you - and
credits you with the amount of the bill of exchange less discount interest and additional costs related to
thehill, accrued in advance from the discount date to the bill payment term.

Here amount of the bill = 50,000

Amount to be paid to bank on discounting at 12% pa= 50,000 x 12/100 x 3/12 = Rs. 1,500
Thus amount received from bank on discounting = 50,000 — 1,500 = Rs. 48,500

The amount of remittance to B will be =48,500/2 = Rs. 24,250
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -5

1. DrawingsA/c is apersona account.

2. Income Tax paid by sole-proprietor from business bank A/c is debited to his Capital A/c.

3. Employees areinternal users. All others are external.

4. Recording of transactioninjourna iscalled entry.

5. Narrations are given for each journa entry.

6. Each account debited in journal should be debited in ledger with reference of respective credit account.

7. Basic distinction between capital and revenue expenditureisconsidered on thebasisof nature of business,
purpose of expense and effect on revenue generating capacity.

8. Unintentional Omissions’Commissionsarecalled errors.

9. Treating arevenue expenditure as capital or vice-versaiserror of principle.

10. Under Reconciliation Statement, while adjusting cash book, all errorsomissions in cash book are
considered.

11. In ledger, 8 columns are prepared.

12.  Transactionsarerecorded in Chronological order (in order of occurence) injournal.

13.  Theseerorsare caled compensating errors.

14, If opening inventory isoverstated, income for an accounting period will be under-stated.

15. Inventories are valued at lower of cost or NRV.

16. Joint venture A/c shows profit/Loss and isanominal A/c.

17. Existing goodwill iswritten back by old partnersin old profit/lossratio.

18.  Topromotecredit sales, Del-credere commissionis provided.

19. Normal lossisunavoidable and should be spread over the entire consignment.

20. Co-venturers keep separate set of books of accountsif venture sizeishig.

21. Inthegiven case, old bill will becancelled.

22.  Theperiodica statement sent by consigneeto consignor isAccount Sales.
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Dividends payable are dividends that a company’sboard of directors has declared to be payable to
its shareholders. Until such time asthe company actually paysthe shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current liability.

Equity sharescdled up =5,00,000

Cdlsinarrear = 40,000

Share capital onwhich dividendisto be paid = 5,00,000—40,000 = 4,60,000
Proposed dividend = 15%

Thusamount of dividend payable = 15% of 4,60,000 = Rs. 69,000

Whenissueisover-subscribed, the company will haveto allot to each applicant according to the number
of shareapplied by him. The excessapplication money isadjusted towardsthe sum due on allotment. Pro
rataactually means'in proportion’.

So the proportion in which the shares will be alotted = total shares allotted/total shares applications
received = 10,000/14,000=5/7

F applied for 420 shares so thetotal shares allotted to him will be =420 x 5/7 = 300 shares
So excess gpplication money received from F = (420 —300) x 2 = Rs. 240

Cost of the boxes sent by X = 2,000 x 100 = 2,00,000

Sales price of the boxes sent = 2,00,000 + 45% of 2,00,000 = 2,90,000

Theamount of bill drawn by X onY will be=60% of 2,90,000 =Rs1,74,000

The wrong casting of purchases in the cash book will only effect the bank balances as in no other
account it has been wrongly posted. As the purchase of Rs. 1870 was recorded as Rs. 1,780 in the
cashbook, the cash book will show the bank balance more than actua by Rs. 90.

Cost of purchasing 1,000 pcs of cover files @ Rs. 275 per 100 pc = Rs. 2,750
Saestax on above = Rs. 137.5

Transport charges= Rs. 50

Thus purchase price per piece = (2,750 + 137.5 + 50)/1,000 = Rs. 2.9375

Remuneration paid for servicesiscaled commisson. Commissonisadwayspaid on sdes. Extracommission
paid to consignee for timely collection of debs and avoids bad debtsis called Dl creder commission.
Since delcredere commission is given the consignee will bear the bad debt | oss.

Over-riding commission is an extra commission alowed to the consignee in addition to the normal
commission. Such additional commissionisgeneraly alowed:

() To provide additiona incentive to the consignee for the purpose of introducing and creating a
market for a new product

Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



(i)  Toprovideincentivefor supervising the performance of other agentsin aparticular area

(i)  Toprovideincentivefor ensuring that the goods are sold by the consignee at the highest possible
price.

Thusordinary commission = 5% of 60,000 = 3,000

Dd creder commission = 2% of (30% of 60,000) = 360
Overriding commission = 3% of (60,000—50,000) =300
Total commission=Rs. 3,660

29.  Total expenses.

Expense head Amount
Freight 2,000
Godown rent 1,000
Interest on loan taken by A (18% of 50,000 x 1/12) 750
Sdling expensesby B 5,000
Interest on loan taken by B(18% of 1,50,000 x 2/12) 4500
Total Rs. 13,250

30. If noting chargesare paid by the bank (if the bill hasbeen discounted) it will berealised by the bank from
the drawer, who will charge it from drawee.

Thusthe bank will deduct from Ritesh’s bank balance the amount of the bill plus noting charges.
i.e. 10,000 + 200 = Rs. 10,200

31.  Whengoodsare sent on gpprova basisthen at theend of thefinancia year the goodslying with customers
will bevaued at cost or market price whichever isless.

Goods sent out on sale or return basis= 1,20,000

Approval letter received for goods worth Rs. 80,000

Goodstill lying with the dealer = 1,20,000—80,000 = 40,000

So cost of goodslying with the dealer = 40,000 x 100/125 = Rs. 32,000

32. By profit sharing ratio in apartnership firm, we mean the ratio in which the profitsand losses of thefirm
areto be distributed amongst the partners.

In the absence of a partnership deed and where there is no indication as to the agreement between the
partnersin this aspect, it should be considered as equal sharefor all partners.

Thusthe profitsRs. 1,50,000 will be shared among the partnersequally i.e.
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A Rs. 50,000
B Rs. 50,000
C Rs. 50,000

The cost of acquisitionincludesthe purchase cost plusany reasonable costsincurred in placing the asset
into a position whereit isready for use.

So the amount debited to car account will be = purchase cost + initia repairs + registration + dedlers
commission = 2,00,000 + 25,000 + 5,000 + 2,000 =Rs. 2,32,000

Partners are entitled to receive interest at an agreed rate of interest on any Loan given by them to the
firm. Interest on Loan isacharge against profits so apartner isentitled to receive interest whether there
are profits or not. If there is no agreement regarding the rate of intered, it is taken as 6% p.a

So as nothing is mentioned in the deed of partnership regarding the interest on loan so interest on
Prafful’sloan will be paid at 6% pa.

Interest on Prafful’sloan will be=6% of 20,000 = Rs. 1,200

The cost of the goods sold = 1,60,000

Sdleprice of thegoods sold = 2,40,000

Profit on sale= 2,40,000—1,60,000 = 80,000

Profit margin on cost = profit/cost x 100 = (80000/160000) x 100 = 50%

Cost of the goodstaken over by B = total goods-goods sold = 2,40,000— 1,60,000 = 80,000
Amount at which the goods are taken over by B = 80,000 + 50% of 80,000 = Rs. 1,20,000

Rs.
Total value per share 9
Application money 2
Allotment money 4
Firscal 1
Find cal (9-2-4-1) 2

On the death of apartner, the representatives are entitled to Share of profit upto the date of death.

Thus sharein profitsfor the period 1st April 2010 to 30th June 2010 to be credited to D’sAccount will
be calculated asfollows:

Profit for the period on the basis of last year’s profit will be 75,000 x 3/12 = Rs. 18,750
Shareof D in profit = 1/3 of 18,750=Rs. 6,250
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38. If the amount of premium on sharesforfeited has been received by the company prior to theforfeiture,
securities Premium A/c will not get affected. In this casethejournal entry of forfeiture of shareswill be
similar to the entry made as if the shares had been issued at par.

Thejournal entry will be
Share Capital Alc ...Dr

To Share forfeited A/c

To Unpaid CallsA/c/Cdlsin arrearsAlc
(Forfeiture of shareissued at premium)
In the above question premium was received at the time of alotment and the shares were forfeited for
nonpayment of first and final call thus securities premium account will not get effected and the amount
debited to the sasmewill be Nil.

39. 6% rate is dlowed as per Indian Partnership Act.

40.  Invoicevalueof thegoodslost = 1/10" of thetotal invoice value of the goods sent = 25,000
Thustotal invoice vaue of the goods sent = 25,000 x 10 = Rs. 2,50,000

41, The debentures are being issued at adiscount thusthe val ue of each debenturewill be 100—20 = Rs. 80
Total value of machinery purchased = 5,00,000
Number of debenturesissued in consideration =total value of machinery purchased/val ue per debenture
=5,00,000/80 = 6,250 debentures
Thus the actual value of the debentures issued = 6,250 x 100 = Rs. 6,25,000 should be credited to
debentures account.

42, When the sharesforfeited are rei ssued at discount, Bank account is debited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equal to the forfeited

amount on such shares. In that case the share forfeited account after reissue will show a zero balance.

But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will

be profit for the company. This profit is a capital gain to the company and is transferred to Capital

Reserve account.

In the above question discount per share=Rs. 1

Total discount on the reissued shares = Rs. 2,000

Amount availablein sharesforfeiture account = Rs. 3,000

The surplus amount to be transferred to capita reserve account = 3,000 — 2,000 = Rs. 1,000
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43. A changefrom one method of providing depreciation to another should be made only if the adoption of
the new method isrequired by statute or for compliancewith an accounting standard or if it isconsidered
that the changewould result inamore appropriate preparation or presentation of thefinancial statements
of theenterprise. When achangeinthemethod of depreciationismade, depreciation should bereca culated
inaccordance with the new method from the date of the asset coming into use. Thedeficiency or surplus
arising from the retrospective recomputation of depreciation in accordance with the new method would
be adjusted in the accountsin the year in which the method of depreciation is changed.

Theorigina cost of the machine= Rs. 10000

Depreciation of 2 yearscharged till now according to straight line method = 10,000 — 6,000 = Rs. 4,000
Rate of depreciation according to WDV method = 20%

Depreciation for the 1% year according to wdv method = 20% of 10,000 = 2,000

WDV ason 31-3-2011 will be=10,000—2,000 = 8,000

Depreciation for the 2" year = 20% of 8,000 = Rs. 1,600

Total depreciation for 2 years cal culated according to wdv method = 2,000 + 1,600 = 3,600

Thus excess depreciation charged till now will be 4,000 — 3,600 = Rs. 400

44.  Theprovison createdto cover thenext year’ sbad debt expenseout of the current year’ stradereceivables
is known as provision for bad debts. The provision for bad debt is calculated on the trade receivable
bal ance obtained after deducting the bad debt written off.

The provision created to cover the expense of discount that may be alowed to the trade receivable
during the coming year when they pay their debt on time. The provision for discount on tradereceivable
iscalculated on the trade receivabl e bal ance after deducting the bad debt and the provision for bad debt
amount.

Thus provision for doubtful debt = 2% of (25,000 — 3,000) =440

Provision for discount = 1% of (25,000 — 3,000 —440) = 216

Net trade receivable to be shown in balance sheet = 25,000 — 3,000 — 440 — 216 = Rs. 21,344
45.  Shareof C=Rs.20, 000 x 2/10

Rs. 20,000 is the difference between policy value and surrender value, to be credited to partners.

46. In the absence of partnership deed No sdary is given to any partner for participation in the work of
partnership firm. Thustheclaim of Y for getting salary iswrong and will not be alowed. Thusthe profit
of thefirmwill bedistributed among the partnersin their profit sharing ratioi.e.1:1:1. Amount payableto
X, Y and Z will be 60,000/3 = Rs. 20,000 each.

47. The cost of the damaged TVs = 10,000 x 5 = 50,000
Cost of remaining TVs= 10,000 x 95 = Rs. 9,50,000
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Since the cost of damaged TV's were adjusted with the remaining TVs thus the cost of the remaining
TVswill be9,50,000 + 50,000 = Rs. 10,00,000

So the cost per TV will be=10,00,000/95 = Rs. 10,526

48. Discounting bills of exchangeis a financia service, where the Bank purchases drawn hills, from the
domestic trade transactions, confirmed in particular with aninvoice - with right of recourseto you - and
credits you with the amount of the bill of exchange less discount interest and additional costs related to
thehill, accrued in advance from the discount date to the bill payment term.

Onthe maturity Rs. 30,000 isto be paid to the bank and thusA will sendto B half of thetotal amounti.e.
Rs. 15000.

49, Joint Venture Alc
Particulars Amount  Particulars Amount
To coventurers alc-A-supplies 120000 By coventurers alc-B_sales 1,50,000
To coventurers alc-A-repairs 10000 {100/80of 120000}

To coventurersalc-A-printing 10,000
To coventurers alc-profit 10,000
1,530,000 1,50,000

50.  When debentures are issued a a premium , the amount of premium so received is credited in the
debentures premium account.

Thus amount to be transferred to debenture premium account = 5,000 x 10 = Rs. 50,000

51. Capital Redemption Revereisan account to whichiscredited the nominal value of sharesthat have been
redeemed insofar as the redemption was not paid for by the proceeds of anew issue of shares and was
not a payment out of capital.

Thusthe amount to be credited to the capital redemption reserve account = 10,000 x 10 = Rs. 1,00,000

52.  Outof 25,000 sharesArchit paid full value of 1,000 sharesheld by him with alotment. So at thetime of
first call money received and debited to bank account will be= (25,000 —1,000) x 2 = Rs. 48,000

53. Vaue of furniture ason 1-1-2010 = Rs. 20,000
Book value of the furniture exchanged as on 1-1-2010 = Rs. 1,200
Thisfurniture was sold during the year so depreciation for half year will be charged oniit.

Thus depreciation for half year on the furniture exchanged = 10% of 1,200 x 6/12 = Rs. 60
Thus bookva ue of the furniture exchanged after depreciation will be=1,200—60 = Rs. 1140
Thusthe value of the new furniture= 1,140 + 500 = Rs. 1,640
Value of old furniture after depreciation will be=(20,000— 1,200) x 9/10=16,920
Common Proficiency Test (CPT) Volume- | 643

© Thelnstitute of Chartered Accountants of India



ANSWERS

54.

55.

56.

57.

Thevaue of new furniture after charging half year depreciation = 1,640 — 1,640 x 10% x 6/12 = 1,558
Thusthetota value of furniture shown in the balance sheet will be= 16,920 + 1,558 = Rs. 18,478

Direct Credits or Direct Deposits are amounts deposited directly by someone into an account of the
company. The payer rather than the payee in this case initiate the deposit. Direct Credits are useful
where regular receipts are expected from known parties (such asrent, interest on investment, royalties,
etc) who can deposit the money without theinvolvement of the payee. The deposit may be madethrough
cash, cheque or afund transfer.

Bank records the amount received as soon asthe transfer through direct credit is made but the business
entity recordsthe amount when it receivesintimation by the bank through bank statement or otherwise.
Therefore, the balance as per bank statement may be higher than the balance as per cash book due to
direct credits not yet accounted for by the entity.

The difference needs to be added to the balance of the cash book when taken asthe starting point in the
preparation abank reconciliation.

BRSason 31-3-2012

Particulars Amount Amount
Balance as per cash book(dr) 1500
Add:

Chequesissued but not presented 150

Dividend collected by bank on behalf of ABC Itd 50

Interest allowed by bank 50 +250
Less:

Cheques deposited but not cleared 100 (1200)
Balance as per the pass book 1650

If sales return has been wrongly posted to the credit of the purchase return account ,purchase return
account (cr) will be over casted by Rs. 1500 and sales return account (dr) will be under casted by
Rs. 1,500.

Cost of goods sold = sales—gross profit margin = x (say)

Thus x = sales — 33Y,% of x

X +100/3% of x =13,00,000

X+ 1/3x = 13,00,000

4/3x =13,00,000

X =Rs.9,75,000

Closing inventory = goodsavailablefor sale-cost of goods sold = 12,00,000—9,75,000 = Rs. 2,25,000
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58.  Total amount to be paid = Rs. 7,000

Amount paid after discount of 10% on 30-6-2009 = Rs. 1,800

Theamount paid before discount will be=1,800 x 10/9 = Rs. 2,000

Thus amount |eft to be paid = 7,000 — 2,000 = Rs. 5,000

Amount paid on 30-9-2009 after 5% discount = 2,850

Theamount paid before discount = 2,850 x 100/95 = Rs. 3,000

Thusamount left to be paid in final installment without any discount =5,000— 3,000 = Rs. 2,000
59. L et the managerial commission bex

Profit before charging managerial commission = Rs. 44,000

Profit after charging managerial commission = 44,000 —x

Managerial commission =x = 10% of profit after charging managerial commission = 10% of (44,000 —

X)

X = 10% of (44,000 —X)

X =4,400—x/10

X +x/10=4,400

11x/10=4,400

Manageria commission=x =4,400 x 10/11 =Rs. 4,000

60. Recovered bad debt is revenue in nature.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -6

Transactions between owner and business are recorded as per Entity concept.

Sdary isexpense, Account payableisliability, sdlesisrevenue, Trade Recelvableisan asset.
Annud financial statementspertaintoindividua businessentity.

An employee dismissed from job is not atransaction. All other three are transactions.

Accounting doesnot aim to provide detail sof personal assetsand liabilitiesof owner. All other threeare
objectivesof accounting.

Personal expenses of owners (paid by firm) are called drawings.

Purchase Journal records credit purchase of goods dedlt in by firm.

Tria baance givesthelist of balances of al accounts (givenin ledger).

Dep. iscalculated on original cost under SLM.

If date of maturity of ahill isaholiday, bill will mature preceding working date.

A promissory noteis drawn by maker in favour of payee.

Consistency requires that same method should be used from one accounting year to next.
Left sde of an account is Dr. whereasright sideis Cr.

Every transaction affects at least 2 accounts.

All expenses and income accounts appearing intrial balancearel st of either to Trading or Profit & Loss
Alc.

Scrap value means amount realised at end of useful life of asset.
Petty cashier works on Imprest system.

Proformainvoiceisprepared by consignor and sent to consigneeto inform him about essentiad particulars
of goods.

Carriage charges paid for new plant should be debited to Plant A/c. If debited to Carriage A/c, now
rectification would affect both A/cs.

Amount dueto retiring partner on account of goodwill isdebited to the continuing partnersintheir gaining
raio.

Drawings should be recorded at cost price.

Concept of substance over formisapplied in the given case.

Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



23.  Since C acquires 2/10" share from A and 1/10" share from B he acquires his sharein theratio 1/5:1/10

ie2l

Names Old ratio Sacrifice/gain New ratio

A 35 3/10x 2/3=1/5 35-15=2/5=4/10
B 2/5 3/10x 1/3=1/10 2/5-1/10=3/10

C 310

Thenew ratio=4:3:3

24, Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The average is then multiplied by the agreed number of years.

Goodwill = Average Profits x Number of years of Purchase

Here average profit of last 4 yearswill be (40,000 + 50,000 + 60,000 + 50,000)/4 = Rs. 50,000
Agreed number of years = 3 years

Thusgoodwill =50,000 x 3=Rs. 1,50,000

25.  Theshares are being issued at a premium thus the value of each share issued will be 10 + 5= Rs. 15
Total value of assets acquired = Rs. 75,000

Number of sharesissued = total vaue of shares acquired/value per share
=75,000/15 = 5,000 shares

26.  Whenanew partner isadmitted in thefirm, the existing/old partners have to sacrifice, what isgiven to
thenew partner, from their future profits, the reputation they have gained in their past effortsand theside
of capita they have taken before. The new partner when admitted has to compensate for all these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of thenew partner, it isnecessary to account the valuation of goodwill in
thefirm.

For adjustment of goodwill C’'saccount will be debited by hissharein thefirm’sgoodwill.
Thevaueof thefirmsgoodwill =Rs. 1,50,000
Share of Cin profit=1/6
Thus C'saccount will be debited by 1,50,000 x 1/6 = Rs. 25,000
27. Profit = sales less return — purchase less return
Saleslessreturn = sales— salesreturn = 40,000 — 5,000 = Rs. 35,000
Purchase less return = purchase — purchase return = 30,000 - 5,000 = Rs. 25,000
Thusamount of profit = 35,000— 25,000 = Rs. 10,000
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28. Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. a
certain percentageisapplied to the previousyear’sbook value, to arrive at the current year’sdepreciation/
book value, which shows a declining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.

Letsfind the WDV as on 30-3-2010 of the furniture and fixture in question
Baance of furniture and fixture as on 1-4-2009 = Rs. 10,000
Original cost of furniture purchased on 1-10-2009 = Rs. 5,000
31-3-20 10 depreciation @10%paon the opening balance = 10,000 x 10% = Rs. 1,000
31-3-2010 depreciation @10%paon the furniture purchased on 1-10-2009 for half year
=5,000 x 10% x %2 = Rs. 250
31-3-2010total depreciation=1,000+250=Rs. 1,250
29.  Cost of goods consigned to Mr. Ramesh = 100 x 100 = Rs. 10,000
Plusfreight and carriage = Rs. 1,000
Total cost of 100 cases consigned = Rs. 11,000
Abnormal lossi.e. goodslogt intransit = 11,000 x 10/200=Rs. 1,100
30. When sharesissued at par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(ii) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit *Unpaid CallsA/c’ with the amount due on forfeited shares. This cancelsthe effect of debit
to such calls which take place when the amount is made due.

Forfeited shares account will be credited by the amount which has been received in respect of forfeited
shares.

Thus the amount received on such shares = 1,000 x 3.5 = Rs. 3,500
The sharesforfeited account will be credited by Rs. 3,500

31.  Thedebenturesare being issued at a premium thus the value of each debenture will be 1,000 + 20% of
1,000=1,200

Total value of asset purchased = Rs. 60,00,000
Number of debenturesissued in consideration = total value of asset purchased/value per debenture
=60,00,000/1,200 = 5,000 debentures
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32. Discount 4% of Rs. 1,00,00,000 = Rs. 4,00,000
Premium on repayment 6% of Rs. 1,00,00,000 = Rs. 6,00,000
Total lossonissue of debentures=4,00,000 + 6,00,000 = Rs. 10,00,000

33.  Theretiring partner isentitled to higher share of goodwill at thetime of retirement because the goodwill
is the result of the efforts of al partners including the retiring one in the past. The retiring partner is
compensated for higher share of goodwill. Therefore, in case of retirement of a partner, the goodwill is
adjusted through partner’s capital accounts. Theretiring partner’s capital account is credited with. His/
her share of goodwill and remaining partner’s capital account isdebited intheir gaining ratio.

Share of Omin goodwill =5/10 of 50,000 = Rs. 25,000

Gainingratio
Partners Old ratio New ratio Gaining ratio
Ja 3/10 1/2 -3/10=2/10
Jagdish 2/10 12 % —2/10=3/10

Thus Jai’ saccount will be debited by = 25,000 x 2/5= Rs. 10,000

And Jagdish’s account will be debited by = 25,000 x 3/5 = Rs. 15,000
34. In case of Sudeten declaration of govt. holiday, the bill will mature on the next working day.
35. Cost of machinery ason 1% gpril 2007 = Rs. 1,00,000

Depreciation for 2 years = (10% of 1,00,000) x 2 = Rs. 20,000

Depreciation for half year till 30" sept 2009 = 10,000/2 = Rs. 5,000

Thus WDV as on 30" sept 2009 = 1,00,000 — 20,000 — 5,000 = Rs. 75,000

Sdles consideration of the machine = Rs. 89,000

Thus profit on sale= 89,000 — 75,000 = Rs. 14,000

36. FIFO standsfor first-in, first-out, meaning that the oldest inventory itemsarerecorded assold first but do
not necessarily mean that the exact oldest physical object has been tracked and sold.

Closinginventory =700 units

SinceFIFO isfollowed theclosing inventory 700 unitswill includethe purchases made on Jan 30 and Jan
25th

Value of the closing inventory = 400 units @ Rs.10 + 300 units @ Rs. 9=4,000 + 2,700 = Rs. 6,700

37. Inthebooksof Senthereishillspayable(dr.) infavour of Mohan of Rs. 5,000 and thereishillsreceivable(cr.)
of Rs. 5,000 accepted by Tania
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So when promissory notein favour of Mohan was settled by Sen by sending him Tania sacceptancethe
journa entry will be-

Bill receivable Dr. Rs. 5,000
ToBillspayable Rs. 5,000

38.  Trail balanceisthe statement for al ledger balances. And it is used to measure the arithmetical accuracy
of baances... hereif trail balanceisnot equa then we have debit or credit side whichever is short with
suspense account. If the mistake is detected before the preparation of the final accounts, the rectifying

entry is passed.

Here purchase day book was under casted so the necessary entry will be:

Purchases A/c Dr. Rs. 500

To Suspense Alc Rs. 500

39. BRSason 31-3-2010

Particulars Amount Amount

Balance as per cash book(dr.) 10000

Add:

Chequesissued but not presented 4000 4000

Less

Cheques deposited but not cleared 3000 (3000)

Baance as per the pass book (cr.) 11000

If purchasejournal istotaled short, it bill have effect on thetrail balance.

40.  Total of purchase journal, if cast short by Rs.1, 000, will affect trial balance. All other errors will not
affect.

41. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill before the maturity date arrives, to cancel the old bill and draw anew bill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.

Tota amount of thebill = Rs. 10,000

Amount paid in cash = Rs. 4,000

Amount due=Rs. 6,000

Interest for 2 months @ 12% pa = 6,000 x 12/100 x 2/12 = Rs. 120
42. Calculation of depreciation

Machine Furniture
1.1.2010 cost 10,000 1.1.2010 cost 20,000
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31.3.2010 depreciation 10% of 10,000 31.3.2010 depreciation 5% of 20,000
x 3/12=250 x 3/12=250

Total depreciation for the year ended 31.3.2010 will be 250 + 250 = Rs. 500

Accrued interest receivable occurs when interest on an outstanding receivable has been earned by the
company, but hasnot yet been received. Hereinterest from February to Marchisearned by the company
but receivedinApril.

So the amount of accrued interest will be = 12% of 10,000 x 2/12 = Rs. 200

Cost of goods sent on consignment = Rs. 4,80,000

Invoice price = 125% of the cost price

Thusinvoice price= 125% of 4,80,000 = Rs. 6,00,000

And theloading = invoice price—cost price = 6,00,000—4,80,000 = Rs. 1,20,000
Remuneration paid for servicesiscalled commission. Commissionisawayspaid on sales.
Here B isentitled to commission of Rs. 500 per unit

Heretotal unitssold by B = 150 unitson credit + 75 unitsfor cash = 225 units

Thusthe amount of commission will be=225 x 500 = Rs. 1,12,500

A joint venture (JV) is abusiness agreement in which the parties agree to develop, for afinite time, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
conseguently share revenues, expenses and assets.

Joint venture A/C
Date  Particulars Amount Date Particulars Amount
To coventurers alc-purchases 75,000 By coventurers alc-sales 90,000
To coventurers a/c-expenses 10,950 By coventurers a/c-

To coventurers alc-profit 6,750 Ram-drawings 2,700

92,700 92,700

Sometimes, acceptor of ahill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill beforethe maturity date arrives, to cancel theold bill and draw anew bill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.

Tota amount of thebill = Rs. 10,000

Amount paid in cash = Rs. 4,000

Amount due = Rs. 6,000

Interest for 3 months @ 15%pa= 6,000 x 15/100 x 3/12 = Rs. 225
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48.  Thematurity date will be 25" January, 2010 (after 1 month).

49. Discounting bills of exchangeis a financia service, where the Bank purchases drawn hills, from the
domestic trade transactions, confirmed in particular with aninvoice - with right of recourseto you - and
credits you with the amount of the bill of exchange less discount interest and additional costsrelated to
the bill, accrued in advance from the discount date to the bill payment term.

Here amount of the bill = Rs. 20,000
The bill was accepted by Renu on 1% January but was discounted on 4" February o,
Amount to be paid to bank on discounting at 15%jpa = 20,000 x 15/100 x 2/12 = Rs. 500
50.  Whenanew partner is admitted he/she acquires his’her share in profit from the existing partners.

At thetime of admission of apartner, existing partners have to surrender some of their sharein favour of
the new partner. The ratio in which they agree to sacrifice their share of profitsin favour of incoming
partner is called sacrificing ratio. Some amount is paid to the existing partners for their sacrifice. The
amount of compensationispaid by the new partner to the existing partner for acquiring the share of profit
which they have surrendered in the favour of the new partner.

Sacrificing Ratioiscal culated asfollows:
Sacrificing Ratio = Existing Ratio—New Ratio

Old ratio New ratio Sacrificing ratio
X 23 2/30of ¥a= 12 213-12=1/6
Y 13 V3of ¥%=14 V3-14=112

Z'ssharein profit = 1/4 of 76,000 = Rs. 19000 whichislessthan Rs. 25,000i.e. the guaranteed amount
So Z's share = Rs. 25,000

So remaining 76,000— 25,000 = Rs. 51,000 will bedistributed among X and Y intheratio 2:1
X’sshare=51,000 x 2/3 = Rs. 34,000

AndY’sshare=51,000 x 1/3=Rs. 17,000

51.  Whenthevaueof goodwill isnot given inthe question then hidden goodwill iscalculated with reference
to thetota capital of thefirm and the profit sharing ratio.

Hidden goodwill isthat goodwill the amount of which is not mentioned in the deed, but the amount of
which hasto calculated by capitalisation method or with the help profit sharing ratio.

Thismethod isgenerally used whenthe new partner isunableto bring in hisshare of goodwill whichisat
the same time unknown. So to cal cul ate the value of thishidden goodwill wewill follow these steps:

1. First, wewill multiply the capital brought by the new partner with hisreciprocated ratio.

2. Secondly, wetotal up theactua capitalsof dl the partnersincluding the capital brought by the new
partner as well.

3. Thenwe deduct thetotal of actual capitals of al the partners from the assumed capital.
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Assumed capital = 8,00,000 x 4= Rs. 32,00,000

Actua capita = Dheerg’s capital + Gopd’s capita + profit as on the date of admission + Deepak’s
capital =5,00,000 + 5,00,000 +4,00,000 + 8,00,000 = Rs. 22,00,000

Hidden goodwill = 32,00,000—22,00,000= Rs. 10,00,000

Cash book isafinancid journal that containsall cash recel ptsand payments, including bank depositsand
withdrawals. In the cash book only the transactions which are either received or paid in cash/bank are
recorded thus rent due but not received will not be recorded in the cash book.

Loss on redemption of debenture will be equd to the premium of 20% at which the debentures are
redeemable after 5 years

Thusloss on redemption of debentureswill be=20% of 2,00,000 = Rs. 40,000

In case applications are received for more debentures than issued, it is known as over subscription.
Application money received on over applied sharesare returned by the company. Thusthe amount to be
credited to the debentures account will be the value of the debentures actually issued

Here the amount to be credited to the debentures account will be = 10,000 x 100 = Rs. 10,00,000
Total value of the redeemable preference shares to be redeemed = 9,000 x 10 = Rs. 90,000
Thus value of equity shares of Rs. 10 each to be issued = Rs. 90,000

The number of equity sharesto beissued = 90,000/9 = 10,000 shares

Last-In, First-Out isone of the common techniques used in the valuation of inventory on hand at theend
of aperiod and the cost of goods sold during the period. LIFO assumesthat goodswhich madetheir way
to inventory (after purchase, manufacture etc.) later are sold first and those which are manufactured or
acquired early are sold last. Thus LIFO assigns the cost of newer inventory to cost of goods sold and
cost of older inventory to ending inventory account. Thismethod isexactly oppositeto firgt-in, first-out
method.

Sincethefirmisfollowing LIFO method for valuation of inventory theclosinginventory i.e.
15,000 units+ 20,000 units— 30,000 units = 5,000 unitswill bevaued @ of the opening inventory
Per unit value of the opening inventory = 1,50,000/15,000=Rs. 10

Thusthevalue of the closing inventory will be= 5,000 x 10 = Rs. 50,000

Cost of acquisition includesthe purchase cost plusany reasonable costsincurred in placing the asset into
aposition whereit isready for use.

So theamount debited to machinery account will be= purchase cost + shipping forwarding + import duty
+ carriage inwards + repair charges + installation charges + brokerage + iron pad

=50,000 + 2,000 + 1,000 + 1,000 + 500 + 200 + 400 + 100 = Rs. 55,200
Interest on capital alowed = 12%

Capital invested = Rs. 1,00,000

Thusinterest to be charged to P& L = 12% of 1,00,000 = Rs. 12,000
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Assets should be recorded at price paid to acquire them on the basis of cost concept.

Cash book isin ledger form.

Adjusted cash book balanceis considered for finalizing the accounts.

Material cost for erection of machinery and wages paid for it should be debited to Machinery A/c.
Diff. of totals of Dr. and Cr. Side of trial balance is B/F of to Suspense A/c.

Inventories should be issued in the sequence in which they are purchased on the basis of FIFO.
Value of an asset after deducting dep. is called Book Value.

Expensesincurred to retain title of building are revenue.

Carriageinward is debited to Trading A/c.

93 days after 26.02.10 will be 30.05.2010 (Maturity date).

Balancing figureis placed on Cr. Side of the ledger account if total of Dr. ismorethan total of Cr. Side.
Cost of small calculator is accounted as expense due to Materiality concept.

Base stock is minimum quantity of inventory held asprecaution.

M/s Surendran & Co. or bearer will be the payeein the given case.

Fucating Capital account is credited with interest on capital, profits of year and salaries of partners.
If incoming partner bringsany additional amount other than capital, it ispremium for goodwill.

Memorandum joint venture A/c is prepared when each co-venturer keeps records of al their own joint
venture transactions.

In casede-credere commission provided by consignor to consignee, bad debtswill beborne by consignee.
Sending party isconsignor.

Discounting of bill isdonewith bank.

WDV method has been adopted in the given case.

The given transactions are in nature of consignment.

Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



23. Capital contributionisan amount of money or assetsgiven to abusinessor partnership by the ownersor
partners. The capital contribution increases the owner or partner’s equity interest in the entity. here the
partnerswill contribute capital in their agreed profit sharing ratioi.e. 5: 3: 2

Ajay’scontribution=6,00,000 x 5/10= Rs. 3,00,000
Vijay'scontribution=6,00,000 x 3/10=Rs. 1,80,000
Sanjay’scontribution=6,00,000 x 2/10=Rs. 1,20,000

24.  Thedemandfor the sharesislessthan the number of sharesissued by the company. Allotment of equity
shareswill beon thebasisof shares subscribed by the public and not on the sharesissued to the publicfor
subscription.

Thus number of sharesto beissued to the public will be 40,000 shares.

25. By issuing debentures means issue of a certificate by the company under its seal which is an
acknowledgment of debt taken by the company.

When Debentures are issued for cash at par :
Followingjournd entrieswill bemade:
(i) Applicationmoneyisreceived
Bank A/c Dr
To DebenturesApplicationA/c
(Application money received for Debentures)
(2) Transfer of debentures application money to debentures account on their allotment
DebenturesApplicationA/c Dr
To Debentures A/c
(Application money transferred to debenture account on allotment)

Herethetotal amount isreceived with application so the amount to betransferred to the 10% Debenture
account will be (5,000 x 100) = Rs. 5,00,000

26. Capital Redemption Revere is created when a company buys it owns shares which reduce its share
capitd.

Suppose, the fresh equity shares or preference shares areissued to redeem the old preference shares, in
this case the difference between the face value of preference shares and fresh shares issued will be
transferred to capital redemption reserve account.

Here the face value of preference shares redeemed = Rs. 1,00,000
And the face value of fresh sharesissued = Rs. 50,000
Thus amount to be transferred to capital redemption reserve = 1,00,000 — 50,000 = Rs. 50,000
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27. When the company has the debenturesin Financial statementswith entitlement to interest. Interest will
accrue on atimely basis e.g. Month to month or period to period.

However the so accrued will become accrued and due on the said due dates.

If the company has to prepare the financia statements, it has to provide for the interest expense up to
that period and show it under interest accrued but not due.

Interest from 1-6-2010 to 30-9-2009 i.e. for 4 months from the date of issue of debentures = 9% of
4,00,000% 4/12=12,000

Interest from 1-10-2009 to 31-3-2010 = 9% of 4,00,000 x 6/12 = 18,000

Tota interest to bedebited to profit and lossfor theyear ended 31-3-2010 will be=12,000+ 18,000=Rs.
30,000

28. If any amount has been called by the company either as dlotment or call money and a shareholder has
not paid that money, thisisknown ascallsin arrears.

If any call has been made but while paying that call, some shareholders paid the amount of the rest of
callsaso, then such amount will be called ascallsin advance.

Cadlsin advance and cals an arrears are not entitled for any dividend declared by the company.

Thus the dividend payable by the company will be 20% of called up capita-callsin arrear which is
Rs. 3,00,000—Rs. 15,000.

Dividend payable = 20% of 2,85,000 = Rs. 57,000.

29. When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount allowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount per share=10-9=Rs1
Total discount on the 1800 reissued shares= Rs. 1,800

Proportionate Amount available in shares forfeiture account for 1800 shares reissued = Rs. 5,000 x
1,800/3,000=Rs. 3,000

The surplus amount to be transferred to capital reserve account = 3,000 — 1,800 = Rs. 1,200

30. Whenissueisover-subscribed, the company will haveto alot to each applicant according to the number
of shareapplied by him. The excessapplication money isadjusted towardsthe sum due on alotment. Pro
rataactualy means‘in proportion’.
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Sotheproportioninwhichtheshareswill bealted =total sharesallotted/total sharesapplicationsreceived
=10,000/12,000="5/6

Total sharesheld by Kittu= 1,000

Thustotal shares applied by Kittu= 1,000 x 6/5= 1,200

So excess application money received from Kittu = (1,200 —1,000) x 2 = Rs. 400
Total allotment money duefrom Kittu=1,000 x 3=Rs. 3,000

Allotment money adjusted with excess application money = Rs. 400

So her callsin arrear was = 3,000 — 400 = Rs. 2,600

31 Life policy is the Insurance taken by apartnership. Most often, this insurance is purchased to aid
the businessin continuing to operate in case of the death or dismemberment of one partner.

thetotal amount of the policiestaken by thefirmis= 50,000 + 1,00,000 + 1,50,000 = Rs. 3,00,000
the share of the partnersin thetotal policy will bein their profit sharing ratio
thus share of Mein the policy will be =3,00,000 x 2/10 = Rs. 60,000

32. In case of retirement and death, goodwill is adjusted through the partners’ account in Gaining Ratio .
The Journal entry for adjusting goodwill is:

Remaining or Continuing Partners’ Capital Account Dr.
To Retiring or Deceased Partner’s Capital Account
(Goodwill adjustedinthegaining ratio)

Cdculationof gainingratio

Partners Old ratio New ratio Gaining ratio
Vijay 36

Vineet 2/6 213 2/3-2/6=2/6
Vivek 1/6 13 1/3-1/6=1/6

Sothegaining ratio Vineet and Vivek is2: 1

Vijay’ssharein goodwill = 3/6 of 18,000 =Rs. 9,000

Thus Vijay’'s share of goodwill debited to Vineet capital account = 2/3 of 9,000 = Rs. 6,000
Vijay’sshare of goodwill debited to Vivek’s capital account = 1/3 of 9,000 = Rs. 3,000
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33.  Cdculation of new profit sharing ratio

Partners Old ratio Gain New ratio

Amit 512 312 x4/7=17 5112+ U7 =47/84

Rohit 412 312 x 3/7=3/28 4/12 + 3/28=148/336 = 37/84
Sumit 312

Thusthe new ratio between Amit and Rohit = 47:37
34. Calculation of new profit sharing ratio

Partners Old ratio Gain/(sacrifice) New ratio
Rachna 12 13 x 12=(16) 12-1/6=2/6=1/3
Sapna 12 13 x 2= (1/6) 1/2-1/6=2/6=1/3
Ashna 1/3 13

Thus the new ratio between Rachna,Sapnaand Ashna=1:1:1

35. Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return, such capita is called capitalized value of average
profits. After arriving at the capitalized average profit, Capital employed (assets-liabilities) of thefirmis
then subtracted from the capitalized value of average profits to arrive at the Goodwill. To caculate
goodwill using average profit, the average net profit for agiven number of past yearsare multiplied by an
agreed number of years.

Mathematically, Capitalized Ve ue of Average Profits= Average Profits x (100/Normal Rate of Return)
Goodwill = Capitalized Value of Average Profits— Capital Employed.

Here profit for the year = 12,00,000

Reasonable rate of return = 15%

Thuscapitalized valueof profit = 12,00,000 x 100/15 = 80,00,000

Capital employed=80,00,000

ThusGoodwill =80,00,000-80,00,000=NIL

36. When goodsare sent on approval basisthen at theend of thefinancia year thegoodslying with cusomers
will be valued at cost or market price whichever isless.

On the closing date the cost of goods lying with customersis Rs. 6,000 which isless than the market
valuewhichisRs. 12,000, so the cost of goodslying with customerswill be Rs. 6,000.

37. On maturity date, Dishawill send Rs. 3,000 (Rs. 6,000/2).

38.  Whenaperson or party isdeclared by court asinsolvent or bankrupt heisconsidered to be unableto pay
hisliabilities. It means, thebillsaccepted by himwill benaturally dishonored. Therefore, whenitisknown
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that a person has become insolvent, entry for the dishonor of the bill of exchange should be passed both
in the books of the drawer and acceptor.

L ater on something may be received from his estate. When the amount has been received cash account
will be debited and the personal account of the person will be credited.

Here 30 p per rupee has been recovered . Thus amount recovered will be 30% of 10,000 = Rs. 3,000
And the amount of bad debt will be= 10,000 - 3,000 = Rs. 7,000

39. Joint venture a/c

Particulars Amount Particulars Amount
To coventurers a/lc-Ram- By coventurers alc-Shyam sales 25,000
purchases 20,000 By Coventureres-shyam-drawings 2,000
To coventurers a/c-Ram-freight 1,000
To coventurers alc-shyam-carriage 500
To coventurers alc-profit 5,500

27,000 27,000

Amount to be paid to Ram by Shyam = cost of goods purchased + expensesincurred by Ram + sharein
profit on venture= 20,000 + 1,000 + 2,750 = Rs. 23,750

40. Cost pricemeansorigina cost of the unsold inventory plus proportionate amount of the expenseswhich
are necessary to put the goods. In their present vaue place and condition such as freight, octroi duty,
insurance, forwarding charges, carriage up to consignee’s godown etc. Generaly al expensesincurred
till thegoodsreach consignee sgodown etc. Generaly al expensesincurredtill thegoodsreach consgnee's
godown etc are treated as part of the cost whether incurred by the consignee or consignor. Expenses
incurred in storage and sdlling the goods after the goodsreach consignee’ sgodown arenot to be consdered
in the cost of the unsold stock (closing stock).

So in the present case the expenses which are to be excluded will be
Godown charges = Rs. 600
Selling expenses=Rs. 1,200
Total = Rs. 1,800
41. Holder of debenturesissued as collated security isentitled to interest on amount of loan only.

42. Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution cogts.
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Cost of goods sold in the above case = opening stock + purchases + carriage-closing stock = 20,000 +
1,00,000 + 2,000—25,000=97,000

Gross profit = sales— cost of goods sold = 1,50,000— 97,000 = Rs. 53,000

43. A suspenseaccount isan account in the generd ledger in which amounts are temporarily recorded. The
suspense account is used because the proper account could not be determined at the time that the
transaction was recorded.

When the proper account is determined, the amount will be moved from the suspense account to the
proper account.

()  When return inward was undercast dr side of trial balance must be showing Rs. 150 less,thus
suspense account would have been debited

(2 When return outward book was overcasted then also debit balance of the triad balance must be
showing Rs. 1,000 less so suspense account would have been debited

(3) Whensalarieswasposted twicethe credit side of thetrial balance must be showing Rs. 1,500 less
and so suspense account would have been credited

Thusthe balance of suspense account would be showing 1,500 (Cr) — 1,000 (Dr) — 150 (Dr) = 350 (Cr)

44, Trial balance
Partculars LF Amount Amount
Capital 4,00,000
Computer 25,000
Air conditioner and furniture 1,00,000
Fixed Deposits 2,00,000
Sdaries 8,00,000
Fee received 12,00,000
Travelling expenses 1,50,000
Rent and office expenses 240,000
Cash balances 1,380,000
Bank overdraft 95,000
Totd 16,95,000 16,95,000

45, Historical cost is a measure of value used in accounting in which the price of an asset on the balance
sheet isbased onits nomina or original cost when acquired by the company.

Herethehistorical cost of the closing inventory will be= 1,000 x 3.25=Rs. 3,250
Andthe sdling cost per unit = Rs. 4.25
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Sothesdling priceof theclosing inventory will be= 1,000 x 4.25=Rs. 4,250

46. Under the units-of -production method, useful life of the asset isexpressed intermsof thetotal number of
units expected to be produced:

Annua Depreciation Expense = Cost of Fixed Asset — Residud Value x Actua Production

Estimated Tota Production

Years Actual production Depreciation = (11,00,000/30,00,000) x
actual production

1-3year 5lacsunits 5,00,000 x 11/30=1,83,333

4-6 year 3lacsunits 3,00,000 % 11/30= 11,000

7-10 year 1.5lacsunits 1,50,000 x 11/30= 55,000

ThusAnnual depreciation for 1-3 year, using production unitsmethod will beRs. 1,83,333.

47, Bank reconciliation statement ason ...

Particulars Amount Amount
Balance as per cash book (cr) (2,000)
Add:

Chequesissued but not presented for payment 200+150+175 525
Less.

Cheques deposited but not cleared 600 (600)
Balance as per pass book (Dr) W

48. Statement showing the value of physical inventory ason 31.3.2012

Particulars Rs. Rs.
Inventory ason 31.3.2012 2,80,000
Lessinventory on consignment (1,20,000)
L ess goods damaged 25,000—5,000 (20,000)
Vaueof inventory ason 31.3.2012 1,40,000

49. According to annuity method, the purchase of the asset concerned isconsidered an investment of capital,
earning interest at certain rate. The cost of the asset and a so interest thereon are written down annually
by equal installments until the book value of the asset isreduced to nil or itsbread up va ue at theend of
itseffectivelife. Theannual chargeto be made by way of depreciation isfound out from annuity tables.
Theannual chargefor depreciation will be credited to asset account and debited to depreci ation account,
while the interest will be debited to asset account and credited to interest account.
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Thus depreciation to be charged = lease value x the annuity = 1,00,000 x 0.282012 = Rs. 28,201
50. Outstanding interest means the interest which is accrued but not received during the current period.

Herethe total interest due on 18% investment = 18% of 1,00,000 = Rs. 18,000

And theinterest received = Rs. 15,000

Thusinterest outstanding = 18,000 — 15,000 = Rs. 3000

51. Hypothecation is an established practice of aborrower pledging an asset as collaterd for aloan, while
retaining ownership of the assetsand enjoying the benefitstherefrom. With hypothecation, thelender has
theright to seize the asset if the borrower cannot service the loan as stipulated by the termsin the loan
agreement.

Here the bank has alowed the customer to overdraw 80% of the hypothecated value
And the hypothecation of stock has been done by the bank at 80% of the original closing stock value.
Let the closing stock be x (say)
Then the hypothecated value of stock will be 80% of x
And the customer can withdraw 80% of (80% of X) = Rs. 1,60,000
Or 0.64x=1,60,000
Or x=Rs. 2,50,000whichisthe closing stock.
52. Manager’s commission is calculated in two ways
1.  OnProfitsbefore charging such commission:
Manager’'s commission = Net Profits X (Percentage of commission/ 100)
2. OnProfitsafter charching such commission:
Manager’'s commission = Net Profits X (Percentage of commission/ 100 + % of commission)
Here the managers commission is 20% of net profit before charging such commission
So the managerscommission will be=1,20,000 x (20/100) = Rs. 24,000

53. Depreciation on an asset will be charged on that part only whichisbeing used for business purposesand
not for persona use.

Here out of four floorsof the building 1isused for residential purposesand 3 floorsare used for officia
purposes. Thus depreciation in the business bookswill be charged on only 3 floors.

Tota depreciation=80,000
Depreciation to be charged in the business books = 80,000 x 3/4 = Rs. 60,000
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54, Statement showing the value of closing inventory ason 31.3.2012
Particulars Rs. Rs.
Inventory ason 7.4.2012 1,80,000
Add salesduring the period Sdles-gross profit (20% on sales)
= (80/100) x 2,50,000 2,00,000
L ess purchases during the period 150,000 (1,50,000)
Value of inventory ason 31.3.2012 2,30,000
Total application money received with application = 12,000 x 100 = Rs. 12,00,000
Nunber of debenturesissued = 10,000
Amount received in excessto be refunded = 12,00,000 — 10,00,000 = Rs. 2,00,000
55. Discount Rs. 1,40,00,000 % .06 = Rs. 8,40,000
Premium onredemption Rs. 1,40,00,000 x .05=Rs. 7, 00,000
Total Loss =Rs. 15,40,000
56.  Rs. 12,000 x 90— 10,000 x 90
Rs. 10,80,000—9,00,000=Rs. 1,80,000
57. Capital Redemption Revereisan account to whichiscredited thenominal value of sharesthat havebeen
redeemed insofar as the redemption was not paid for by the proceeds of a new issue of shares and was
not apayment out of capital.
Since here al the shares redeemed was paid for by the proceeds of nea issue of equity shares thus
amount to be transferred to the capital redemption reserve = nil
58.  The drawer or holder of the bill may endorse (transfer) the bill in favor of his trades payable for the
clearance of his own debts. A bill of exchange is a “negotiable instrument” i.e. a document which is
transferable by delivery without notice to the party liable (drawee).
Amount dueto Dinesh = 10,500
Amount settled by bill endorsement = 10,000
Discount = Rs. 500
Entry to be passed =
Dinesh Alc Dr. 10,500
ToBillsreceivable 10,000
To Discount received 500
The benefit of Rs. 500 earned by Ritesh was Credited to discount received account by Rs. 500.
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59. Share forfeitureis the process by which the directors of acompany cancel the power of shareholder if
he does not pay his call money when the company demands for it. Company will give 14 days notice;
after 14 daysif shareholder did not pay then company will forfeit hissharesand cut off hisnamefromthe
register of shareholder. Company will not pay hisreceived funds from sharehol der.

On non-receipt of thefirst call and final call money from Rahul, callsin arrear account was debited and
therewas no money lying in thefirst call account or thefinal call account . Thuswhen the amount was
forfeited no amount will be credited in thefirst call account.

60. Sharesissued to promoterswill be debited to Goodwill A/c.

664 Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -8

1. Going concern concept assumes that the business will continue for long and will not liquidate in near
future.

2. Capital isequal to assetslessliabilities.

3. Double column cash book records al cash and bank transactions.

4. Errors of commission donot permit trail balanceto agree.

5. Wages, Trade receivable, goodwill all have Dr. balance. Bills payable (liability) has Cr balance.

6. ‘Depletion’ isused for natural resources.

7. A hill of exchange requires acceptance.

8. A promissory note cannot be made payable to bearer.

9. Expenditure for replacement of a part isrevenue expenditure in the given case.

10. Outstanding salry is personal account asit is due to some person.

11. Drawings are deducted from capital balance.

12.  Openinginventory isdebitedto TradingA/c.

13. Purchase returns are deducted from purchases.

14. Drawingswill show aDr. balance.

15. Purchase of fixed asset (on credit basis) is recorded in Journal Proper.

16. Recording of transactions and eventsisAccounting.

17. Theratio of sacrificeis same as old profit sharing ratio, unless otherwise agreed.

18. Continuing partners acquire the outgoing partner’ ssharein gaining ratio.

19. Bill of exchangeiscalled Bill payableby onewhoisliableto pay.

20. Callsin arrear is deducted from called up capital to arrive at paid up.

21. In the given case, sdlewill betreated at time of delivery only.

22. Cost concept has been followed in the given case.

23. A Bank reconciliation is a process that explains the difference between the bank balance shownin an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.
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24.

25.

26.

666

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement as on 31% March 2012

Particulars Amount Amount
Balance as per cash book(dr) 1,00,000
Less:

Cheques deposited but not cleared 10,000 10,000
Balance as per pass book(cr) 90,000

Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit is acompany’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = opening stock + purchases + carriage-closing stock = 1,00,000
Gross profit = sales-cost of goods sold = 1,25,000—1,00,000 = Rs. 25,000

A joint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets. Profit on joint venture can be calculated in the
following account

Joint venture a/c

Particulars Amount  Particulars Amount
To coventurers alc-X-purchases 20,000 By coventurers alc-X-sdes 22,000
To coventurers alc-Y-purchases 40000 By coventurers a/c-Y-saes 39,000
To coventurers a/c-Y-expense 5000 By coventureres-Y-drawings 2,000
By coventurers a/c-loss 2,000

6500 ~ 65000

Discounting bills of exchangeis afinancial service, where the Bank purchases drawn bills, from the
domestic trade transactions, confirmed in particular with aninvoice - with right of recourseto you - and
credits you with the amount of the bill of exchange less discount interest and additional costsrelated to
thebill, accrued in advance from the discount date to the bill payment term.

The amount of proceeds sent to Sohan will be:
Totd bill amount = Rs. 2,000
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Less:6% of 2,000 x 3/12=30
Amount received from bank by Mohan=2,000—30= 1,970
Amount sent to Sohan = 1/2 of 1,970 = Rs, 985

27. Sdleor return basisis an arrangement by which aretailer pays only for goods sold, returning those that
are unsold to the wholesaler or manufacturer. The customer do not pay for the goods until they confirm
to buy. If they do not buy, those goodswill return to us.

Goodsonthe‘saleor return’ basiswill not betreated asnormal salesand should beincludedintheclosing
inventory unless the sales have been confirmed by customer.

Here as No confirmation has been received from Annu Ltd. till 31st March, 2012. So the goodswill be
included inthe closing inventory at cost or market price whichever islower. Hereit will beincluded on
cost i.e. Rs. 10,000.

28. Interest on capital will be provided as per the partnership deed . since the books were closed before
providing for the same rectification entry will be passed.

Profit before interest proportioned to the partners as they are EQUAL PARTNERS are;
Somesh = 6,000 x 1/2 = Rs. 3,000
Ramesh = 6,000 x 1/2 = Rs. 3,000
Theinterest to be provided on capital = 5% of 1,20,000 = Rs. 6,000
Interest to be proportioned to the partnersin theratio of their capital i.e. 1:2. Thus:
Somesh'sshare = 1/3 x 6,000 = Rs. 2,000
Ramesh’'s share = 2/3 x 6,000 = Rs. 4,000
Thusfor rectification Somesh’s account will be debited by Rs 1,000.
29. Calculation of new profit sharing ratio

Partners Old ratio New ratio

A 36=1/2 (1-2/6) x 3/5=2/5x 30 =12
B 2/6=1/3 (1-2/6) x 2/5=4/15%x30=8
C 1/6 1/6x30=5

D 1/6%x30=5

Since Cisretaining hisold share in profit the remaining (1-1/6-1/6) will be shared by A and B in their
mutud profit sharing ratioi.e. 3:2. Thusthe new ratio between A, B, Cand D = 12:8:5:5

30. Owner of enterprise pays interest on drawings due to entity concept.
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31 Hidden goodwill isthat goodwill the amount of which is not mentioned in the deed , but the amount of
which hasto calculated by capitalisation method or with the help profit sharing ratio.

Capitalisation of Average Profits M ethod:

Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return. Such capital is called capitalised value of average
profits. Theformulais:

Capitalised Value of Average Profits = Average Profits x (100 / Normal Rate of Return)
Capital Employed = Assets—Liabilities
Goodwill = Capitalised Vaue of Average Profits— Capital Employed
Herecapitalized value of averageprofits=1,10,000 x 1,000/10 = 11,00,000
Capital employed = 11,00,000—1,00,000 = 10,00,000
And goodwill =11,00,000—10,00,000=Rs. 1,00,000
32.  Vaueof inventory ason 31% March 2012:

Cost of inventory ason 10th April 1,20,000
Add:

Cost of goods sold between 1% April and 10" April 10,000

Purchase returns between 1% April and 10" April 1,000 11,000
Less -

Cost of goods purchased between 1% April and 10" April 10,000 (10,000)
Vaue of inventory as on 31% March 2012 1,21,000

33. Inventory must be recorded at the lower of cost or net realizable value.

Cost includes the purchase cost and any other costs necessary in bring the inventories to their present
location and condition. These may include costsincurred directly in the production of inventory such as
direct labor and production overheads (i.e. conversion costs) and other expenses such astransportation
and handling charges, taxes and dutiesthat may not be recoverable from tax authorities. However, costs
do not include general and administrative costswhich cannot reasonabl e attributed to the cost of inventory.
Similarly, selling and distribution expenses, Sorage costsand excessive expenditure resulting from abnorma
wastage shd | not beincluded in the cost of inventory.

Net redlisable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale. This is simply the expected
revenuefromthesaleof inventory after deducting any further coststhat are necessary inorder to sell the
inventory.
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Vaueof inventory item by item:

Item No. Units Cost per unit  Realization Value at which Value
value per unit  recorded = recorded
(NRV) lower of cost
or NRvV
1 2 10 u 10 20
2 10 5 4 4 40
3 2 2 2 2 4
Vaueof closing inventory 64

34. Average Profits Method:

Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The averageisthen multiplied by the agreed number of years. Thisisthe smplest and the most
commonly used method of the val uation of goodwill.

Goodwill = Average Profits x Number of years of Purchase

Before cal culating the average profitsthefollowing adjustments should be madein the profits of thefirm:
(@& Anyabnormal praofits should be deducted from the net profits of that yesr.

(b)  Any abnormal loss should be added back to the net profits of that year.

(c)  Non operating incomese.g. Income from investments etc should be deducted from the net profits
of that year.

Profit of theyear 2010: profit less abnormal gain = 40,000 —5,000 = Rs. 35,000
Profit for theyear 2011: profit add abnormal loss= 50,000 + 10,000 = Rs. 60,000
Average profit of last 2 years = (35,000 + 60,000)/2 = Rs. 47,500

Goodwill =47,500x 1 =Rs. 47,500

35. Discounting hills of exchangeis a financia service, where the Bank purchases drawn bills, from the
domestic trade transactions, confirmed in particular with an invoice - with right of recourseto you - and
credits you with the amount of the bill of exchange less discount interest and additional costsrelated to
thebill, accrued in advance from the discount date to the bill payment term.

Hereamount of thehill = 1,00,000
The bill was accepted by Hari on 1% January and was discounted on 4" january so,
Amount to be paid to bank on discounting at 12%pa= 1,00,000 x 12/100 x 3/12 = Rs. 3,000
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36. Capital ason 31% December 2011:

Opening capita ason 1% Jan 2011 45,000
Add profit during the year 15,000
Addinterest on capita 2,000
Less drawings during the year (14,000
Lessinterest on drawings (5,000)
Closing capital ason 31% Dec 2011 43000

37. Since any amount paid for the persona expenses for the proprietor from the firm will be treated as
drawings, theamount Rs. 10,000 paid for personal incometax of the proprietor will betreated asdrawings
and will be deducted from hiscapital.

38.  The provision created to cover the next year's bad debt expense out of the current year’s accounts
receivablesisknown asprovision for bad debts. The provision for bad debt is cal culated on the accounts
receivable’ balance obtained after deducting the bad debt written off.

Cdculation of additional provisonrequired:

Amount of new provision for doubtful debt required 20,000
L ess: Opening balance of provision of doubtful debt (15,000—10,000)
Additional provisionto bedebited to P& L account 15,000

39.  Whilerecording saariestheamount of PFwill be deducted from the salary and the balance amount will
be shown in the profit and lossA/C.

The amount at which salaries expense will be shown in the Profit and Loss A/c is 16,000 — 1,000 =
Rs. 15,000.

40.  Straight line method depreciates cost evenly throughout the useful life of the fixed asset.
Straight line depreciationiscal culated asfollows:
Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:
Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidua value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetime it isavailable for
useto thetime of itsdisposa or termination of use.

Here Cost of the machinery = purchase price + installation expenses = 50,000 + 6,000 = Rs. 56,000
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Depreciation = (56,000 —-6,000)/10 = Rs. 5,000

41.  Theequity shares are being issued at a premium of 20% thus the value of each share will be 10+ 2 =
Rs. 12

Total value of assets purchased = Rs. 3,64,800

Number of sharesissued in consideration = total value of assets purchased/value per share = 3,64,800/
12 =30,400 shares

To record this transaction share capital needs to be credited by the face value of the sharesissued i.e.
30,400 x 10=Rs. 3,04,000

42.  Whenthe sharesforfeited arereissued at discount, Bank account is debited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equal to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
Butin case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on sharesreissued = Rs. 200 x 5—900 = Rs. 100

Amount availablein shares forfeiture account = 200 x 2.5 = Rs. 500

The surplus amount to be transferred to capital reserve account = 500 — 100 = Rs. 400
43.  When sharesissued at par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit‘cdlsinarrear A/C’ with theamount due on forfeited shares. This cancel sthe effect of debit
to such calls which take place when the amount is made due.

Here the amount due from the forfeited shareswere = 1,000 x 2 + 1,000 x 3 = Rs. 5,000
44, Invoice value of the goods destroyed = 1,600 which is 25% above cost

Thuscost = (100/125) x 1,600 = 1,280

Insurance claim will be settled at the actual value of the goods destroyed

Thusinsurance claim accepted will be 50% of 1,280 = Rs. 640

45, Expenses which have been incurred but not been paid for till the end of the accounting year are known
asAccrued expenses or outstanding expenses. Outstanding expense amount is added to that particular
expense account in the Profit and loss or Trading Account because it was the expense for that year.
(Based on the matching principle)
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Outstanding expenses areliabilitiesfor the business. Thusthey will appear under the Current Liabilities
in the Balance Shest.

Here Salary has been paid for 11 monthsfrom April 2011 to February, 2012 amounting Rs. 22,000.
Sothesdary for 1 monthisoutstanding

Sdary for 11 months= 22,000

Sdary for 1 month = 22,000/11 = Rs. 2,000

Thus outstanding salary shown in balance sheet will be Rs. 2,000.

46. Many times during the operation of business, the owner may take out some cash from the business for
his personal use. These withdrawals from the business are considered as Drawings. Considering the
fact that the businessis a separate accounting entity, it charges an interest on the drawingsto the owner.
Whereinterest ischarged it isusually calculated at fixed rate percent from the date of each drawing to
the date the accounts are closed. If the dates on which the amounts are drawn are not given, interest is
calculated on the whole amount on the assumption that the money was drawn evenly throughout the
year. In such case interest will be charged for 6 months.

Here drawings = Rs. 50,000
Interest on drawings = 10% of 50,000 x 6/12 = Rs. 2,500

47. A Bank reconciliation is a process that explains the difference between the bank balance shownin an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement as on 31% March 2012

Particulars Amount Amount
Balance as per cash book (Cr) 50,000
Add:

Bank charges 500 500
Add:

Cheques deposited but not cleared 20,000 20,000
Baance as per pass book (Dr) 70,500

48. Betterments, which extend the useful lifeor improvetheefficiency of theasset and meet the capitalization
threshold of the asset class to which it relates, must be added to the historical cost and amortized. A
revenue expenditure which increasesthe utility or productive capacity of an asset, istreated ascapitdized
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expenditure. ThusRs.5,000 was spent by Saroj for addition to machinery in order toincreasethe production
capacity. The amount is Capita in nature.

49, Total amount of sales= Rs. 10,20,000
Sdle of damaged stock at loss= Rs. 20,000
Thus sales made at 25% profit on sale = 10,20,000 — 20,000 = Rs. 10,00,000

Grossprofit = 25% on salelesslosson sal e of damaged stock = 25% on 10,00,000 ess (30,000—20,000)
=2,50,000-10,000=Rs. 2,40,000

50. Infinancia accounting, every single event occurring in monetary termsis recorded. Sometimes, itjust s
happens that some events are either not recorded or itis recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account.

Whatever the reason may be, there is aways a chance of error inthebooksof accounts. These errorsin
accounting require rectification. When there is a difference in a trial balance a suspense account is
opened with the amount of the difference so that the trial balance agrees (pending the discovery and
correction of the errors causing the difference).

Herethe total of the debit and credit side of atrial balance of Mr. Rgjiv as on 31st March, 2012 were
Rs. 20,000 and Rs. 10,000 respectively. Thussuspense account will haveacredit balance of Rs. 10,000.

Now purchase return book which has a credit balance was overcasted by Rs. 1,500 — Rs. 1,400 =
Rs. 100. Thus we have to credit suspense account and debit purchase return account by rs 100. After
crediting suspense account by Rs. 100 the balance of suspense account will be Rs. 10,100 (cr).

51.  Statement showing closing capital of Mr A ason 31.3.2012:

Capital introduced ason 1.4.2011 3,00,000
Add:

Further capitd introduced during the year 50,000
Profit during the year 20,000
Less:

Drawingsduring the year 2,000 x 12 (24,000
Capital ason 31.3.2012 346,000

52. Goodsarenormally sent on cost priceto the consignee but sometimethe consignor makestheinvoiceat
theselling pricei.e. proformainvoiceprice. Theideaisthat consignee should not know the actual cost of
the goods. In such cases the entries are made by the consignor in his books at theinvoice price.

Here the goods are sent to the consignee a cost + 25%
Cost of goods sent = Rs. 10,000
Invoice value of the goods sent = 10,000 + 25% of 10,000 = Rs. 12,500
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53.  Onthedesth of apartner, the representatives are entitled to Share of profit upto the date of death. Profit
till datewill be calculated on the basis of last years profit.

Thussharein profitsfor the period 1st january 2012 to 30th June 2012 to be credited to C’'sAccount will
be calculated asfollows:

Profit for the period on the basis of last year’s profit will be 24,000 x 6/12 = Rs. 12,000
Share of Cin profit = 2/4 of 12,000 = Rs. 6,000

54. Statement showing increase /decrease in assets and ligbilities

Assets Liabilities
Increase Decrease Increase  Decrease
A purchased a car for Rs. 5,00,000 5,00,000
Making adown payment of Rs. 1,00,000 1,00,000
Signing abill payableof Rs. 4,00,000 4,00,000

Thustotal increasein assets = 5,00,000—1,00,000 = Rs. 4,00,000
Andtotal increaseinliabilities= Rs. 4,00,000
Correct option is(d) i.e. Both (b) and (c)

55.  On 1.4.2011 purchase of machinery for Rs. 50,000 will be capitalized asits an asset . Expenses which
have been incurred but not been paid for till the end of the accounting year are known as outstanding
expenses. Outstanding expense amount isadded to that particular expense account in the Profit and loss
or Trading Account because it was the expense for that year. (Based on the matching principle)

Theexpenseswill include:

Electricity expenses 1,000
Sday 2,000
Outstanding Telephone expenses 200
Totd 3,200

56. Here the cost of goods sold = 10,000
Invaicepricewill be=10,000 + 10% of 10,000 = 11,000

Trade discount = 5% of 11,000 = Rs. 550
Sales= Invoice Price - Trade Discount
=11,000 - 550 = 10,450
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57.

A debt from accounts receivable that is recovered either in whole or in part after it has been written of f
or classified as abad debt is known as bad debt recovery . Because it generally generates aloss when
it iswritten off, abad debt recovery usualy producesincome.

In accounting, the bad debt recovery would credit the “bad debts’ account and the net amount of the
account istransferred to profit and loss account.So the bad debt recovered from Gauri will not effect the
account of Gauri and the correct optionis(c) nil.

58.  Thegoodswithdrawn by Ramesh for personal use will be debited to hissalary Rs. 1,500 and the when
he received Rs. 9,000 again in cash for salary he got Rs. 500 excess salary so it should be debited to
salaries paid in advance as per the matching principle.

59.  Theorigina cost of an asset takesinto consideration al of the coststhat can be attributed to its purchase
and to putting the asset to use. These costs can include such factors as the purchase price,
repairs,commissions, transportation, appraisas, warrantiesand install ation.

Thusrepairsincurred to bring the old furniture bought to usewill be capitalized and will beincludedinthe
total cost of the asset and will not be debited to repairs account.
Correct optionis(d) nil

60.  Thisisanerror of commission where an amount is posted in the wrong account but on the same side so
in this case there will be no effect on the tria balance since the amount is placed on the correct side
though in the wrong account.

Option (b) iscorrect.
Common Proficiency Test (CPT) Volume- | 675

© Thelnstitute of Chartered Accountants of India



ANSWERS

SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -9

1. Financia statementsare prepared at points of time due to Periodicity.

2. Real accounts relate to assets of firm and not debts.

3. The purchase of typewriter is atransaction.

4. Profit leadsto increase in capital as well as assets.

5. Vikas and Co. is a personal account.

6. Depreciation is charged due to physical wear and tear of asset.

7. A promissory note doesn’t require acceptance.

8. Sdesreturn, BR, carriage inwards al have debit balance. Outstanding wages has Cr. balance.

9. Total of salesjournal not posted to sales account isan error of omission.

10. Prepaid salary has debit balance.

11. Equadlity of Dr. and Cr. of trial balance does not ensure accuracy of individual accounts.

12. Changeinmethod of depreciation ischangein accounting policy not estimate.

13. Cr. balance in cash book means overdraft as per pass book.

14.  Sdleof scraps of raw material are shown on Cr. side of Manufacturing A/c.

15. Goodwill isanintangibleasset.

16. Joint venture account shows profit/l oss, hence nominal in nature.

17.  Abnormad losson consignment is credited to consignment A/c but debited to P& L A/c.

18. Bank debits the account of customer when he withdraws money.

19. 3 days of grace are added in case of time billsfor calculation of Maturity date.

20. Cash discount allowed should be credited to customer’sA/c.

21. When a new stock (share) issue has more buyersthan there are shares to satisfy their orders. This
‘excess of demand over supply’ occurrenceisknown asoversubscription of shares. Here 25,000 shares
wereissued whereas application wasreceived for 75,000 shares. So thisisthe case of oversubscription.
‘Pro-Rata Used to describe a proportionate alocation. A method of assigning an amount to afraction,
according to its share of the whole. Pro-rataalotment accounting tells you the system of use surplus of
over-subscription money for adjusting the alotment money and other calls. Here excess money was
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refunded to them after adjustment for further calls. So thisisthe case of prorate allotment.

Forfeited Shares are sharesin acompany that the owner loses (forfeits) by failing to meet the purchase
requirements. Requirementsmay include paying any alotment or call money owed, or avoiding selling or
transferring shares during arestricted period. When ashareisforfeited, the shareholder no longer owes
any remaining balance, surrenders any potential capital gain on the shares and the shares become the
property of theissuing company. Theissuing company can re-issueforfeited sharesat par, apremium or
a discount as determined by the board of directors. Here excess money was refunded to them after
adjustment for further calls. So thisisthe case of forfeiture of shares.

Thus option (d) isthe correct option.

22. On the death of apartner, the representatives are entitled to Share of profit upto the date of death, share
inreserves of firm and sharein JLP. Profit till date will be calculated on the basis of last years profit.

23. In case of revauation, the depreciation is calculated on the total revalued amount over a period of
bal ance useful lives assessed on the date of reval uation. New cost for the purpose of depreciationwill be
gross cost less accumulated depreciation on the date of revaluation. Along with this, the revaluation
reserveisamortised to theincome statement based on the useful life of the asset towhichit relates. This
isdoneto ensurethat depreciation on thereva ued amountsshouldn'’ tinflate/ deflate theincome statement.

Date Particular Amount Amount
112008 Cost of machinery 15,00,000
Less: Depreciation for 3 years on straight line basis 15,00,000/15 3,00,000

x 3=3,00,000
112011  Wav of the machinery 12,00,000
112011 Revauationof machinery 3,00,000
112011 New cost of the machinery 15,00,000

Depreciation=Rs. 15,00,000/12 = Rs. 1,25,000
24, Thevalue of closing inventory will be Rs. 35,500 (A —Rs. 9,500, B —Rs. 12,000 and C — Rs. 14,000).

25.  Tradediscountsare generally ignored for accounting purposesin that they are omitted from accounting
records. Therefore, purchases, dong with any payables in the case of a credit purchase, are recorded
net of any trade discounts offered.

Here the cost of goods purchased = 50,000
Invoice pricewill be=50,000 + 50% of 50,000 = 75,000
Trade discount = 15% of 75,000 = Rs. 11,250

Thus purchasesto be recorded before cash discount = invoi ce price—trade discount = 75,000— 11,250 =
Rs. 63,750.

26. In the books of M/S Chandini, receivablefrom M/S Nandini was Rs. 35,500. The chequereceived from
Nandini wasfor Rs. 35000infull settlement of her account. So the discount allowed by Chandini wasRs.
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500. And as cheque is being received on 1% of October and was deposited on 4™ of October,
On 18 October the entry in the books will be:

CashAlC ..., dr 35000
DiscountA/c........... ar 500
M/SNandini A/c 35500

27. Building improvements are capital eventsthat materially extend the useful life of abuilding or increase
thevaueof abuilding, or both. A building improvement should be capitalized asabetterment and recorded
asan addition of valuetotheexisting building .

Expendituresto be capitalized asimprovementsto buildingsinclude
e Additionsto buildings, such asexpansions, extensions, enlargements, etc.
e Ingallationor upgradeof plumbing and electrica wiring.

Herecost of extension of buildingisRs. 5,00,000 and cost of improvement in electricwiring systemisRs.
25,000. These 2 expenseswill be capitalized.

And the amount to be expensed will be;

Repair cost 15,000
Whitewash 10,000
Total expenses= 15,000 + 10,000 = Rs. 25,000

28. A debt from accountsreceivablethat is recovered either in whole or in part after it has been written off
or classified as abad debt is known as bad debt recovery . Because it generally generates aloss when
it iswritten off, abad debt recovery usualy producesincome.

In accounting, the bad debt recovery would credit the* bad debtsrecovered” account and the net amount
of the account istransferred to profit and loss account.So the bad debt recovered from Anshul will not
effect the account of Anshul and the rectification entry to be passed will be:

Anshul’sA/c Dr. Rs. 6,000
To Bad debts recovered A/c Rs. 6,000.

29. A transaction relating to bank has to be recorded in both the books i.e. Cash Book and Pass Book but
sometimesit happensthat abank transactionisrecorded only in onebook and not recorded smultaneoudly
in other book this causes difference in the two balances. The causes for difference may be interest
charged directly by bank not entered in cash book. Thisdifference can be adjusted inthe bank reconciliation
statement or before the preparation of the reconciliation statement. If this differenceis adjusted before
the preparation of the reconciliation statement then it will not effect the reconciliation statement.

Heretheinterest of Rs. 500 charged directly by the bank was not entered in the cash book and the same
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was adjusted in the cashbook before reconciliation statement. So now thereisno difference betweenthe
books because of this particular transaction and this interest will be ignored while preparing bank
reconciliation statement.

30. Letslook intothefollowing:

Cost of Goods manufactured = Direct materials cost + Direct labor cost + Factory overhead cost +
Opening work in processinventory — Ending work in processinventory

Cost of goodssold (COGS) = Cost of goods manufactured + Opening finished goodsinventory —Ending
finished goodsinventory

Cost of sales meansthe price paid for the product, plus any additional costs required getting the goods
into stock and ready for sale. It includes delivery and handling cost . Theformulafor calculating cost of
sdlesisstarting Inventory + Purchases— Ending Inventory.

Cost to Company (CTC) isthe sdlary package of an employee. It indicates the total amount of expense
an employer (organization) is spending for an employeein ayear. CTC is not the actual salary of an
employee, italsoincludesall thefacilitiesan employeeisgetting during the service period.

Cost of goods sold involves finished goods and in the given question only details of raw materias are
given so this cannot be cost of goods sold.

Cost of salesissimilar to cost of goods sold. So thisproblem aso not deal with same.
Cost to company has no relevance in the given problem .

So here 10,000 (opening raw material) + 50,000 (wages) + 5,000 (carriage) + 2,00,000 (purchases of raw
materias) + 1,25,000 (factory overhead) — 15,000 (closing inventory of raw materials) = Rs. 3,75,000
will betransferred to cost of goods manufactured.

31 Remuneration paid for servicesiscalled commission. Commissionisawayspaid on sales. Over-riding
commissionisan extracommission allowed to the consigneein addition to thenorma commission. Such
additional commissionisgeneraly alowed:

() Toprovideadditiona incentiveto the consigneefor the purpose of introducing and creating amarket
for anew product

(i) To provideincentive for supervising the performance of other agentsin aparticular area

(i) To provide incentive for ensuring that the goods are sold by the consignee at the highest possible
price.

Commission on goods sold on invoice price = 5% of 2,00,000 = 10,000
Commission on goods sold 10% above cost = 5% of 1,10,000 = 5,500
Tota commission= 10,000+ 5,500=Rs. 15,500

32. Lossof quantity of goodsinthenormal courseof businessandinherent and thusinevitableor unavoidable,
such asloss because of |oading and unloading of goods, |eakage, evaporation or shrinkageisknown as
normal loss.
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The treatment of normal loss is to charge it to consignment account. The total cost of goods sent is
charged to the units remaining. Vaue of inventory isinflated to cover the normal loss. In other words
such lossis absorbed by the remaining units.

Heretotal cost of the oranges= 1,000 x 8 + 925 = Rs. 8,925

Since 15%lossisunavoidable

The balance oranges left = 1,000 — 15% of 1,000 = 850 Kgs

Thus cost per orange after adjusting losswill be=8,925/850 = Rs. 10.50

33. Consignment istheact of consigning, whichisplacing any material inthehand of another, but retaining
ownership until thegoods are sold or personistransferred. A joint venture takes place when two parties
come together to take on one project.

Herethe cost of goods sent on consignment = Rs. 20,000 which isthe cost of consignment.

Ajay drawshill on Bijay for 80% of the cost of consignment, thusthe amount of thebill drawnwill be =
80% of 20,000 = Rs. 16,000.

34.  Accounting Egtimatesinvolve management’ sjudgment of expected futurebenefitsand obligationsrelating
to assetsand liabilities (and associated expense and income) based on information that best reflectsthe
conditions and circumstancesthat exist at the reporting date. By its nature, estimates are subjective and
may require frequent revisions in future. Estimates must be revised when new information becomes
availablewhichindicatesachangein circumstances upon which the estimateswereformed. Changesin
Accounting Estimates must be accounted for prospectively inthefinancial statements, i.e. the effects of
the change must beincorporated in the accounting period in which the estimates are revised. Therefore,
carrying amounts of assetsand liabilitiesand any associated expenseand gainsare adjusted inthe period
of change in estimate. Prospective application of changes in estimates prevents frequent revisions in
prior period comparative figures which might cause unnecessary complications in respect of financial
statement bal ancesthat are expected to berevised in future dueto availability of new information or the
experience of new events.

Here the company should account for the changein estimate prospectively by allocating the net carrying
amount of themachinery over itsremaining useful life. No adjustment isrequired to restate thedepreciation
chargein previous accounting periods.

Depreciation expense for the machine would therefore be asfollows:

Depreciation Expense Accumulated Depreciation  Working

31.3.2010 1,00,000 1,00,000 (10,00,000/10)

3132011 1,00,000 2,00,000 (9,00,000/9)

31322012 80,000 2,80,000 ((10,00,000—2,00,000)/10)

Although expected useful life of the machine has increased at the end of second year, depreciation
expense recorded in previous years is not affected. Instead, the depreciation expense is decreased
accordingly intheremaining years.
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35. Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person is transferred. Remuneration paid for services is called
commission. Commissionisawayspaid on saes. Over-riding commissonisan extracommissonalowed
to the consigneein addition to thenormal commission. Such additional commissionisgenerally allowed:

(i) Toprovideadditiona incentiveto the consigneefor the purpose of introducing and creating amarket
for anew product

(i) To provideincentive for supervising the performance of other agentsin aparticular area

(i) To provide incentive for ensuring that the goods are sold by the consignee at the highest possible
price.

Here cost of the goods sent on consignment = 1,00,000

Invoiceprice=cost + 25% = 1,00,000 + 25% of 1,00,000 = 1,25,000

Invoice price of the goods sold = 3/5" of thetotal invoiced goods = 3/5" of 1,25,000 = 75,000
Commission on sales = 2% on sales = 2% of 85,000 = 1,700

Overriding commission = 20% on gross saleslessal commission exceedingitsinvoicevalue
L et the overriding commission bex

Total commission=1,700+ X

Grosssdeslessal commission = 85,000—1700—x

Overriding Commission = 20% of (85,000—75,000—1,700—X) = x

Or 1,660-.2x=x

Or 1.2x=1,660

Or x=1,383

Total commission=1,383+ 1,700=Rs. 3,083

36. Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or personistransferred. A joint venture takes place when two parties
come together to take on one project.

Here cost of goods sent on consignment = Rs. 10000

Here we can find out amount to be remitted to Anuj by Bittu with the help of Consignee account in the
books of Anuj and the consignment account

Consignment account

Particulars Amount  Particulars Amount
To goods sent on consignment A/c 10,000 By BittuA/c-sdes 15,000
Tobank-freight paid 1,000
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To bank-discounting charges 500

ToBittuA/c-commission 500

To P&L—transfer to profit 1,500

To Bittu-profit share 1,500
15,000 15,000

Bittu account

Date Particulars Amount Date Particulars Amount
To consignment A/c 15000 By hillsreceivable 10,000

By consignment A/c-profit
share 1500
By consignment-commission 500

By balance c/d-balance

receivable 3,000
15000 15,000

37. Inthe caseswhere ahill ispayable at afixed period after sight, thetimeisto be calculated from the date
of the acceptance if it is accepted . If the instrument is made payable at the stated number of months
after sight it becomes payable three days after the corresponding date of the month. If the month in
which the period would change has no corresponding day, the period shall beliableto change onthelast
day of such month. Three days of grace must be added to it. In cal culating the date at which promissory
note or hill of exchange made payable a certain number of days after sight , the day of the date of
presentment for acceptance or sight shall be excluded.

Thusthe date which comes after adding stated number of daysto the date of the bill,shall bethe duedate
and the date of hill isexcluded. And for finding the date of maturity 3 days as days of graceisadded to
the due date.

Here the bill was accepted on 8.12.2011. By adding 30 daysto this date we get 7.1.2012.
Now by adding 3 days of grace we get 10.1.2012.

38. Billsof exchange isafinancia service, where the Bank purchases drawn hills, from the domestic trade
transactions, confirmed in particular with aninvoice- with right of recourseto you - and creditsyou with
theamount of thebill of exchangelessdiscount interest and additiona costsrelated tothehill, accruedin
advance from the discount date to the bill payment term.

Here amount of the bill = Rs. 30,000
The hill was accepted by Yash on 1% January but was discounted on 4" February so,
Amount to be paid to bank on discounting at 12% pa= 30,000 x 12/100 x 2/12 = Rs. 600
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39. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill beforethe maturity date arrives, to cancel the old bill and draw anew hill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.
Whenahill of exchange isdishonored, the holder can get such fact noted onthebill by anotary public. The
advantages of noting isthat the evidence of dishonored is secured. The noting is done by recording the
fact of dishonored, the date of dishonor, the reason of dishonor, if any. For doing all this the notary
public charges hisfeeswhichiscalled noting charges.

In case the bill isrenewed theinterest will not be charged on the noting charges which will be treated
separately and will not be clubbed with the amount of the bill.

Here Total amount of the Y’s acceptance = 25,000

Amount paidin cash on maturity by Y = Rs. 5,000

Amount of therenewed bill = Rs. 20,000

Interest for 3 months @12%pa = 20,000 x 12/100 x 2/12 = Rs. 400

40. Consignment means the owner of the goods can consign the goods to an agent. The agent will sell the
goods for him and receive acommission in return. Goods sent on consignment are the property of the
consignor until thegoodsare sold. The consignor should includedl the unsold goodson consignmentinhis
closing stock.

Consignment account isaprofit and loss account for the consignment. All the expensesand income are
recorded in this account.

Consignment account

Particulars Amount Particulars Amount
To goods sent on consignment 200000 By K-sales(4/5 of 200000 192,000
To bank-expenses 5000 + 20% of 4/5" of 200000)
To K alc-expenses 2000 By closingstock 41,000
Tok alc-commission 5000 (200000 + 5000) x 1/5
To profit on consignment 21,000

2,33,000 2,33,000

Note: Invaluation of closing stock consignee’ sexpensesrel ated to salesand commissionisnot takenin
account.

41.  Ajoint venture (JV) is abusiness agreement in which the parties agree to develop, for afinite time, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
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to thejoint venture account and credited to the coventurers's account or the joint bank account. When
the goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account
and credited to the joint venture account. If the parties have taken over plant or materials etc., the value
will be debited to the account of the party concerned and credited to thejoint venture account. Thejoint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Joint venture with Vansh A/c

Date Particulars Amount  Date Particulars Amount
To purchases-supplies 10,000 By Vansh alc-sales 15,000
To bank-expenses 1,000 By Vansh alc-drawings 2,000
To Vansh A/c-carriage 1,000
To net profit transferred to-
Profit and lossA/c 2,500
VanshAlc 2,500 5,000

17000 17000

42. Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individuaingitutionswholend it money (invest intheir debentures)For aninvestor investinginadebenture
isjust likeinvesting in afixed deposit with the differencethat while he can withdraw the amount invested
in afixed deposit any time he/she likes with aloss of interest.. he cannot do so with a debenture. The
amount invested on adebenture will berepaid only on the expiry of the period for which the debenture
hasbeenissued. if the debentureswere originally issued at apremium if the current balance of premium
or the premium received on debentures originally issued islessthan the premium on redemption thenthe
case of loss on redemption of debentures arise.

Here Prakash Ltd. issued 15,000, 15% debentures of Rs.100 each at a premium of 10%, which are
redeemable after 10 years at a premium of 20%.

The premium on redemption of debentures = 20% of 15,00,000 = 3,00,000
L oss on redemption of debentures= Rs. 3,00,000

Thelosson redemption of debenturesisto bewritten off inthe period for which the debenturesarebeing
issued.

43. Sdeor returnisaterm sale, where the seller sold goods on the basis of return, there might be a chance
of return of goods, or acceptance of goods, or acceptance of part of goods. Thismethod isalso called the
SdleonApproval basis.

When the transactions of sending the goods on sale or return basis are few, the seller may tredt it as
norma saleand record it inthe booksaccordingly. However, if the goodsare sent on saleor return basis,
the unsold goods must beincluded in the stock at cost. When the goods sent on sale or approval basisare
treated as sae, for the goods not yet approved, the sale entry is reversed at the year end.
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HereVarun Ltd. sendsgoodsto hiscustomerson Saleor Return basisby recordingit asasaleat thetime
of sending it for approval.When aletter of approval was received from a customer for Rs. 40,000 this
transaction is aready recorded in the books.

So No entry isrequired for receiving the letter of approval from the customer.

44, Super Profitsarethe profits earned above the norma profits. Under this method Goodwill is cal culated
onthebasisof Super Profitsi.e. the excess of actual profitsover thenormal profits. Stepsfor calculating
Goodwill under thismethod are given below:

()  Norma Profits= Capital Invested x Normal rate of return/100

(i)  Super Profits=Actua Profits—Normal Profits

(i)  Goodwill = Super Profits x No. of years purchased

Here:

Normal profits=4,00,000 x 10% = 40,000

Average profit of the last three years = (42,000 + 39,000 + 45,000)/3 = 42,000
Super profits=42,000—40,000 = 2,000

Goodwill =2,000 % 3=Rs. 6,000

45.  Whenthe company hasthe debenturesin Financial statementswith entitlement to interest. Interest will
accrue on atimely basis e.g. Month to month or period to period.

However the so accrued will become accrued and due on the said due dates.

If the company has to prepare the financial statements, it has to provide for the interest expense up to
that period and show it under interest accrued but not due.

Interest from 1-4-2010 to 31-12-2010 i.e. for 9 months from the date of issue of debenturesis accrued
and due = 14% of 1,00,000 x 3/12 + 14% of 1,00,000 x 6/12 = 1,05,000

Interest from 1-1-2011 to 31-3-2011 is the interest which is accrued but not due = 14% of 1,00,000 x
3/12=35,000.

46. A joint venture (JV) is a business agreement in which the parties agree to develop, for afinite time, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to the joint venture account and credited to the coventurers's account or the joint bank account. When
the goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account
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and credited to the joint venture account. If the parties have taken over plant or materias etc., the value
will be debited to the account of the party concerned and credited to thejoint venture account. Thejoint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
ToAnnyA/c-supplies 20,000 By Bunny a/c-sales 25,000
ToAnny-commission 200
ToBunny A/c-commission 1250
To net profit transferred to- 3550
AnnyAlc 1,775
BunnyA/c 1,775

25,000 25,000

47. Sometimesiit is decided by the existing partners to change their Profit sharing ratio. This change may
result in gain to afew partners and lossto others. The partners who are going to gain due to this change
in the profit sharing ratio should compensate the sacrificing partner/partners. Hence for this purpose a
few adjustments haveto be madein the booksof thefirm. A Changein theprofit sharing ratio of thefirm
means that gaining partner is going to purchase from the sacrificing partner his share of profits. The
gaining partner must compensatethe sacrificing partner by paying the sacrificing partner the proportionate
share of goodwill whichisequal to share gained by him.

Gaining/sacrificing ratio

Partners New ratio Old ratio Gain/(sacrifice)
A 49 /3 4/9-1/3=1/9
B 39 13 3/9-1/3=0
C 29 13 2/9-1/3=(1/9)
Here we see that A is gaining /9" share and C is sacrificing 1/9" share because of the change in the
profit sharingratio.

So A must compensate the C by paying him the proportionate share of goodwill whichisequa to share
gained by him.

48. Share of goodwill gained by A = 1/9 of 90,000 = Rs. 10,000
Thejourna entry for the samewill be
A’s capita account dr 10,000
To C'scapital account cr 10,000
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When anew partner is admitted in the firm, the existing/old partners have to sacrifice, what is given to
thenew partner, fromtheir future profits, thereputation they have gainedin their past effortsand theside
of capital they have taken before. The new partner when admitted has to compensate for al these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of thenew partner, it isnecessary to account the valuation of goodwill in
thefirm.

If the new partner bringsin cash for hisshare of goodwill, in additionto hiscapital, itisknown aspremium
method.

The premium brought in by Z in the above case = Rs. 4,500 which equalsto hissharein thefirm which
is1/6

Thusthetota value of goodwill of thefirmwill be4,500 x 6 = Rs. 27,000

49.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on reconstitution by
admission. I n academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partial sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio — new ratio

Gaining/sacrificingratio

Partners New ratio Old ratio Gain/(sacrifice)
Hum 7/16 58 7/16-5/8=(3/16)
Tum 516 38 5/16-3/8=(1/16)
Woh 4/16 4/16

Sothe sacrificing ratio between Hum: Tumwill be 3/16:1/16=3:1

50. When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so allowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, theremaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share =150 x (75-65) = Rs. 1,500
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Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 150 x (75-50) = 150 x 25 =Rs. 3,750

The surplus amount to be transferred to capita reserve account = 3,750 — 1,500 = Rs. 2,250

51. Equity shares are issued a a premium of 10%. So the amount available in the securities premium
account = 10% of 2,00,000 x 10 = Rs. 2,00,000

52. When sharesissued at par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c’ with the amount due on forfeited shares. This cancelsthe effect of debit
to such calls which take place when the amount is made due. forfeited shares account will be
credited by the amount which has been received in respect of forfeited shares.

Here Manju paid application money @ Rs. 2 per share and alotment money @ Rs. 4 per share but did
not pay thefina call money so 300 shares held by her was forfeited.

Thus amount to be transferred to the shares forfeited account will be =300 x 2 + 300 x 4 = Rs. 1,800

53. On the death of a partner, the representatives are entitled to Share of profit upto the date of death. Profit
till date will be calculated on the basis of |ast years profit.

Herethe profit of the accounting year 2011-2012 i.e. last year = 24,000
The profit sharing ratio of Rgj, Ja and Hari is7:5: 4

Thussharein profitsfor the period 1st April 2012 to 30th June 2012 to be credited to Hari’ sAccount will
be calculated asfollows:

Profit for the period on the basis of last year’s profit will be Rs. 24,000 x 3/12 = Rs. 6,000
Share of Hari in profit = 4/16 of 6,000 = Rs. 1,500
54. Here 10,000 equity shares of Rs. 10 each were issued to public at a premium of Rs. 2 per share.

Applications were received for 12,000 shares. The excess application money and the premium money
received will be shown inthe current liabilitiestill the further course of action isdecided.

So the amount of securities premium account will be number of sharesissued x premium per share =
10000 x 2 =Rs. 20,000

55.  Whenissueisover-subscribed, the company will haveto alot to each applicant according to the number
of shareapplied by him. The excessapplication money isadjusted towardsthe sum due on allotment. Pro
rataactually means'in proportion’.

So the proportion in which the shareswill be aloted = total sharesallotted/total shares applications

Here company offers to the public 10,000 shares for subscription and receives application for 12,000
shares.
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So the proportion in which the shares are to be al otted = 10000/12000 = 5/6
i.e. 5 sharesfor every 6 shares applied
56. A redeemable preference share can be redeemed either —
Entirely out of fresh issue of new preference or equity shares
(but not debentures). Or
Entirely out of divisibleprofits. Or
Partly out of freshissue and partly out of divisible profits.

Herethe Board of Directors of acompany decides to issue minimum number of equity shares and the
maximum amount of divisible profits available for redemption is Rs. 3,00,000. So this is the case of
redemption partly out of freshissueand partly out of divisibleprofits.

Total vaue of preference shares to be redeemed = Rs. 5,00,000
Less: divisbleprofitsavailablefor redemption = Rs. 3,00,000
Total value of sharesto beissued = 2,00,000

Value per equity share=Rs. 9

Thus sharesto beissued = 2,00,000/9 = 22,223 shares

57.  Whenever acompany redeemsits preference shares then thenominal valueor facevaueof thesharesis
putinto capital redemption reservefund. Thereafter thisfund becomesthe part of the paid capital of the

company.

Capital Redemption Revereisaso created when acompany buysit owns shareswhich reduceits share
capitd.

Suppose, the fresh equity shares or preference shares are issued to redeem the old preference shares, in
this case the difference between the face value of preference shares and fresh shares issued will be
transferred to capital redemption reserve account.

Thecapita redemption reservefundistransferred from undistributed profits i.e general reserves, profit
or loss account.

A redeemable preference share can be redeemed entirely out of fresh issue of new preference or equity
shares but not debentures.

Heretheface value of the 12% Redeemabl e preference sharesto be redeemed = 3000 x 100 = 3,00,000
Face value of the fresh equity sharesissued for the purpose = 25,000 x 10 = 2,50,000

Thus amount to be transferred to the Capitad Redemption Reserve Account = 3,00,000 — 2,50,000 =
Rs. 50,000

58.  When debentures are issued at a premium, the issue price is more than the par value. The premiumiis
transferred to securities premium account.
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Here 15,00,000, 12% debentures of Rs. 50 each areissued at premium of 10%
Theface value of debenturesissued is= 15,00,000 x 50 = 7,50,00,000
Thusthe amount of premiumwill be=10% of 7,50,00,000 = Rs. 75,00,000

59. Inthisproblem G Ltd. purchased land and building from H Ltd. for abook value of Rs. 2,00,000 and the
consideration was paid by issue of 12% Debentures of Rs. 100 each at adiscount of 20%

the debentures are being issued at a discount thus the value of each shareissued will be 100 — 20% of
100=100-20=80

Total vaueof land and building acquired = Rs. 2,00,000

Number of debenturesissued = total value of assets acquired/value per debenture = 2,00,000/80 = 2,500
debentures

Thus the debentures account will be credited by 2,500 x 100 = Rs. 2,50,000

60. L oss on redemption of debenture will be equal to the premium at which the debentures are redeemable
after number of years

Hereloss on redemption of debenture will be equa to the premium of 20% at which the debenturesare
redeemable after 5 years

Theface value of 8% debentures = Rs. 20,000 x 10 = Rs. 2,00,000
Thusloss on redemption of debentureswill be=20% of 2,00,000 = Rs. 40,000

Thisloss on redemption of debenture will be written off over the period for which the debentures are
issued. Thusthislosswill bewritten off for 5 years here.

Theamount of losson redemption of debenturesto bewritten off every year will be40,000/5=Rs. 8,000
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 10

1. Expense will be Rs. 50,000 as per Accrua concept.

2. Lossleadsto reduction in Capitdl.

3. Accounting standards are the set of broad accounting policiesto be followed by an entity.

4. The given statement holds true for substance over form.

5. Amount of provision of doubtful debtsisan accounting estimate.

6. The order of recording of accounting transactions and eventsis : Journal, Ledger, Profit & LossA/c,
Balance Shest.

7. Expired portion of Capital expenditureisshown asan expensein financia statements.

8. Updation of computer iscapital in nature.

9. Currency transactions and events are recorded in books of accounts in the ruling currency of country
where books of account are prepared.

10. Compensating, complete omission, errors of principle don't affect trial balance. Only error of partia
omission do affect trial balance.

11. Unintentional mistakesare errors.

12.  Trid balance shows the Dr. Balance or Cr. Balance of all accounts.

13. It is easy to detect Errors than to Frauds.

14.  Thewords‘To ba. b/d’" are written on Dr. Side in case of Dr. Balance.

15.  Amount spent on maintenance of plant and machinery isrevenue expense.

16. Bank pass book isalso caled bank statement.

17. Capital expendituresare recorded in balance sheet asthey are not revenue in nature(thus not charged to
P& L Alc)

18. Account Receivable normally has Dr. Balance.

19.  Accountisaformal record of changesin itemsof similar nature,

20. Under fixed installment method, depreciation isof equal usage of asset over different yearsof itsuseful
life.

21. Conservatism concept being followed in the given case.
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22. Objection of auditor isjustified dueto reasons mentioned in option (C).

23.  Whenowner withdrawsmoney from abusinessfor persona expensesitisknown asdrawings. Drawings
accounting is used when an owner of a business wants to withdraw cash for private use. The book-
keeping entries are recorded on the drawings account.

This drawings account is deducted from the capital account.

Here Mr. X spends Rs. 5,000 to meet hisfamily expenses thus cash resources of the busi nessisgoing
down by Rs. 5,000 and since drawings is deducted from the capital account the balance of the capita
account goes down by Rs 5,000.

The balance of capital and cash accountswill be Rs. 6,95,000 and Rs. 1,95,000.

24, Redlization concept in accounting, aso known asrevenue recognition principle, refersto the application
of accruals concept towards the recognition of revenue (income). Under this principle, revenue is
recognized by the seller when it is earned irrespective of whether cash from the transaction has been
received or not. The accrua journa entry to record the sale involves a debit to the accounts receivable
account and acredit to salesrevenue; if the saleisfor cash, debit cash instead. The revenue earned will
be reported as part of sales revenue in the income statement for the current accounting period.

Here Mr. Mohan sold merchandisefor Rs. 60,000. Customerspaid him Rs. 50,000 cash and assured him
to pay Rs. 10,000 shortly.

The amount of revenue earned by him is Rs 60,000.

25. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit is acompany’s residua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = 3,10,000
Gross profit = sales-cost of goods sold = 4,00,000 —3,10,000 = Rs. 90,000

26. Chegues deposited but not credited: When chequesreceived from customer are deposited into the bank
for collection, an entry ismade on the debit side of the cash book inthe bank column and thereby the bank
balance as per Cash Book increases the amount whereas the bank credits the customer’s account only
after collecting the proceeds of the cheques. After the credit entry is made by the bank the balance as
per Pass book will aso increase and thus both the balances will agree. The process of collection of
cheque requirestime and dueto this gap, some cheques deposited into the bank may remain uncredited
by the bank. Hence the balances of both the books disagree.

Hereout of the chequesamounting to Rs. 5,000 deposited, cheques aggregating Rs. 1,500 were credited
in March and cheques aggregating Rs. 2,000 credited in April and the rest have not been collected. The
cheques credited by bank till 31% marchwill be shownin the bank statement. Thuschequesamounting to
5,000 —1,500 = 3,500 has not been credited in the bank statement and so thisamount isto be subtracted
from the balance of the cash book.
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Thus the effect while preparing bank reconciliation statement when balance as per cash book (dehit
balance) as on 31st March isthe starting point will be to subtract Rs. 3,500.

27.  Ajaint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to thejoint venture account and credited to the coventurer’saccount or thejoint bank account. Whenthe
goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account and
credited to thejoint venture account. If the parties have taken over plant or materias etc., the value will
be debited to the account of the party concerned and credited to the joint venture account. The joint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
To purchases-land 30,000 By sdes 60,000
To net profit 30,000

60,000 60,000

28.  Ahbill of exchangeissaid to be dishonoured when the drawee refuses to accept or make payment on the
bill. A bill may be dishonoured by non-acceptance or non-payment.

If the drawee refuses to accept the bill when it is presented before him for acceptance, it is caled
dishonour by non-acceptance. When a bill is dishonoured by non-acceptance, an immediate right of
recourse against the drawer and endorser accrues to the holder. In this case, presentment for payment

iS not necessary.

If thedrawer has accepted thebill, but on the due date, he refusesto make payment of thehill, itiscalled
dishonour by non-payment. In this casethe holder hasimmediate right of recourse against each party to
thehill.

Here the bill returned dishonored as'Y became insolvent and 40 paise per rupee is recovered from his
estate.

So the amount recovered is:

Total amount of thebill = 1,00,000

Amount recoverd per rupee=40p

So the amount of the hill recovered = 1,00,000 x 40/100 = Rs. 40,000

29.  Theamount of an asset or resource that exceedsthe portion that isutilized. A surplusisused to describe
many excess assetsincluding income, profits, capital and goods. A surplusoften occursin abudget, when
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expenses are less than the income taken in, or in inventory when fewer supplies are used than were
retained.

Heresurpluswill be:

Goodssold 147,000
Add goodsinhand 15,000
Less purchases 1,215,000
Lessrent paid 5,000
Surplus 42,000

30.  Tradediscountsare generally ignored for accounting purposesin that they are omitted from accounting
records. Therefore, sales, dong with any receivablesin the case of acredit sale, are recorded net of any
trade discounts offered.

Here the cost of goods sold = 600

Invoice pricewill be=600 + 10% of 600 = 660

Trade discount = 5% of 660 = Rs. 33

Thus sales to be recorded = invoice price —trade discount = 660 — 33 = Rs. 627

31.  Whenacredit saleinvolves the application of salestax, the receivable baance includes the amount of
sades tax since it will be recovered from the customer. Sales is recorded net of sales tax because any
saestax received onthesaleswill bereturned to tax authoritiesand hence, doesnot form part of income.
Salestax account is credited since thisisthe amount of tax payable that will be paid to tax authorities.

The accounting entry to record acredit saleinvolving salestax will therefore be asfollows:

Dehit Receivable (GrossAmount)

Credit Sales (Net Amount)

Credit Sales Tax (Payable) (Net Amount)

Here Goods sold for cash Rs. 10,000, plus 10% salestax. Saleswill be credited net of sdlestax i.e. Rs.
10,000.

32.  Thegoodswithdrawn by Ganeshfor personal usewill be debitedto hissalary Rs. 2,500 and thewhen he
received Rs. 9,500 again in cash for salary he got Rs. 2,000 excess salary so it should be debited to
sdlaries paid in advance as per the matching principle.

33.  Thelosson theft of cash and any other assets may be simply be expensed to the income statement net
of any insurance claim received or receivable. Following accounting entrieswoul d therefore berequired:

Debit Cash embezzlement alc
Credit Cash Alc
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Here Rs. 6,000 stolen from the safe of the firm will be recorded as;
Dr. Cash embezzlement a/c and Cr. Cash a/c Rs. 6,000.

34. Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just so
happensthat some events are either not recorded or it is recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account.

Whatever the reason may be, there is aways a chance of error inthebooksof accounts. These errorsin
accounting require rectification. When there is a difference in a trial balance a suspense account is
opened with the amount of the difference so that the trial balance agrees (pending the discovery and
correction of the errors causing the difference).

Here since after preparing thetrial balance the accountant findsthat thetotal of the debit sideisshort by
Rs. 1,000.

This difference will be debited to suspense account to incease the balance of the debit side of the trial
balance.

35.  Thedifferencein trial balance is due to wrong placing of Misc. Expenses A/c. It should come on Dr.
sde.

36.  Theamount of the profits (or |0ss) asarising to the partnership firmin ayear or period is apportioned in
accordance with the terms of the partnership agreement relating to the sharing of profits and losses.

Here Sita and Gita are partners sharing profits and lossesin theratio of 3: 2 and during the year firm
earned Rs. 7,800 after allowing interest on capital.

Profitsgpportioned among Sitaand Gitais:
Sita'sshare = 3/5 of 7,800 = Rs. 4,680
Gitasshare=2/5of 7,800 =Rs. 3,120
37. A sale to A recorded in Purchases book would affect sales, Purchases and A.

38.  “Super Profit”, means the excess of chargesble profit that has been earned by the company. The
chargeable profitsmust bein excessof it deductions. In other words the excess of the chargeabl e profits
must bein excess of itsdeduction of itschargeable profits. Super Profitsarethe profitsearned abovethe
norma profits

Stepsfor calculating super profit are given bel ow:

(i) Normal Profits= Capital Invested x Norma rate of return/100
(i) Super Profits = Average Profits— Normal Profits

Herecapital employed = 1,00,000

Average profit = Rs. 25,000

Normd rate of return = 20%
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So normal profit = 20% of 1,00,000 = Rs. 20,000
Thus super profits= 25,000 — 20,000 = Rs. 5,000
39.  Capitalisation of Average ProfitsMethod:

Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return. Such capital is caled capitalised value of average
profits. Theformulais:

Capitalised Vaue of Average Profits = Average Profits x (100 / Normal Rate of Return)
Capital Employed = Assets—Liabilities

Goodwill = Capitalised Vaue of Average Profits— Capital Employed

Herecapital employed = 1,00,000

Average profit = Rs. 20,000

Normd rate of return = 15%

Capitalised Value of Average Profits = 20,000/15% = Rs. 1,33,333

Goodwill =1,33,333—1,00,000 = Rs. 33,333

40.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor cal culating sacrificing ratio:

Sacrificing ratio = Old ratio— new ratio

Gaining/sacrificing ratio

Partners New ratio Old ratio Gain/(sacrifice)
A 36 12 3/6-1/2=(nil)
D 2/6 12 1/3-1/2=(1/6)

So the sacrificing ratio between A : D will be0: 1/6

41. Sometimesiit is decided by the existing partners to change their Profit sharing ratio. This change may
result in gainto afew partners and lossto others. The partnerswho are going to gain dueto this change
in the profit sharing ratio should compensate the sacrificing partner/partners. Hence for this purpose a
few adjustments haveto be madein the booksof thefirm. A Changeintheprofit sharing ratio of thefirm
means that gaining partner is going to purchase from the sacrificing partner his share of profits. The
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gaining partner must compensatethe sacrificing partner by paying the sacrificing partner the proportionate
share of goodwill whichisequal to sharegained by him.

Gaining/sacrificing ratio

Partners New ratio Old ratio Gain/(sacrifice)
A 310 14 3/10-1/4=2/40
B 310 14 3/10-1/4=2/40
C 2/10 14 1/5-1/4=(1/20)
D 2/10 1/4 1/5-1/4=(1/20)

Here we see that D is sacrificing 1/20" share

42. If any amount has been called by the company either as alotment or call money and a shareholder has
not paid that money, thisisknown ascallsin arrears.

If any call has been made but while paying that call, some shareholders paid the amount of the rest of
calsalso, then such amount will be called as callsin advance.

Cadlsin advance and cals an arrears are not entitled for any dividend declared by the company.
Here Equity share capital called up = Rs. 5,00,000

Cdlsinarrear = Rs. 40,000

Cdlsin advance= Rs. 25,000

Thus the dividend will be payable by the company on called up capital-cdls in arrear which is Rs.
5,00,000—40,000 = Rs. 4,60,000

Dividend payable = 15% of 4,60,000 = Rs. 69,000

43. Share forfeitureis the process by which the directors of acompany cancel the power of shareholder if
he does not pay his call money when the company demandsfor it.

When sharesissued at par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c with the amount due on forfeited shares. This cancelsthe effect of debit
to such calls which take place when the amount is made due forfeited shares account will be
credited by the amount which has been received in respect of forfeited shares.
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Here Mr C paid application money @ Rs.2 per share but did not pay the allotment money so 30 shares
held by him wasforfeited.

Thus amount to be transferred to the shares forfeited account will be=30 x 2 = Rs, 60
44.  Average Profits Method:

Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The averageisthen multiplied by the agreed number of years. Thisisthe smplest and the most
commonly used method of the val uation of goodwill.

Goodwill = Average Profits x Number of years of Purchase

Here goodwill isto be cal culated on purchase of two years profit.
Profits of last three years are Rs. 43,000; Rs. 38,000 and Rs. 45,000
Average profit = (43,000 + 38,000 + 45,000)/3 = Rs. 42,000
Goodwill =42,000 x 2=Rs. 84,000

45, Saleor return basisis an arrangement by which aretailer pays only for goods sold, returning those that
are unsold to thewholesaler or manufacturer. The customer do not pay for the goods until they confirm
to buy. If they do not buy, those goods will return to us goods on the ‘sale or return’ basis will not be
treated as norma saes and should be included in the closing inventory unless the sales have been
confirmed by customer . When goods are sent on approval basisthen at the end of thefinancia year the
goods lying with customerswill be valued at cost or market price whichever isless.

Here Mohan sent goods costing Rs. 3,500 at profit of 25% on sale to Sohan on sale or return basis of
which Sohan return goods costing Rs. 800. At the year end the remaining goods were neither returned
nor approved by him.

HereasNo confirmation hasbeen received from Sohanttill 31t Dec, 2011. Sothegoodswill beincluded
inthe closing inventory at cost or market price whichever islower.

Cost of goods sent by Mohan = Rs. 3,500
Cost of goods returned by Sohan = Rs. 800
So cost of goods still lying with Sohan = 3,500—800 = Rs. 2,700

46. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of thebill beforethe maturity date arrives, to cancel theold bill and draw anew bill
with extended date. The acceptor in thiscasewill of course haveto pay interest for the extended period.

Here A's acceptance to B for Rs. 2,500 is discharged by a cash payment of Rs. 1,000 and anew hill is
drawn for the balance plus Rs. 50 for interest.

Tota amount of theold bill =2,500
Amount paid in cash = Rs. 1,000
Amount due=Rs. 1,500
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Interest on renewable = Rs. 50
So the amount of the new hill = 1500 + 50 = Rs. 1550

47. Consignment istheact of consigning, whichisplacing any materia inthe hand of another, but retaining
ownership until the goods are sold or personistransferred. A joint venture takes place when two parties
come together to take on one project.

HereA bought goods of the value Rs. 10,000 and consigned them to B to be sold on joint venture
Herethe cost of goods sent on consignment = Rs. 10,000 which isthe cost of consignment.

A drawshill on B for 80% of the cost of consignment, thusthe amount of thebill drawnwill be=80% of
10,000 = Rs. 8,000.

48. Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person is transferred. Consigning goods at invoice price aims to
achievethefollowing merchandising objectives:

Increase turnover
Push old stocks
Clear old inventory for new ones

Promote another goods (tie up with consigned goods), and

o w N PR

Save storage space (producer/distributor pass storagefhandling cost to wholesaler/retailer)
Here cost of goods sent on consignment = 1,80,000

Profit = 20% of invoice price

Let theinvoice price be x

So profit = 20% of x

And cost of goods = x —20% of x = 0.8x = 1,80,000

Soinvoiceprice=x =1,80,000/0.8 = Rs. 2,25,000

49.  Thegoodsare consigned from one place to another. After receiving the goods by consignee, the goods
are stored by the consignee before salling them to customers. It is natural that some loss to the goods
may take place within that period. The goods may be lost, destroyed or damaged either in transit or in
consignee’ sstore. Thelosswhich could beavoided by proper planning and care are abnormal loss. They
arelike theft, riots, accidents, fire, earthquake etc. Theselosses could occur in transit or in consignee’s
store and solely to be borne by consignor.

Theabnormal loss should be adjusted before ascertaining theresult of the consignment. Theval uation of
abnormal lossis done on the same basis as the unsold stock is valued.

Here 1,000 typewriters costing Rs. 250 each are sent on consignment basis and Rs. 10,000 is spent for
freight etc., 20 typewriters are damaged in transit beyond repair.
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The cogt of the consignment of 1,000 typewriters= 1,000 x 250 + 10,000 = Rs. 2,60,000
The amount of loss = the cost of the 20 typewriters = (2,60,000/1,000) x 20 = Rs. 5,200

50.  Thegoods are consigned from one place to another. After receiving the goods by consignee, the goods
are stored by the consignee before salling them to customers. It is natura that some loss to the goods
may take place within that period. The goods may be lost, destroyed or damaged either in transit or in
consignee’ sstore. Thelosswhichiscaused by unavoidablereasonsisknown asnormal loss. For examples
shrinkage, evaporation, leakage and pilferage. Such losses form part of cost of goods and no additional
adjustment isrequired for thispurpose. Thenormal lossisborne by goodsunits. The quantity of suchloss
isto bededucted from thetotal quantity sent by the consignor. Thefollowing formulamay be used for the
val uation of unsold stock.

Value of closing inventory = (Total value of goods sent/Net quantity received by consignee) X unsold
quantity

Net quantity received = Goods consigned quantity - Normal loss quantity.

Here 1,000 Kg. of Mangoes were consigned to awholesaer, the cost being Rs. 3 per kg. plus Rs. 400
freight. Loss of 15% of Mangoesis unavoidablei.e. the normal loss and 750 kgs were sold.

Total value of goods sent = 1,000 x 3 + 400 = Rs. 3,400
Net quantity received by the consignee = 1,000 — 15% of 1,000 = 850 kgs
Sotheremaininginventory is100 kgs
Vaueof closing inventory = (3,400/850) x 100 = Rs. 400

51.  Straight line method depreciates cost evenly throughout the useful life of the fixed asset.
Straight line depreciationiscal culated asfollows:
Depreciation per annum = (Cost — Residua Value) / Useful Life

Here Cogt of the machinery = purchase price + ingtalation expenses = 10,00,000 + 1,00,000 = Rs.
11,00,000

Depreciation = 10% per annum = (11,00,000) x 10% = Rs. 1,10,000

52. Consignment istheact of consigning, whichisplacing any material inthehand of another, but retaining
ownership until the goods are sold or person istransferred. Consigning goods at invoice price amsto
achieve the following merchandising objectives: 1. Increase turnover 2. Push old stocks 3. Clear old
inventory for new ones 4. Promote another goods (tie up with consigned goods), and 5. Save storage
space (producer/distributor pass storage/handling cost to whol esal er/retailer) Here cost of goods sent on
consignment = 5,00,000 Profit = 25% of cost price Invoice vaue = 5,00,000 + 25% of 5,00,000 = Rs.
6,25,000

53. Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.Cost
of goodssoldisthedirect costs attributabl e to the production or purchase of the goods sold by acompany.
It excludes indirect expenses such as distribution costs and sales force cost.Cost of goods sold in the
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above case= opening inventory + purchases+ carriage-closing inventory = 2,50,000 + 2,00,000—50,000
=Rs. 4,00,000. Gross profit = sales-cost of goods sold = 5,00,000—4,00,000 = Rs. 1,00,000

54, XYZ & Company employsateam of ten workerswho were paid Rs.1,000 each in the yearending 31t
December, 2010. So thetotal amount of salariesfor the year 2010 will be=10x 1,000 = Rs. 10,000. At
the start of year 2011, the company raised saaries by 10%. Thus the salaries for the year ended 31%
december 2011 will be= 10,000 + 10% of 10,000 = 11,000.

55. A transaction relating to bank hasto be recorded in both the booksi.e. Cash Book and Pass Book but
sometimesit happensthat abank transactionisrecorded only in onebook and not recorded simultaneoudy
in other book this causes difference in the two balances. To reconcile the baances we prepare bank
reconciliation statement. A Bank reconciliation is a process that explains the difference between the
bank balance shown in an organisation’s bank statement, as supplied by the bank, and the corresponding
amount shown in the organization’s own accounting records at aparticular point intime.

Bank reconciliation statement of ABC Enterprise as on 31% March 2012

Particulars Amount Amount
Baance as per cash book(dr) 10,000
Add:

Chequesissued but not presented for payment 2,000 2,000
Less.

Cheques deposited but not cleared 1,000 (1,000)
Balance as per pass book (cr) m

56. Closing inventory meansthe val ueand quantity of inventory on hand at the end of an accounting period.
Here goods purchased = Rs. 1,00,000
Sdes=Rs. 90,000
Gross profit margin = 20% on sales = 20% of 90,000 = Rs. 18,000

Closing inventory = opening in ventory + purchases + gross profit — sales = Nil + 1,00,000 + 18,000 —
90,000 =Rs. 28,000

57. Building improvements are capital eventsthat materially extend the useful life of abuilding or increase
thevadueof abuilding, or both. A building improvement shoul d be capitalized asabetterment and recorded
asan addition of valuetotheexigting building .

Expendituresto be capitalized asimprovementsto buildingsinclude
e  Additionsto buildings, such asexpansions, extensions, enlargements, etc.

e Ingdlation or upgradeof plumbing and e ectrical wiring.
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e Ingalation or upgrade of window or door frames, upgrading of windows or doors, built-in closets
and cabinets, etc.

e Interior renovation associated with casings, baseboards, light fixtures, ceiling trim, etc.
e  Exterior renovation, such asingtal lation or replacement of siding, roofing, masonry, etc.

Here Mohan renovates some of the old cabins to increase some space. The amount spent for such
renovation will be capitalized and thus the amount to be charged to profit and loss account will be NIL.

58. Money paidto MTNL Rs. 10,000 isonetime payment for installation and thisamount will be give benefit
for more than one accounting period. Therefore, thiswill be treated as an asset.

59.  When sharesissued at par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c’ with the amount due on forfeited shares. This cancel sthe effect of debit
to such calls which take place when the amount is made due forfeited shares account will be
credited by the amount which has been received in respect of forfeited shares.

Here company forfeited 1,000 shares of Rs.10 each held by Mr. John for non-payment of allotment
money of Rs. 4 per share. The called-up value per share was Rs. 8. So the amount debited to share
capital will be =number of sharesforfeited x called up value per share= 1,000 x 8 = Rs. 8,000

60.  Owner’scapitd refersto the sum of the businessresourcesowned by thebusinessowners. Itiscal cul ated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulasof closing capital :

closing capital =

opening capital + profit  OR

opening capita + profit + additional capital —drawings OR
closing assets- closingliabilities

here opening capital = 300000

capital introduction during theyear = 200000

drawings = 1500 x 12 = 18000

closing capital =450000

profit/(loss) for the year = closing capita-opening capital -capital introduced during the year + drawings
=4,50,000-3,00,000—2,00,000 + 18,000 = Rs. (32,000) loss.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 11

1. Errorsof partial omission effect thetrial balance. All others do not effect.

2. Financia statementsare part of Accounting and not book-keeping.

3. For depreciation, valuation of inventoriesand investments, different accounting polices can be adopted.

4. Total of salesbook is posted to sales account.

5. Amount of dishonoured bill wrongly debited to general expensesaccount, isan error of principle.

6. Bank account is personal account asitisin nameof individual.

7. Cost of travel of sales manager is deferred revenue asiit is incurred to develop new markets and the
benefit will be for more than one year.

8. Advance received from customersis not considered sale due to accurd.

9. Income includes received as well asreceivable.

10. Mohan Stationerswill not debit purchase of stationery in Stationery A/c but it will debit in purchases.

11. Advertisement exepnditureisrevenue.

12. Cost of goods soldiscalculated by Trading A/c.

13.  Amount spent on newly purchased car is debited to car A/c only.

14. Suspense A/c (Dr. balance) in Trial Balance will be recorded in P&L A/c (dr. side) as it is nomina
amount, it will be expensed off.

15. Liability for bill discountedisacontingent liability.

16. Direct expenses of consigneee are added in valuation of consignment inventory.

17. Premium on issue of sharesis recoreded on equity and liabilities side of balance sheet.

18. Interest is calculated on face value of securities.

19. Income tax of sole trader is his personal expense.

20. Expense includes expenses payable also as per Accrua concept.

21. The valuation has been done as per conservation in the given case.

22. The given caseis of over-subscription, pro-rate alotment and forfeiture of shares.

23.  Thedirect cogtsattributableto the production of the goods sold by acompany. Thisamount includesthe
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cost of thematerial s used in creating the good al ong with the direct labor costs used to produce thegood.
It excludes indirect expenses such as distribution costs and sales force costs. COGS appears on the
income statement and can be deducted from revenue to cdculate a company’s gross margin.

Cost of goodssold (COGS) = Cost of goods manufactured + Opening finished goodsinventory —Ending
finished goodsinventory

Or opening inventory + purchases—closing inventory
Here cost of goods sold = 3,700 + 20,800 — 2,500 = Rs. 22,000
24. Straight line method depreciates cost evenly throughout the useful life of the fixed asset.
Straight line depreciationiscal culated asfollows:
Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:
Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidual value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetime it isavailable for
useto thetime of itsdisposal or termination of use.

Here Cost of the asset = Rs. 25,000
Salvage value=Rs. 1,000
Depreciation = (25,000 —1,000)/10 = Rs. 2,400

25.  Thechequespaid by bank recorded twicein PassBook will be added while preparing Bank Reconciliation
Statement in the given case.

26. In accounting, net profitisequal to the gross profit minus overheads minus interest payablefor agiven
time period (usudly: accounting period). Net profit isgrossprofit minusall operating costsnot includedin
the calculation of gross profit, esp wages, overheads, and depreciation.

Here Net profit = gross profit — rent paid — salaries + provision for bad debt + apprentice premium =
50,000—6,000—5,800 + 2,000 + 4,000 = Rs. 4,4200

27.  Atrid balanceisalist of al the General ledger accounts (both revenue and capital) contained in the
ledger of abusiness. Thislist will contain the name of the nomina ledger account and the value of that
nominal ledger account. Thevalueof thenominal ledger will hold either adebit balancevaue or acredit
balance value. The debit balance values will be listed in the debit column of the trial balance and
the credit value balance will be listed in the credit column. The profit and loss statement and balance
sheet and other financial reports can then be produced using the ledger accounts listed on the tria
balance.
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Trial balanceof ....... ason .....

Particulars I/f Amount (dr) Amount (cr)
Rs. Rs.

Capital (cash +inventory) 31,000

Closing cash 5,000

Openinginventory 11000

Total sales 70,000

Total purchases 50,000

Outstanding trades payables 15,000

Outstanding trades receivables 25,000

Expenses 17,000

Machine 10,000

Outstanding payablefor machinery 2,000

Totd 1,18,000 1,18,000

28. Omission of posting of discount columnswill affect the profits. It isnot complete omission.

29. Closing inventory meansthe value and quantity of inventory on hand at the end of an accounting period.
Here goods purchased = Rs. 1,00,000
Sdes=Rs. 90,000
Gross profit margin = 20% on sales = 20% of 90,000 = Rs. 18,000

Closing inventory = opening in ventory + purchases + gross profit — sales = nil + 1,00,000 + 18,000 —
90,000=Rs. 28,000

30. A debt from accounts receivable that is recovered either in whole or in part after it has been written off
or classified as abad debt is known as bad debt recovery . Because it generally generates aloss when
it iswritten off, abad debt recovery usualy producesincome.

Inaccounting, the bad debt recovery would credit the* bad debtsrecovered” account and the net amount
of the account is transferred to profit and loss account.Here Mohan paid Rs. 500 towards a debit of
Rs. 2,500, which waswritten off asbad debt in the previousyear which isthe case of bad debt recovery.
This bad debt recovery would credit the “bad debts recovered” account by Rs.500 and the net amount
of the account istransferred to profit and loss account.So the bad debt recovered from Mohan will not
effect his account and the correct option is (d).

31.  Whenowner withdrawsmoney from abusinessfor persona expensesitisknown asdrawings. Drawings
accounting isused when an owner of abusinesswantsto withdraw cash for private use. The bookkeeping
entries are recorded on the drawings account.
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This drawings account is deducted from the capital account. since any amount paid for the persona
expenses for the proprietor from the firm will be trested as drawings, the amount Rs. 1,200 paid for
persona income tax of the proprietor from the petty cash will be treated as drawings and the journal
entry will be Dr. drawings and Cr. Petty Cash Rs. 1,200.

32.  Theoriginal cost of an asset takesinto consideration al of the coststhat can be attributed to its purchase
and to putting the asset to use. These costs can include such factors as the purchase price, repairs,
commissions, trangportation, gppraisa's, warrantiesand installation.

Herean old machinewas purchased for Rs. 60,000 then it wasrepaired for Rs. 5,000 and Rs. 5,000 paid
onitsingdlation.

Thusrepairsincurred to bring the ol d furniture bought to usewill be capitalized and will beincludedinthe
total cost of the asset and will not be debited to repairs account.

Correct optionis(d)

33.  Owner’scapitd refersto the sum of the businessresourcesowned by thebusinessowners. Itiscal cul ated
through the subtraction of assetsfrom liabilities. When abusiness paysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulasof closing capital:

Closing capitd =

Opening capita + profit  OR

Opening capital + profit + additional capital —drawings OR

Closing assets—closing lighilities

Here opening capita = Rs. 20,000

Borrowings during theyear = Rs. 3,000 = loan

Drawings=Rs. 5,000

Profit earned during the year = Rs. 10,000

Closing capita = opening capital + profits—drawings= 20,000 + 10,000—5,000 = Rs. 25,000

34. FIFO, which standsfor “first-in-first-out,” is an inventory costing method which assumesthat the first
itemsplaced ininventory arethefirst sold. Thus, theinventory at the end of ayear consists of the goods
most recently placed in inventory. FIFO is one method used to determine Cost of Goods Sold for a
business. Inaperiod of rising prices, thismethod yieldsahigher endinginventory, alower cost of goods
sold, ahigher gross profit (assuming constant price).

Date Particulars Quantity Cost per unit (Rs) Total cost (Rs.)
March 1 OpeninglInventory 15 400 6000
March 4 Purchases 20 450 9000
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March 6 Purchases 10 460 4600

March24  Sales 32 (Openinginventory 15units @ 400 6000 + 7650 =
15 units+ purchases 17 units @ 450 Rs. 13650
on March 4" 17 units)

March 31st Closinginventory 13 3units @ 450 1350 + 4600 =

10 units @ 460 5950

35. Many times during the operation of business, the owner may take out some cash from the business for
his personal use. These withdrawals from the business are considered as Drawings. Considering the
fact that the businessis a separate accounting entity, it charges an interest on the drawingsto the owner.
Whereinterest is charged it isusually caculated at fixed rate percent from the date of each drawing to
the date the accounts are closed. If the dates on which the amounts are drawn are not given, interest is
caculated on the whole amount on the assumption that the money was drawn evenly throughout the
year. In such caseinterest will be charged for 6 months.

Here drawings = Rs. 2,400
Interest on drawings = 5% of 2,400 x 6/12 = Rs. 55
Capital ason 31% December 2011:

Opening capital ason 1% Jan 2009 1,00,000
Add profit during the year 10,000
Add further capital introduced during the year 50,000
Less drawings during the year 2400
Lessinterest on drawings 55
Closing capital ason 31% Dec 2009 m

36.  Therectifying entry will beto debit purchases and to credit sdlesand A.

37. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and salesforce cost.

Herethe carriage outward is expensesrel ated to salesand will not beincluded in cost of goods sold and
officerentisaso indirect expense and will not beincluded in cost of goods sold.

Cost of goods sold in the above case = opening inventory + purchases + carriage inward — closing
inventory = 20,000 + 85,800 + 2,300—18,000 = 90,100

Gross profit = sales— cost of goods sold = 1,40,700— 90,100 = Rs. 50,600
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38. Remuneration paid for servicesis called commission. Commissionisawayspaid on saes. Over-riding
commissionisan extracommission allowed to the consigneein addition to thenormal commission. Such
additional commissionisgenerdly alowed:

(i) Toprovideadditiond incentivetothe consigneefor the purpose of introducing and creating amarket
for a new product

(i) To provideincentive for supervising the performance of other agentsin aparticular area

(i) To provide incentive for ensuring that the goods are sold by the consignee at the highest possible
price.

Here Invoice value of goods sent out Rs. 2,00,000 and 4/5th of the goods were sold by consignee at
Rs. 1,76,000

Theinvoice value of the goods sold = 4/5" of 2,00,000 = Rs. 1,60,000
So surplusabovetheinvoicevalue=1,76,000—1,60,000= 16,000
Commission on goods sold upto invoice price= 2% of 1,60,000=Rs. 3,200
Commission on surplus aboveinvoice price@10% = 10% of 16,000 = Rs. 1,600
Total commission= 3,200+ 1,600=Rs. 4,800
39. Here the cost of goods sold = 1,000
Invoicepricewill be= 1,000+ 10% of 1,000=1,100
Trade discount = 5% of 1,100 = Rs. 55
Thus salesto be recorded = invoice price—trade discount = 1,100 — 55 = Rs. 1,045

40.  Ajoint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to thejoint venture account and credited to the coventurer’s account or the joint bank account. Whenthe
goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account and
credited to thejoint venture account. If the parties have taken over plant or materias etc., the value will
be debited to the account of the party concerned and credited to the joint venture account. The joint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.
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Joint venture A/c

Date Particulars Amount  Date Particulars Amount
Tojoint bank-land purchased 60,000 By jointbank-saleof land 90,000
To net profit 30,000

~ 60000 60,000

41.  Theretiring partner is entitled to his share of goodwill a the time of retirement because the goodwill
earned by thefirmistheresult of theeffortsof all the partnersincluding theretiring partners. Sinceapart
of future profitswill be accruing because of the present goodwill and the retiring partner will not share
thefuture profits, it will befair to compensate theretiring partner for the same. At thetime of retirement
of partner the goodwill is evaluated on the basis of agreement among the partners.

Goodwill can only berecorded inthe booksif some considerationin money or money’sworthispaidfor
it. Hence goodwill account cannot be raised.

The adjustment for goodwill will be made through partner’s capital accounts. The following entry is
made:

Continuing partnerscapital account Dr. (ingaining ratio)
To retiring partners capital account (with hisshareof goodwill)
Thusthe correct optionis(b) gaining retio

42, Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individuaginditutionswho lend it money (invest intheir debentures)For aninvestor investingin adebenture
isjust likeinvesting in afixed deposit with the differencethat while he can withdraw the amount invested
in afixed deposit any time he/she likes with aloss of interest.. He cannot do so with adebenture. The
amount invested on adebenture will berepaid only on the expiry of the period for which the debenture
hasbeenissued. if the debentureswere originally issued at adiscount and redeemed at premiumthenthe
case of loss on issue of debentures arise.

Here A Co. issued Rs. 1,00,000 12% Debentures at 5% discount, redeemable at 5% premium after 10
years.

The discount on issue of debentures= 5% of 1,00,000 = Rs. 5,000
The premium on redemption of debentures= 5% of 1,00,000 = Rs. 5,000
Thustota loss on issue of debentures= 5,000 + 5,000 = Rs. 10,000

43. Super Profitsare the profits earned above the normal profits. Under this method Goodwill is calcul ated
onthebasisof Super Profitsi.e. the excessof actual profitsover the normal profits. Stepsfor calculating
Goodwill under thismethod are given below:

(i) Normal Profits= Capital Invested x Normad rate of return/100
(i) Super Profits= Actud Profits— Normal Profits
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(i) Goodwill = Super Profits x No. of years purchased

Here: The capita investment in the firm throughout the above mentioned period has been Rs.1,00,000
and 15% is considered to be afair return on capital.

Normal profits=1,00,000 x 15% = Rs. 15,000

Average profit of the last three years = (15,000 + 20,000 + 25,000)/3 = 60,000/3 = Rs. 20,000
Super profits=20,000—15,000=5,000

Goodwill =5000 x 2= Rs. 10,000

44,  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio— new ratio

HereA & B are partnersin abusiness sharing profitsand lossesin theratio of 7 : 3. They admit Casa
partner. A sacrificed 1/7th shareand B sacrificed 1/3rd of hisshareinfavour of C. Sothe sacrificingratio

isgiven.

New profit sharing ratio
Partners Oldratio Oldratio Gain/(sacrifice) New ratio
A 7/10 (17 of 7/10) = (1/10) 7/10-1/10=6/10=13/5
D 3/10 (/3 of 3/10) = (1/10) 3/10-1/10=2/10=1/5
C 1/10+1/10=2/10 15

So the new profit sharing ratio between A: B : Cwill be3/5: 1/5: 1/5=3:1:1

45, When a company acquires any asset, the purchase consideration can be settled either in cash or in any
waly as decided between the seller and the company. It may be settled by issuing sharesin the company
or debentures a so.

Inthisproblem G Ltd. purchased assetsfromH Ltd. for abook valueof Rs. 7,50,000 and the consideration
was paid by issue of shares of Rs. 100 each at a premium of 25%

The shares are being issued at a premium thus the value of each shareissued will be 100 + 25% of 100
=100+ 25=Rs. 125

Total value of assets acquired = Rs. 7,50,000
Number of sharesissued = total value of assets acquired/value per share = 7,50,000/125 = 6,000 shares
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46.  Thecombined capital of A and B = 10,000 + 8,000 = Rs. 18,000
Thiscombined capital constitutes %th of thetotal capital
Sototal capital of thefirmwill be=18,000 x 4/3 =Rs. 24,000
Thus C'scapital will be=24,000- 18,000 = Rs. 6,000
C has bought Rs. 8,000 as his share of capital. That meansthe surplus brought by him is Goodwill
Thus C'ssharein Goodwill = 8,000 — 6,000 = Rs. 2000 whichisthe 1/3 rd of total goodwill.
Andthetotal value of goodwill will be=2,000 x 3=Rs. 6,000

47.  Theorigind cost of an asset takesinto consideration al of the coststhat can be attributed to its purchase
and to putting the asset to use. These costs can include such factors as the purchase price, repairs,
commissions, transportation, appraisa's, warrantiesand installation.

Thusrepairsincurred to bring the second hand car bought to use and the registration cost together with
dedlerscommission will be capitalized and will beincluded in thetotal cost of the asset .

So the amount debited to the car account will be 15,000 + 1,000 + 500 + 1,200 = Rs. 17,700
Correct optionis(a)

48. Sometimesthecapitd of thenew partner isnot given. He/sheisrequired to bring an amount proportionate
to his’lher share of prafit. In such acase, new partner’s capital will be calculated on the basis of adjusted
capital of theexisting partners.

Here the capital account of Ramesh and Suresh show the balance of Rs. 1,02,000 and Rs.73,000
respectively.

They admit Mahesh as anew partner for 1/5 share in the profits.
Mahesh's capital iscalculated asfollows:

Total share=1

Mahesh's sharein the profit = 1/5

Remaining share=1-1/5=4/5

4/5 share of profit combined capital of Ramesh & Suresh
=Rs.1,02,000 + Rs. 73,000 =Rs. 1,75,000

Tota Capital of thefirm=Rs. 1,75,000 x 5/4

=Rs.2,18,750

Mahesh's capital for 1/5 share of profits= Rs. 2,18,750 x 1/5=Rs. 43,750
Mahesh bringsin Rs. 43,750 as his Capita
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A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement of Narayan Enterprises as on 28" Feb 2010

Baance as per cash book (dr) 15,000
Add:
Chequesissued but not presented for payment 2150 2150
Less.
Cheques deposited but not cleared 660 (660)
Baance as per pass book (cr) 16,490

Goodsarenormally sent on cost priceto the consignee but sometimethe consignor makestheinvoiceat
thesdlling pricei.e. proformainvoiceprice. Theideaisthat consignee should not know the actual cost of
the goods. In such cases the entries are made by the consignor in his books at the invoice price.

Here the goods are sent to the consignee at cost + 1/6™ of invoice price
Cost of goods sent = Rs. 33,000

Let Invoice vaue of the goods sent = x = 33,000 + 1/6 of x

Or x —1/6" of x = 33,000

Or 5/6" of x = 33,000

Or x = 33000 x 6/5 = Rs. 39,600

Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person is transferred.

Consignment account

Particulars Amount  Particulars Amount
To goods sent on By Naresh A/c-sales 1,80,000
consignment A/c (600 x 300) 1,80,000
To bank- freight paid 6000 By stock Alc 31,250
To Naresh-octroi and freight 1,500
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To Naresh-godown rent and insurance 3500

To Naresh-commission

(4% of 500 % 350 + 20% of 5000) 8,000
To profit on consignment 12,250

211,250 211,250
Va uation of closing stock:

Cost of goodsconsigned = 1,80,000

Add: freight and insurance= 6,000

Add: octroi and cartage = 1,500

Total cost=1,87,500

Cost of unsold goods=1,87,500 x 1/6 = 31,250

52. Y Alc
Particulars Amount  Particulars Amount
Tojoint venture alc 91,000 Byjointventurealc 5,000
By bank alc 86,000
91,000 91000

Joint venture Alc

Date Particulars Amount  Date Particulars Amount
To purchases-materia By Y alc-bdl. fig 91,000
upplied 70,000
To bank-expenses 6,000
To net profit transferred to- 15,000

X 10,000
Y 5,000
91000 91,000

53. After making the Trading and Profit and L oss account of aPartnership firm the next stepisto dividethe
profits or losses among the partners and to make other appropriations like interest on capitd, sdary,
commission etc. For this purpose an another account is prepared i.e. profit and Loss appropriation
account.
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This account is prepared to show the division of profit and other appropriations among partners like
salary, commission, interest on capital, interest on drawingsetc.

Profit and L oss Appropriation Account

Particulars Rs. Particulars Rs.
To Salaries of Partners 2,500 By Profit and Loss account

To Interest on Partners (Profit transferred from P & L account) 15,000
Capita s (3000 + 1800) 4,800

To Commission to manager

(5% of 7,700) 335

To Profit transferred to Partners

capital or current account 7,315

A 3/5x%7,315=4,389
B 2/5x7,315=2,926

15,000 15000

54.  When anew partner comes into the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on recongtitution by
admission. | n academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partial sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Followingistheformulafor caculating new ratio:

New ratio = Old ratio — Sacrificing ratio

New ratio
Partners Old ratio Gain/(sacrifice) New ratio
A 58 (110 21/40
B 38 (V10) 11/40
C 15 15

So the new ratio between A : B will be21/40:11/40=21: 11

55. Whenanew partner isadmitted in the firm, the existing/old partners have to sacrifice, what isgivento
thenew partner, from their future profits, the reputation they have gained in their past effortsand theside
of capital they have taken before. The new partner when admitted, has to compensate for all these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of the new partner, itisnecessary to account the val uation of goodwill in
thefirm. And thisgoodwill will be shared by the old partnersin their profit sharing ratio.
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Sacrificing ratio = Old ratio— New ratio

New ratio
Partners Old ratio New ratio (Gain)/sacrifice
A 4/9 39 19
B 39 29 1/9
C 29 29 0

Since Cisnot sacrificing anything. Thusgoodwill amount brought by D will be shared by A and B only.
56. Total of balance sheet will be 2,00,000 (20,000 x Rs. 10).
57.  When sharesissued a par are forfeited the accounting treatment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c’ with the amount due on forfeited shares. This cancelsthe effect of debit
to such calls which take place when the amount is made due.

Forfeited shares account will be credited by the amount which has been received in respect of forfeited
shares.

Here total called up vaue of the sharesis 100 x 10 = Rs. 1,000. Thus share capita account will be
debited by Rs. 1,000

58.  Whenthesharesforfeited arereissued at discount, Bank account isdebited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share = 300 x (100 — 80) = Rs. 6,000

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 300 x (100 —25) = 300 x 75 = Rs. 22,500

The surplus amount to be transferred to capital reserve account = 22,500 — 6,000 = Rs. 16,500

59. Sdleor return basisis an arrangement by which aretailer pays only for goods sold, returning those that
are unsold to thewholesaler or manufacturer. The customer do not pay for the goods until they confirm
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to buy. If they do not buy, those goods will return to us goods on the ‘sale or return’ basis will not be
treated as norma saes and should be included in the closing inventory unless the sales have been
confirmed by customer . When goods are sent on approval basisthen at the end of thefinancid year the
goods lying with customerswill be valued at cost or market price whichever isless.

Here 100 articles were sent on sale or return basis which were recorded as actud sales on that price.
The sal e price was made cost plus 25%.

Firstly this should not be recorded as sdles and isto be included in the inventory at cost or market price
whichever isless.

Sdlling price of goods sent = 100 x 200 = Rs. 20,000
Thus cost price = 20,000 x 100/125 = Rs. 16,000
Thus The amount of inventory on approva will be Rs. 16,000.

60. Dividends payable are dividends that a company’s board of directors has declared to be payable to its
shareholders. Until such time as the company actually pays the shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current ligbility. Dividendisnot payableon
the calsin arrear.

Heredividend payablewill be 10% of (25,00,000—10,000) = Rs. 2,49,000
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 12

1. Book keeping isnot sub-field of Account.

2. Capital brought by proprietor isexample of increasein asset and increasein liability.

3. Cost of shifting is revenue expense.

4. Sdary payableto clerk is credited to o/s salary A/c.

5. Total of purchase return book is posted to Cr. of Purchases Return A/c.

6. Nojourna entry isrequired for normal loss.

7. Inventory isvalued at cost or market value, whichever isless, due to conservatism.

8. Account saleis sent by consignee to consignor.

9. If ;Jlel -crederecommissionisallowed, bad debtswill be borne by consigneeand not debited to consignment
Alc.

10. Profit and losses are shared equally unless otherwise agreed.

11. Loss on issue debentures for 5 years is other non-current asset.

12. Dividends are paid as percentage of paid up capital.

13. Balance sheet is prepared as per Part | of Schedule 111 as per Companies Act, 2013.

14, Inventory isvalued at cost or market value whichever isless.

15. Main cause of depreciation include effluxion of time, obsolencence and physical wear & tear.

16. ‘By balance b/d’ are written on cr. side in case of cr. balance.

17. Prepaid insurance given in trial balanceis recorded in Balance Shest.

18. Present ligbility of uncertain amount isprovision, if measured reliably by using estimation.

19.  Dividendsdirectly collected by bank will be added in the given case.

20. Revenue expenditures are for one year only.

21.  Cost concept isbeing vilated by trader in the given case.

22. Accoun_ti ng Stan_dards reduce the vagueness and chances of misunderstandings by harmonizing varied
accounting practices.

23.  Thedirect cogtsattributableto the production of the goods sold by acompany. Thisamount includesthe
cost of thematerial sused in creating the good al ong with thedirect labor costs used to produce the good.
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It excludes indirect expenses such as distribution costs and sales force costs. COGS appear on the
income statement and can be deducted from revenue to caculate a company’s gross margin.

Cost of goodssold (COGS) = Cost of goods manufactured + Opening finished goodsinventory —Ending
finished goodsinventory

Or opening inventory + purchases + direct expenses— closing inventory
Here cost of goods sold = 8500 + 30700 + 4800 — 9000 = Rs. 35,000

24, Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied tothe previousyear’ sbook value, to arriveat the current year’ sdepreciation/
book value, which show a declining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.

Let’sfind the WDV as on 1-1-2010 of the plant and machinery in question
Balance of plant and machinery ason 1-1-2010 = 1,47,390
Let Original cost of plant and machinery purchased on 1-1-2007 = Xx(say)

1-1-2007 Cost of machinery X

31-12-2007 depreciation 15% of x = 0.15x

1-1-2008 wadv X —0.15x = 0.85x

31-12-2008 depreciation 15% of 0.85x = 0.1275x

1-1-2009 wdv 0.85x —0.1275x = 0.7225x
31-12-2009 depreciation 15% of 0.7225x = 0.108375x
1-1-2010 wav 0.7225x —0.108375x = 0.614125x =
147390

Wegot 0.614125x =1,47,390
Sox =Rs. 2,40,000
Thus cost of machinery on 1.1.2007 will be Rs. 2,40,000.

25. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’s residua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = purchases during the year + carriage inward + wages — closing
inventory = 19,500 + 400 + 1,000— 12,000 = 8,900

Gross profit = sales— cost of goods sold = 25,000 — 8,900 = Rs. 16,100
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26. Dr. Cr.

COGS 1,50,000

Closinginventory 40,000

Trade Receivables 60,000

Fixed assets 50,000

Sundry expenses 20,000

Sdles 2,00,000

Capital 90,000

Trade payable 30,000
3,20,000 3,20,000

Total of corrected trial balance will be Rs. 3,20,000.

27.  Theorigina cost of an asset takesinto consideration al of the coststhat can be attributed to its purchase
and to putting the asset to use. These costs can include such factors as the purchase price, repairs,
commissions, trangportation, gppraisa's, warrantiesand installation.

Thushereinstallation of machinery will beincluded inthe purchase cost of the asset and thejourna entry
will be

Dr. Machinery A/c and Cr. Cash A/c Rs. 20,000

28. Net worth method isal so called statement of affairsmethod or capital comparison method. According to
thismethod profit or loss of the businessis determined by making comparison between the capital of two
dates of aperiod. If there are other capital related items such as drawing, additiona capital, interest on
capita etc. areto be adjusted to ascertain the amount of profit or loss.

Theseitemsinclude:
Drawing: If thedrawing is made during the year, it should be added to the amount of closing capitd.

Additional capital: If additiona capital isintroduced in the businessduring theyear, it should be deducted
from the amount of closing capital.

Interest on capital: If the interest is provided on capitd, it should be deducted from the amount of
closngcapitd.

Profit for the year = Closing capital —Opening capital —additional capita + drawings
Profit or lossfor the year = 53,600 — 40,000 — 1,000 + 2,400 = 15,000 (profit)

29. Closing inventory isthe amount of inventory that abusiness gill has on hand at the end of areporting
period. Thisincludes raw materids, work-in-process, and goodsinventory. Theamount of closinginventory
can be ascertained with a physical count of theinventory. It can also be determined by using a perpetua
inventory system and cycle counting to continually adjust inventory recordsto arrive at ending balances.
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Theamount of closing inventory isusedto arrive at the cost of goods sold in aperiodicinventory system
withthefollowing calculation:

Opening inventory + Purchases— Closing inventory = Cost of goods sold

SO closing inventory = opening inventory + purchases— cost of goods sold
Cost of goods sold = sales—margin on sales = 80,000 — 20% of 80,000 = 64,000
Closing inventory = 1,00,000—64,000 = Rs. 36,000

Securities premium amount may be applied by the company for al the purposesmentioned inthe options
giveninthequestion.

Dividends payable are dividends that a company’s board of directors has declared to be payable to its
shareholders. Until such time as the company actually pays the shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current liability.

Heredividend payablewill be 5% of (4,60,000—7,500) = Rs. 22,625

The sharesissued to promoterswill be debited to goodwill account.

Number of shareswill be cal culated as 9,00,000/125 = 7,200.

When sharesissued at par are forfeited the accounting trestment will be asfollows:

(i) Dehit Share Capital Account with amount called up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c’ with the amount due on forfeited shares. This cancel sthe effect of debit
to such calls which take place when the amount is made due forfeited shares account will be
credited by the amount which has been received in respect of forfeited shares.

Heretotal called up value of the sharesis 100 x (3 + 2 + 2) = 700rs. Thus share capital account will be
debited by Rs. 700.

When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so allowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share =500 x (10 —9) = Rs. 500
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Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share =500 x (10—4) =500 x 6 = Rs. 3,000.

The surplus amount to be transferred to capital reserve account = 3,000 — 500 = Rs. 2,500.

36. Forfeited shareA/cwill be credited with total shares x amount received up to thetime of forfeiture=600
% (10-2-3) = Rs. 3,000.

37. Cheques sent to bank (not collected) will be deducted in the given case.

38. Straight line method depreciates cost evenly throughout the useful life of the fixed asset. Straight line
depreciationiscalculated asfollows:

Depreciation per annum = (Cost — Residua Vaue) / Useful Life
Where:
Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidua value.

Useful Lifeisthe estimated time period an asset is expected to be used from the timeit isavailable for
useto thetime of itsdisposal or termination of use.

Here Cost of the asset = Rs. 5,000
Salvagevaue=Rs. 500

Depreciation = (5,000 —500)/10 = Rs. 450
Rate of Depreciation = 450/5,000 x 100 = 9%

39. Cost priceisdso known as cp isthe origina price of any item. The cost isthe total outlay required to
produce aproduct or carry out aservice. Cost priceisused in establishing profitability in thefollowing
ways.

Sdlling price (excluding tax) less cost resultsin the profit in money terms.
Here sdlling price = cost + 60% = Rs. 16,000

Let the cost price be x

Then x + 60% of x = 16,000

Or 1.6x=16,000

Or x=16,000/1.6=Rs. 10,000

40.  The salesprice (SP) of goods or commoditiesisthe priceat which aparticular product or commodity is
sold across channels or markets.

Here profit percentage on sales 25%
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Let x be the sale price of goods

Then profit = 25% of x = 0.25x

Cost price=x—0.25x = 0.75x = 34,200
X =34,200/0.75 = Rs. 45,600

41. A commissonisafee that abusiness paysto a manager in exchange for his or her servicesin either
facilitating or completing asale. Manager’scommissioniscalculated in two ways

1.  OnProfitsbefore charging such commission:

Manager's commission = Net Profits X (Percentage of commission/ 100)
2. OnProfitsafter charching such commission:

Manager’s commission = Net Profits X (Percentage of commission/ 100 + % of commission)
3. Orinany other manner agreed through agreement

Here the managers commission is 5% of sales

Sdes = cost + 20% on sales

Let the sales = x

So x = 40,000 + 20% of x

Or 0.8x =40,000

Or x = Rs. 50,000
So the commission = 5% of 50,000 = Rs. 2,500

42. A commission is afee that a business pays to a manager in exchange for his or her services in either
facilitating or completing asale. Manager’scommission iscalculated in two ways

1.  OnProfitsbefore charging such commission:

Manager’s commission = Net Profits x (Percentage of commission / 100)
2. OnProfitsafter charging such commission:

Manager’'s commission = Net Profits x (Percentage of commission/ 100 + % of commission)
3. Orinany other manner agreed through agreement

Here gross profit = Rs. 48,000

Net profit = 48,000 — 6,000 = Rs. 42,000

Managers commission = 42,000 x 5/105 = Rs. 2,000
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43. Payment of wages is a transaction.

44,  Amount of stationery used for own business will be credited to purchases.

45, Rs.
Salevalue (4,200 -450) 3,750
Book value (3,000 —400) 2,600
Profitonsde 1,150

46.  Theinventory adjustmentsin respect of opening and closing inventory appear inthe Cost of Goods Sold
asfollows:
Opening Inventory
Add: Purchases
Less Closing Inventory
Cost of Goods Sold
Note that the cost of goods sold is not smply the cost of purchases during the period. This is the
application of the Matching Concept which requires expenses to be recognized against periods from
which associated revenue from the expense is expected to be earned. Therefore, asclosing inventory is
not consumed at any given accounting period end, it must not be part of expense which iswhy it is
deducted from the cost of sale. Similarly, as opening inventory is consumed in the current accounting
period, it must therefore be added to the cost of goods sold.
S0 here purchases = cost of goods sold + closing inventory — opening inventory = 1,58,600 + 25,400 —
44,000=Rs. 1,40,000

47. Net worth method isal so called statement of affairsmethod or capital comparison method. According to
thismethod profit or loss of the businessis determined by making comparison between the capital of two
dates of aperiod. If there are other capital related items such as drawing, additiona capital, interest on
capita etc. areto be adjusted to ascertain the amount of profit or loss.
Theseitemsinclude:
Drawing: If thedrawing is made during the year, it should be added to the amount of closing capitd.
Additional capital: If additiona capital isintroduced in the businessduring theyear, it should be deducted
from the amount of closing capital.
Interest on capital: If the interest is provided on capitdl, it should be deducted from the amount of
closngcapitd.
Closing capita = Profit for the year —income tax + Opening capital + additional capital — drawings +
interest on capital —interest on drawings
Profit or lossfor the year = 2,770 —550 + 5,000 — 650 + 500 — 120 = 6,950 (profit)
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48. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and sales force cost. Saaries and
wages given herewill not beincluded in cost of goods sold asit is assumed to be an indirect cost.

Cost of goods sold in the above case = opening inventory + purchases during the year + carriageinward
—closinginventory = 9,600 + 11,850 + 200— 3,500 = 18,150

Gross profit = sales— cost of goods sold = 24,900 — 18,150 = Rs. 6,750

49.  Theprovisionfor doubtful debtsisidentical to the allowancefor doubtful accounts. The provisionisthe
estimated amount of bad debt that will arise from accounts receivable that have been issued but not yet
collected. The provision is used under accrua basis accounting, so that an expense is recognized for
probable bad debts

Anincreasein provision for bad debtsis recorded asfollows:
DEBIT  thedifference (new provison minus old one) to Income Statement
CREDIT provision for bad debts
Here opening Provision for Bad DebtsisRs. 2,500
Closing Provision for Bad Debts = 5% on (trade receivables— bad debts) = 5% on 20,000 = 1,000
Opening provision lessbad debts=2,500—- 1,870 =630
increasein provision for bad debts= 1,000 —630 =370
Provision for bad debtsin Profit and LossA/c will be Rs. 370.
50.  Cdim receivablewill be shown as asset in balance shest.

51. Consignment istheact of consigning, whichisplacing any material inthehand of another, but retaining
ownership until the goods are sold or person istransferred.

Consignment account

Date Particulars Amount Date Particulars Amount

To Goods sent on consignment a/lc 7,500 By Anil A/c-sales 10,500

To Bank- expenses 600 By Inventory A/C 1,860
ToAnil-octroi 1,200
ToAnil-commisson 775
To Profit on consignment 2,285

12300 1230
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Vauation of closing stock:

Cost of 100 unitsof goods consigned = 7,500
Add:freight and insurance =600

Add:octroi and cartage= 1,200

Total cost of 100 units= 9,300

Cost of unsold goods= 9,300 x 20/100 = 1,860

52. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as operating expenses ,distribution costs and sales force
cost.

Cost of goods sold in the above case = 3,10,000
Gross profit = sales— cost of goods sold = 4,00,000 — 3,10,000 = Rs. 90,000

53. In this case the amount due to retiring partner is paid in instalments. Usually, some amount is paid
immediately on retirement and the balanceistransferred to hisloan account. Thisloanispaidin oneor
moreinstalments

The loan amount carries some interest. An instalment consists of two parts:
(1) Principal Amount of instalment dueto retiring partner.
(i) Interest at an agreed rate,

Interest due onloan amount iscredited to retiring partners’ 1oan account. Instalment inclusive of interest
then ispaid to the retiring partner as per schedule agreed upon.

Hereit was agreed that he should be paid Rs. 4,950 in cash on retirement and the balance in three equal
yearly instaments with interest at 6% per annum.

So thebaancewill be = 10,950 —4,950 = Rs. 6000
Amount of three equal instaments = Rs. 6,000/3 = Rs. 2,000

Interest @ 6% pa. =Rs. 6,000x 6/100
=Rs. 360
1st Instalment at the end of 1st Year = Rs. 2,000 + Rs, 360
=Rs. 2,360
Interest @ 6% pa =Rs. 4,000x6/100 = 240
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2nd Instalment at the end of 2nd Year = 2,000 + 240 = Rs. 2,240
Interest @ 6% pa. =2,000x6/100 = Rs. 120
3rd Instalment at the end of 3rd Year = 2,000 + 120 = Rs. 2,120

54.  When anew partner comes into the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio— New ratio

Gaining/sacrificing ratio

Partners New ratio Old ratio Gain/(sacrifice)
A 512 36 512 —1/2 = (1/12)
B 4/12 2/6 4/12-1/3=(nil)
C 2112 1/6 1/12-1/6 =nil
D 112

Sothesacrificing ratio between A:B:Cwill be 1/12:nil:nil
55. Amount spent on painting new factory is capital expense.

56. Closing inventory isthe amount of inventory that abusiness gill has on hand at the end of areporting
period. Thisincludes raw materids, work-in-process, and goodsinventory. Theamount of closinginventory
can be ascertained with a physical count of theinventory. It can also be determined by using a perpetua
inventory system and cycle counting to continually adjust inventory recordsto arrive at ending balances.
Theamount of closinginventory isusedto arriveat the cost of goods soldin aperiodicinventory system
withthefollowing calculation:

Opening inventory + Purchases— Closing inventory = Cost of goods sold
So closing inventory = total goods availablefor sales—cost of goods sold
Cost of goods sold = x(say) = sales—margin on sales = 13,00,000 — 1/3of x
Or x + 1/3x =13,00,000

Or 4/3x = 13,00,000

Or x =13,00,000 % 3/4=9,75,000

Closinginventory = 12,00,000—9,75,000 = Rs. 2,25,000
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57. Step 1

Total al cash received from credit customers during the period. Theformulafor calculating credit sales
is cash received minus receivables at the start ofthe period, plus receivables at the end of the period.

Step 2

Deduct the total accounts receivable at the start of the period from the cash received from customers.
Step 3

Add amounts owed from customers at the end of the period to the previous figure cal cul ated.

Credit sdes = closing receivables + cash received from receivables + bad debts + return inwards —
opening receivables= 13,800 + 30,400 + 2,700 + 1,200— 10,200 = Rs. 37,900

Total sales= credit sales + cash sales= 28,400 + 37,900 = Rs. 66,300
Trade Receivable Alc

Rs. Rs.

To balance b/d 10200 By cash 30,400
To credit sdles 37,900 By returns 2,700
By bad debts 1,200

By balance c/d 13,800

48,100 48,100

Total sdle= Cash (28,400) + Credit (37,900) = 66,300
58. Let the salling price bex
Thusthe profit margin in 20% of x
And the cost price will be x —20% of x = 80% of x
So the profit margin on cost will be =20% of x/80% of x x 100 = 0.2x/0.8x x 100 = 25%

59.  The 12% debenturesare being issued at a premium thus the value of each debenture will be 100+ 10 =
Rs. 110

Total valueof building purchased =99,00,000

Number of debenturesissued in consideration =total value of building purchased/value per debenture=
99,00,000/110 = 90,000 debentures

Thus the actual value of the debentures issued = 90,000 x 100 = Rs. 90,00,000 should be credited to
debentures account and the balance amount is the premium

Thus premium amount will be 99,00,000—90,00,000 = Rs. 9,00,000
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60. Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individualgingtitutionswholend it money (invest intheir debentures)For aninvestor investing inadebenture
isjust likeinvestingin afixed deposit with the difference that while he can withdraw the amount invested
in afixed deposit any time hefshe likeswith aloss of interest.. He cannot do so with a debenture. The
amount invested on adebenture will be repaid only on the expiry of the period for which the debenture
hasbeenissued. If thedebentureswereoriginally issued at adiscount and redeemed at premiumthenthe
case of loss on issue of debentures arise.

Here Green Ltd. issued 5,000, 6% debentures of Rs.100 each at a discount of 5% repayable after 5
years at a premium of 5%.

The discount on issue of debentures = 5% of 5,00,000 = Rs. 25,000
The premium on redemption of debentures= 5% of 5,00,000 = Rs. 25,000
Thustotal loss onissue of debentures = 25,000 + 25,000 = Rs. 50,000
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 13

1. Consignment accountisnomind.

2. Bank overdraft has credit balance (ligbility).

3. Customers (Debtors) are acceptors of bills of exchange.

4. Journal proper records opening entries.

5. FIFO isthe basisfor the sequence mentioned in the question.

6. Closinginventory isshownintria balance and not opening inventory if adjusted purchaseisshownintria
balance.

7. As per entity concept, business unit is separate from providers of capital.

8. All expenses and receipts of revenue nature go to P& L A/c or Trading A/c.

9. Thistype of entry iscaled compound journal entry.

10. Management isinternal user. All others are external.

11. In compensating errors, effect of one error is cancelled by effect of some other error.

12. General reserve istransferred to partner’s capital account at time of retirement of partner.

13. Interest on partner’s capita is appropriation and not expense.

14. Noting chargesarepaid at time of dishonour of hill.

15. Credit note is sent when customer returns goods.

16. A known liability isprovisionif itsamount and due date areindeterminate.

17. Left sideisdebit side and right sideis credit side of an account.

18. Expenses paid but not incurred during current accounting period are prepaid.

19. Profit/losson redlization is shared among partnersin old profit sharing ratio.

20. Correct profit will beRs. 7,70,000 (Rs. 7,00,000 + 1,00,000 less Rs. 30,000).

21. In the given case, capital profit will be rs. 40,000 (1,40,000 — 1,00,000) and revenue profit will be Rs.
60,000 (1,00,000—40,000).

22.  Theexecutor of deceased partner will get sharein JLP, reserves, profit up to date of death along with his
capital balance.

23. In case when a bill of exchange matures on a public holiday then the due date will be the preceding
business day.
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In this question A bill of exchange matures on 16th July. It is a public holiday. Bill will mature on the

preceding day i.e. 15th July.
24, LIFO isnot recommended by AS 2.

25.  Asper baance method, Trid balance will be prepared asfollows:

Cash Alc 3,180
Capitdl 10,000
Bank 6,900
Purchases 725
Sdes 950
Sdary 5
Rent 150

10,955 10,955

26. By profit sharing ratio in apartnership firm, we mean theratio in which the profitsand losses of thefirm

areto be distributed amongst the partners.

In the absence of a partnership deed and where there is no indication as to the agreement between the
partnersin this aspect, it should be considered as equa share for al partners.

Here A B and C shared the profitintheratioof 2:2: 1

Whichis A 18,000x 2/5=7,200
B 18,000 x 2/5=7,200
C 18,000 % 1/5=3,600
But the correct distribution would have been

A 18,000/3=6,000
B 6,000
And C6,000
So Necessary adjustment will be:
A Dr. 1,200
B Dr. 1,200
ToC 2400

27.

730

Owner’scapital refersto the sum of the businessresourcesowned by thebusinessowners. Itiscalculated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.
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28.

29.
30.
31

32.

33.

34.

Formulasof closing capital:

Closing capitd =

Opening capital + profit  OR

Opening capital + profit + additional capital —drawings OR
Closing assets—closingligbilities

Here closing assets = inventory + cash at bank + plant and machinery + debtors + investments = 2,400
+1,800+ 1,000+ 500+ 2,000=7,700

Closing liahilities=bills payable + creditors + loan from RgjaRam = 400 + 800 + 1,500 = 2,700
So capital = Closing assets—closing liahilities=7,700—2,700 = Rs. 5,000

Goods used by proprietor for his persona use should be credited to Purchases A/c and debited to
drawings.

P&L Alc shows not profit/loss earned by the firm during an accounting period.
Tria balance checks arithmatical accuracy of the books and not honesty of book keeper.

Capital reservesarecredited out of capita profitsand not revenue profits. Provisionsare charges againgt
profits. P& L A/c balance is revenue in nature.

Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = opening inventory + purchases — closing inventory = 4,000 +
20,000—-3,000=Rs. 21,000

Profit = sdles— cost of goods sold = Rs. 30,000 — 21,000 = Rs. 9,000

We know that Credit sales = closing receivables + cash received from receivables + bad debts + return
inwards— opening receivables

Thus cash received from customers = credit sales— closing receivables — bad debts — return inwards +
opening receivables

Here Total sales during the year amounted to Rs. 70,000; Cash sdles Rs. 10,000; Balance of trade
receivables at the end of the year Rs. 25,000.

So credit sales= 70,000 — 10,000 = Rs. 60,000
Cash received from customers = 60,000 — 25,000 = Rs. 35,000
Machinery isa Capital asset, not to be included in current assets.
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35.

36.

37.

732

A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement of .....

Particulars Amount Amount
Balance as per pass book (cr) 2430
Less:

Chequesissued but not presented for payment 1,710 (1,710)
Add:

Bank charges 260

Cheques deposited but not cleared 1,390 1,650
Balance as per cash book (dr) 2370

A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chegquesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement of .....

Particulars Amount Amount
Balance as per cash book (cr) 6,340
Less:

Cheqgues issued but not presented for payment 2,368 (2,3698)
Add:

Chegues deposited but not cleared 2,360 2,360
Balance as per pass book (dr) 6,332

Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.
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Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = opening inventory + purchases + carriage inward + wages —
goods sent on consignment = 14,500 + 75,995 + 1,700 + 825—20,000= 73,020

Gross profit = sales— cost of goods sold = 93,750 — 73,020 = Rs. 20,730
38. Sdle of plant and machinery isacapital receipt, not reserve.

39. Fixed installment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight linedepreciationiscalculated asfollows:

Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:

Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidual value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetime it isavailable for
useto thetime of itsdisposal or termination of use.

Here Cost of the asset as on Jan 1 2007 = Rs. 5,200

Salvagevaue=Rs. 200

Depreciation/year = (5,200 —200)/10 = Rs. 500

Depreciation for 3 years= 500 x 3 = Rs. 1,500

So balance of furniture account at the end of third year = 5,200 — 1,500 = Rs. 3,700

40. According to annuity method, the purchase of the asset concerned isconsidered an investment of capital,
earning interest at certain rate. The cost of the asset and al so interest thereon are written down annually
by equal installmentsuntil the book value of the asset isreduced to nil or itsbread up va ue at theend of
itseffectivelife. Theannual chargeto be made by way of depreciation isfound out from annuity tables.
Theannual chargefor depreciation will be credited to asset account and debited to depreciation account,
while the interest will be debited to asset account and credited to interest account.

Thus depreciation to be charged = lease value x the annuity = Rs. 9,996.55
Baance of lease A/C at the end of thefirst year will be = 60,000 —9,996.55 = Rs. 50,003.45
41.  Thedefference of trial balance will be credited to suspense account in the given case.

42. When thehill is payable at astated number of daysthen the due date will bethat day which comes after
adding the specified number of daysto the date of the bill plus 3 more days of grace. Note that herethe
date of bill isexcluded.
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The date of accepting the bill is8.12.09.
Add 30dayswill giveus7.01.10

Add 3 days of grace gives us 10.01.10
Thus Jan 10" is the due date.

43.  Owner'scapita refersto thesum of thebusinessresourcesowned by thebusinessowners. Itiscal culated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulas of closing capital
Closing capitd =
Opening capital + profit OR
Opening capital + profit + additional capital —drawings OR
Closing assets—closing lighilities
Here opening capita = 16,080
Further introduction of capital =2,000
Drawingsin cash = 3,000
Lifeinsurance premium = 250
Closing capital =21,925
Closing capital = opening capital + profits—drawings

Profit = closing capital —opening capital + drawings=21,925-16,080—2,000 + 3,000+ 250 = Rs. 7,095
(profit)

44, Infinancia accounting, every single event occurringinmonetary termsis recorded. Sometimes, it just so
happens that some events are either not recorded or it is recorded inthe wrong head of account or wrong
figure isrecorded in the correct head of account. Whatever the reason may be, thereis aways achance
of error in the books of accounts. These errorsin accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here the total of the debit and credit side of atrial balance of Mr. Rgja as on 31st March, 2010 were
Rs.20,000 and Rs.10,000 respectively. Thus suspense account will have a credit balance of Rs. 10,000.

Now it wasfound that thetotal of salesbook was carried forward as 5,000 instead of 4,000i.e. the sales
account has been overcasted by 1000Rs. Thus we have to debit sales account and credit suspense
account by Rs. 1,000. After crediting sugpense account by Rs. 1,000 the balance of suspense account
will be 10,000 (cr) + 1,000 (cr) = Rs. 11,000 (cr).

45, Rectifying entry for the given error will be to debit discount by Rs. 250 with corresponding credit to
suspense alc.
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46. The journal entry to transfer net income to owner’s equity is a debit to Income Summary, and a credit
Capitd.
The balance of Income Summary is reduced to zero; the owner’s capita account is increased by the
amount of net income.
The entry will be P/L A/c Dr. Rs. 6,300; To Capital A/c Rs. 6,300
47. Cross profit is difference between sales and cost of goods sold.
48.  Credit balancein leger will either be arevenue or aliability not an expense or asset.
49.  Consignment istheact of consigning, whichisplacing any materia inthe hand of another, but retaining
ownership until the goods are sold or person is transferred.
Consignment account
Particulars Amount  Particulars Amount
To goods sent on 900000 By gitaA/c-sdes 9,00,000
consignment A/c (1000 x 900)
To bank- freight paid 7000 By P/L-abnormd loss 45545
To bank-carriage 650 ByinventoryAlc 184,391
To bank insurance 3,250
To GitaA/c-expenses 13,000
To Gitaa/c-commission 54,000
To profit on consignment 1,52,036
Tota  11209% Tota  11209%
Vauation of loss:
Cost of total goodsconsigned =9,00,000
Add: Freight=7,000
Add: Carriage= 650
Add: Insurance= 3,250
Cost of 1000 units=9,10,900
Thuscost of 50 units=9,10,900 x 50/1,000 = 45,545
50.  Amount spent on structurd ateration will be capital in nature. It will berevenueasitisunder pressure of
law.
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51.  Average Profits Method:

Under this method goodwill is calculated on the basis of the average of some agreed number of past
years. The averageisthen multiplied by the agreed number of years. Thisisthe smplest and the most
commonly used method of the val uation of goodwill.

Goodwill = Average Profits x Number of years of Purchase

Profit of theyear 1: 6,000

Profit for theyear 2: 6,000 x 2 = 12,000

Profit for year 3: 12,000 x 1.5=18,000

Average profit of last 3 years= (6,000 + 12,000 + 18,000)/3 = Rs. 12,000
Goodwill =12,000x 1=Rs. 12,000

52.  When anew partner comes into the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on reconstitution by
admission. | n academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor cal cul ating new ratio:

New ratio = Old ratio — Sacrificing ratio

New ratio
Partners Old ratio Gain/(sacrifice) New ratio
A 36 (U/e) 3/6-1/6=2/6
B 26 2/6
C 1/6 1/6

So the new ratio between A:B: C: Dwill be1/3:1/3: 1/6: 1/6

53. When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor cal culating sacrificing ratio:

Sacrificing ratio = Old ratio —new ratio

New ratio
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Partners Old ratio Gain/(sacrifice) New ratio

A 3/6 512 3/6-5/12=1/12
B 2/6 4/12 2/6-4/12=0
C 1/6 212 16-1/6=0
D 112

So the sacrificing ratio between A : B : Cwill be /12 nil : nil

54. Joint venture A/c
Particulars Amount  Particulars Amount
To Joint bank-purchases 66,600 Byjoint bank-sales 89,000
To Joint bank-expenses 6,629
To C-commission 5340
To Net profit transferred

to-ABC 10,431
89,000 89,000

55. Here Gopal was holding 100 shares of 10 each of acompany onwhich he had paid Rs. 3 on application

and Rs. 2 dlotment, but could not pay Rs. 2 onfirst call.

So amount received per share=3+2=5

Heretotal amount received for the sharesis 100 x 5= Rs. 500. Thus Forfeited sharesa/c will be credited
with Rs. 500.

56. Consignment inventory will be recorded in consignor’s balance sheet at invoice va ueless stock reserve
onit.

57. Insurance charges will not be included in the cost of inventory. The chargestill the point of arrival in
consignee’ sgodown will only be considered.

58.  When acompany acquires any business, the purchase consideration can be settled either in cash or in
any way as decided between the seller and the company. It may be settled by issuing shares in the
company or debentures also.

Inthisproblem X Ltd. purchased thebusinessof Y Ltd. for Rs. 90,000 payablein fully paid sharesof 10

each; shares were issued at a premium of 25%.

The shares are being issued at a premium thus the value of each share issued will be 10 + 25% of 10=

10+25=Rs 125

Total value of business acquired = Rs. 90,000

Number of sharesissued = total value of businessacquired/va ue per share=90,000/12.5= 7,200 shares.
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59. Hereacompany on non-receipt of First Call money of Rs. 2 per shareand Final Call money of Rs. 3 per
share from Rahul, debited Call-in-Arrears account by Rs. 2,000 and Rs. 3,000 respectively. After due
notice 1,000 shares of Rs.10 each were forfeited from Rahul.

Since aready the amount due on forfeited shares has been transferred to ‘Unpaid CallsA/C'.
So the amount to be credited to First Call Account at the time of entry for forfeiture will be NIL.

60.  When acompany acquires any asset, the purchase consideration can be settled either in cash or in any
way as decided between the seller and the company. It may be settled by issuing sharesin the company
or debentures aso.

In this problem X Ltd. purchased Plant and machinery of Rs. 20,00,000 at Rs. 18,00,000; Land and
building of Rs. 30,00,000at Rs. 42,00,000for purchase congideration of Rs. 55,00,000and paid Rs. 10,00,000
in cash and remaining by issue of 8% debentures of 100 each at a premium of 20%.

Total considerationto bepaid = Rs. 55,00,000
Condderation paidin cash=10,00,000
Consideration to be paid by issue of debentures= Rs. 45,00,000

The debentures are being issued at a premium thus the value of each debentures issued will be 100 +
20% of 100 =100 + 20 =Rs. 120

Number of debentures issued = total value of assets acquired/vaue per debenture = 45,00,000/120 =
37,500 debentures.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 14

1. Commissionreceivedin advance will have credit balance asitisliability.

2. Insurance unexpired isapersona account (belonging to | nsurance company).

3. Purchase is transaction and |oader’s existence as on 31st March, 2010 is an event.

4. Stock outflow isin both cases— sales and consignment.

5. The correct order is Journal Entries, Ledger positngs, P& L A/c and preparation of balance sheet.

6. Rs. 112 need to be subtracted while preparing Bank Reconciliation to arrive at the balance as per pass-
book.

7. Billsreceivableisacurrent asset. It isnot fixed, fictitiousand intangible.

8. Loan to contractor (receivable) will have adebit balance. All otherswill be having credit balances.

9. Wages paid to Ram debited wrongly to his account is an error of principle. All others are errors of
commission.

10.  thematurity datewill be 93 (90 + 3 daysof grace) daysafter 26.2.2010. Thus 30.5.2010 will be maturity
date.

11. Balanceof goods sent on consignment A/cistransferredto Trading A/c. dl purchases, salesand transfers
of goods are recorded in Treading A/c.

12. Memorandum joint venture is prepared in case each co-venturer wants to keep records of their own
transactionsof joint venture.

13. If an estimate of probable outflow of resources for settlement of present obligation can be made, it is
recognised ascontingent liability not provision.

14.  The party who sends goodsis consignor and to whom goods are sent is consignee.

15. Any additional amount ispremiumfor goodwill.

16. Drawer i.e. the payee does discounting, endorsement and collection of bills.

17. Sdles return are reduced from sales to arrive at net sales.

18. Drawings are deducted from capital balance of owners.

19. Closinginventory (if giveninTria balance) will appear only in Balance Sheet and notin Trading A/c.

20. Purchase of fixed asset is recorded in journal proper. Purchase of goods (in trade) on credit basis are
recorded in purchase book.
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21. Securitiespremium is not free for distribution asdividend. It can be used for al other purposes.

22. Salewill be presumed to have been made at time of delivery of goods and not production of goods or
receipt of order.

23. Whenthehill ispayable at astated number of daysthen the due date will bethat day which comes after
adding the specified number of daysto the date of the bill plus 3 more days of grace. Note that herethe
dateof bill isexcluded.

The date of drawing the bill is 25" Jan

Add 45 dayswill give us 11" of March

Add 3 days of grace gives us 14" of March
Thus March 14" js the due date.

24, Sometimes, acceptor of abill finds himsalf unable to meet his acceptance on the due date. So he may
approach the drawer of the bill beforethe maturity date arrives, to cancel the old bill and draw anew hill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.
Whenabill of exchange isdishonored, the holder can get such fact noted onthebill by anotary public. The
advantages of noting isthat the evidence of dishonored is secured. The noting is done by recording the
fact of dishonored, the date of dishonor, the reason of dishonoar, if any. For doing dl this the notary
public chargeshisfeeswhichiscalled noting charges.

In casethe hill isrenewed theinterest will not be charged on the noting charges which will be treated
separately and will not be clubbed with the amount of the bill.

Here Total amount of the Satyapal’s acceptance = 5,000

Amount of therenewed bill = Rs. 5,000

Interest for 1 months @12% pa= Rs. 5,000 x 12/100 x 1/12 = 50
Total amount of the renewed bill = 5,000+ 50 = Rs. 5,050

25. Retiring abill meansmaking payment before the date of maturity. When theacceptor of abill isprepared
to make the payment of the bill before the due date, he may ask the holder to accept the payment,
provided he receives some rebate or discount for the unexpired period. Such arebate or discount isan
expense to the party receiving the payment and gain to the party making the payment.

Here Preet accepted a 90 days hill of Rs. 10,000 drawn by Jeet on 05.02.2010. On 13.03.2010, Preet
wished to retire the bill. Jeet offered rebate @ 12% p.a

So the due date of the hill is 6" may

Thebill wasretired on 13.3.2010

So the period for which rebate will be allowed = 54 days
The rebate = 10,000 x 12% x 54/360 = Rs. 180
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26. Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person istransferred.

Consignment Account

To Goods sent on consignment By Consignee A/c (Sdes) 150,000
(at cost price) 1,00,000 x 100/125 80,000 By Inventory at cost
To Consignee'sA/c(indirect expenses) 40,000  Price10,000 x 100/125 8,000
To Profit 38,000

1,58,000 1,58,000

27.  Theabnormal lossshould be adjusted before ascertaining theresult of the consignment. Theval uation of
abnormal lossis done on the same basis as the unsold stock isvalued.

Here X consigned 100 packets of cosmetics each costing Rs. 300 to hisagent at Bareilly. He paid Rs. 500
towardsfreight and insurance. 15 packets were destroyed in the way. So thisisabnormal loss.

Valuation of damage

Cost of 100 packets sent = 30,000

Add:freight and insurance =500

Total cost of 100 packets sent = 30,500

So the cost of 15 packets destroyed = 30,500 x 15/100 = Rs. 4,575

28. Here X consigned 100 packets of cosmetics each costing Rs. 300 to hisagent at Bareilly. He paid Rs. 500
towardsfreight and insurance. 15 packets were destroyed in the way. So thisisabnormal loss.

Valuation of damage
Cost of 100 packets sent = 30,000
Add:freight and insurance =500
Total cost of 100 packets sent = 30,500
So the cost of 15 packets destroyed = 30,500 x 15/100 = Rs. 4,575
Value of Stock just before being unloaded at the consignees godown
= Cost of Goods + Consignors Direct Expenses + Proportionate Consignee Direct Expenses

The cost of the goods/stock implies the value at which the goods are consigned by the consignor to the
consignee. Sincethe goods have reached the consigneesgodown, we can consider the consignor expenses
on the goodsto have been incurred. Moreover any direct expensesincurred by the consigneein relation
tothetransportation of thegoods, octroi duties, insuranceintransit etc., would a so haveto be considered
as having been incurred on the goods.
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Therefore, thedirect expensesincurred till that point would include the consignor expenses and that part
of the consignee expenses which relate to the expenses incurred on the stock before being unloaded.

Now the cost of the 85 packets received by the consignee = 30,500 — 4,575 = Rs. 25,925
Add: Clearing charges= 1,000

Total cost = 26,925

Total unitssold =70 units

Unitsremainingininventory = 15 packets

So thevalue of inventory = 26,925 x 15/85 = Rs. 4,751

29. Joint venture A/c
Date Particulars Amount  Date Particulars Amount
To Elder-goods 2500 By Large-sdles 6000
To Elder-expenses 200
To Large-goods 2,000
To Large-expenses
ToLarge-commission 300
To Net profit 850
6,000 6,000

30. Here Hardcore Computers Ltd. issued to public 15,000 shares of Rs. 10 each a a premium of Rs. 2.
Applications were received for 10,000 shares. The amount payable was as follows:

Onapplication Rs. 3 per share
Onallotment Rs. 4 per share (including premium)
Onfirst and final call Rs. 5 per share

Mr. Perfect holder of 100 shares did not pay alotment and call money. The company forfeited all the
shares of Mr. Perfect.

The amount caled up per share=3+2+5=Rs. 10
Total amount called up for theforfeited shares= 100 x 10 =Rs. 1,000
So Share Capital a/c will be debited by Rs. 1,000.

31.  Ajoaint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.
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Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to thejoint venture account and credited to the coventurer’saccount or thejoint bank account. Whenthe
goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account and
credited to thejoint venture account. If the parties have taken over plant or materias etc., the value will
be debited to the account of the party concerned and credited to the joint venture account. The joint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
Tojoint bank-materia 1,62,000 By joint bank-contract price 2,00,000
Tojoint bank-wagespaid 60,000 By B-drawings 6,000

By lossonjaint venture 16,000
2,22,000 222,000

32. Here J and R are equal partners U is admitted as a partner for ¥ share of profits but is unable to
contribute premium for goodwill in cash amounting to Rs. 8,000 and soitisdecidedtoraisealoanA/cin
thenameof U. So hereU’sloanwill beraised for crediting goodwill to sacrificing partnersloan account.

Journal entry will be

U'sLoan Alc Dr. 8,000
ToJ 4,000
ToR 4,000

33. In case of retirement and death, goodwill is adjusted through the partners’ account in Gaining Ratio .
New ratio=old ratio + gaining ratio

Calculation of gaining ratio

Partners Old ratio Gaining ratio New ratio
Amit 512 4/7 of 3/12=12/84 5/12 + 12/84 = 47/84
Rohit 4/12 3/70f 3/12=9/84 4/12 +9/84=37/84

Thusthe new ratio between Amit and Rohit will be47 : 37.

34.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partial sacrifice of profit share by
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some partnersin favour of others. The sacrifice of one or a group of partners becomes the gain of the
remaining partners. Followingistheformulafor calculating new ratio:

New ratio = Old ratio — Sacrificing ratio

Calculation of new profit sharing ratio

Partners Old ratio Gaining ratio New ratio

Rachna Ya 13 x 2= (1/6) ¥—-16=2/6=1/3
Sapna Ya 13 x 12 =(16) Y—-16=2/6=1/3
Ashna 13 13

Thus the new ratio between Rachna,Sapnaand Ashna=1:1:1

35. Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return, such capital is called capitalized value of average
profits. After arriving at the capitalized average profit, Capital employed (assets—liabilities) of thefirm
is then subtracted from the capitalized vaue of average profitsto arrive at the Goodwill,. To calculate
goodwill using average profit, the average net profit for agiven number of past yearsaremultiplied by an
agreed number of years.

Mathematically, Capitalized VVal ue of Average Profits= Average Profits x (100/ Normal Rate of Return)
Goodwill = Capitalized Value of Average Profits— Capital Employed.

Here profit for the year = 12,00,000

Reasonable rate of return = 15%

Thuscapitaized value of profit = 12,00,000 x 100/15 = 80,00,000

Capital employed =80,00,000

ThusGoodwill =80,00,000—80,00,000=NIL.

36. Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and salesforce cost.

Cost of goods sold in the above case = Rs. 30,000
Profit = sales— cost of goods sold = 40,000 — 30,000 = Rs. 10,000

37. Bank reconciliation statement of .....
Particulars Amount Amount
Balance as per cash book (cr) 13500
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Less:

Chequesissued but not presented for payment

Add:
Cheque deposited but not credited
Balance as per pass book (dr)

6,000 (6,000)
3,000 3,000
10,500

38.  To write off the trade payables, we will charge the amount to P& L A/c with corresponding credit to

suppliers.

39. Net salary account is the salary payable account which is paid to employee. The entry will be basic

salary account Dr. 50,000

Income tax Cr.
professional tax Cr.
EPF Cr.
SWF Cr.
Recovery of Loan Cr.
Salary payable account Cr.

So sdary account will be debited by Rs. 50000

1,000
200
2,000
100
1,700
45,000

40. Dividend A/c will be credited with gross amount of Rs. 10,000 (9,200 + 800).

41. Purchases was under casted thus profit was overcasted resulting in distribution of overcasted profit
among partners. Thus partner’s capital accounts are overcasted. Again since purchases are not booked

trade payables are aso under casted.

Sofor rectification following entry will be passed:

A's Capital Dr. 20,000
B’sCapitd Dr. 20,000
C'sCapital Dr. 20,000
To Suppliers(creditors) A/c 60,000
42. Dismantling and demolition charges arerevenuein nature.
43. Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just so

happensthat some events are either not recorded or it is recorded inthe wrong head of account or wrong
figure isrecorded in the correct head of account. Whatever the reason may be, thereisaways achance
of error in the books of accounts. These errorsin accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).
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Here therewas an error in thetrial balance. Difference was put to SuspenseA/c. Later on, it was found
that the opening inventory of Rs. 1,080 was brought into the books as Rs. 1,800.

Thus the suspense alc has a credit balance of Rs. 720 i.e. the difference.
So therectification entry to be passed will be
Suspense Alc Dr. 720
To Opening inventory 720

44, Under average profit method goodwill is calculated on the basis of the average of some agreed number
of past years. The averageisthen multiplied by the agreed number of years. Thisisthesimplest and the
most commonly used method of the val uation of goodwill.

Goodwill = Average Profits x Number of years of Purchase
Profit of the year 2006: 40,000
Profit for theyear 2007: 50,000
Profit for year 2008: 60,000
Profit for the year 2009: 50,000
Average profit of last 4 years = (40,000 + 50,000 + 60,000 + 50,000)/4 = Rs. 50,000
Goodwill =50,000 % 3=Rs. 1,50,000

45.  When acompany acquires any asset, the purchase consideration can be settled either in cash or in any
way as decided between the seller and the company. It may be settled by issuing sharesin the company
or debenturesa so. Inthisproblem G Ltd. purchased assetsfromAB Ltd. for abook vaueof Rs. 1,50,000
and the consideration was paid by issue of shares of Rs. 10 each at a premium of Rs. 5. The sharesare
being issued at a premium thus the value of each shareissued will be 10 + 5 = Rs. 15. Tota vaue of
assets acquired = Rs. 1,50,000 Number of sharesissued = total value of assets acquired/value per share
=1,50,000/15 = 10,000 shares.

46. Under WDV method, depreciation is charged at a fixed rate every year, ON THE REDUCING
BALANCE. A certain percentage is applied to the previous year’s book vaue, to arrive at the current
year's depreciation/ book vaue, WHICH SHOW A DECLINING BALANCE, WEIGHTED FOR
EARLIER YEARS, AND LOWER AND LOWER FOR LATER YEARS, as the asset grows older.

Let'sfind the WDV as on the end of the third year of the furniture in question
Baance of furniture ason 1.1.2006 = 10,000

1-1-2006 Cost of machinery 10,000
31-12-2006 Depreciation 25% of 10,000=2,500
1-1-2007 WDV 7,500
31-12-2007 Depreciation 1,875
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1-1-2008 WDV 5,625
31-12-2008 Depreciation 1,406

1-1-2009 WDV 4,219

At the end of the third year it was sold for Rs. 1,000.

Losson salewill bewdv —sale proceeds = 4,219 —-1,000 = Rs. 3,219

47. Under WDV method, depreciation is charged at a fixed rate every year, ON THE REDUCING
BALANCE. A certain percentage is applied to the previous year’s book value, to arrive at the current
year’s depreciation/ book value, WHICH SHOW A DECLINING BALANCE, WEIGHTED FOR
EARLIER YEARS, AND LOWER AND LOWER FOR LATER YEARS, as the asset grows ol der.

Let’'sfind the WDV as on 1-1-2006 of the plant and machinery in question
Baance of plant and machinery ason 1-1-2009 = 1,47,390
Let Original cost of plant and machinery purchased on 1-1-2006 = X (say)

1-1-2006 Cost of machinery X

31-12-2006 Depreciation 15% of x = 0.15x

1-1-2007 WDV x-0.15x = 0.85x

31-12-2007 Depreciation 15% of 0.85x = 0.1275x

1-1-2008 WDV 0.85x —0.1275x = 0.7225x

31-12-2008 Depreciation 15% of 0.7225x =0.108375x

1-1-2009 WDV 0.7225x —0.108375x = 0.614125x = 147390

Wegot 0.614125 x = 1,47,390
Sox =Rs. 2,40,000
Thus Cost of machinery on 1.1.2007 will be Rs. 2,40,000.
48. Manager’s commission is calculated in two ways
1. OnProfitsbefore charging such commission:
Manager’s commission = Net Profits x (Percentage of commission / 100)
2. On Profitsafter charging such commission:
Manager’s commission = Net Profits x (Percentage of commission /100 + % of commission)
Here the managers commission is 10% of net profit after charging such commission

So the managers commissionwill be= 22,000 x (10/110) = Rs. 2,000
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49. Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individua ginditutionswholendit money (invest intheir debentures)For aninvestor investingin adebenture
isjust likeinvestingin afixed deposit with the differencethat while he can withdraw the amount invested
in afixed deposit any time he/she likeswith aloss of interest. He cannot do so with a debenture. The
amount invested on adebenture will be repaid only on the expiry of the period for which the debenture
hasbeenissued. If thedebentureswereoriginally issued at adiscount and redeemed at premiumthenthe
case of loss on issue of debentures arise.

Here X Co. issued Rs. 1,00,000 Debentures at 4% discount, redeemable at 6% premium after 10 years.
Thediscount on issue of debentures= 4% of 1,00,00,000 = Rs. 4,00,000

The premium on redemption of debentures= 6% of 1,00,00,000 = Rs. 6,00,000

Thustotal lossonissue of debentures= 4,00,000 + 6,00,000 = Rs. 10,00,000

50. Interest on drawingsisalso charged likeinterest on capital, if itisprovided in the partnership agreement.
Sincedrawings are affected by partnersofteninirregular amountsand on varying dates, it isconsidered
advisable to calculate interest on drawings to adjust the rights of partners. In many cases, however,
drawings are made by mutual agreement and no interest is charged at all.

Whereinterest is charged it isusually calculated at fixed rate percent from the date of each drawing to
the date the accounts are closed.

Calculation of interest on drawings

Date of drawings Number of months Amount
Feb1 1 12,000
Apr 30 8 6,000
Jun 30 6 9,000
Aug 31 4 12,000
Oct 1 3 8,000
Dec 31 0 7,000

12,000 x 11 + 6,000 x 8 + 9,000 x 6 + 12,000 x 4 + 8,000 x 3 x 9/100 x 1/12

51. Interest on capital isallowed to the owner on the concept of separate entity wherethe capital investedin
the businessis considered to be the loan from the proprietor.

Here Interest on capitd at 6% p.a. isto be allowed. Capital in the beginning was Rs. 3,00,000.
Interest amount will be 6% of 3,00,000 = Rs. 18,000

52. The monetary value of an asset decreases over time due to use, wear and tear or obsolescence. This
decrease is measured as depreciation.
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Calculation of depreciation

Assets Value Depreciation rate Depreciation
Officefurniture 8,000 5% 400

Plant and machinery 80,000 10% 8,000

Factory building 2,00,000 5% 10,000

Total 18400

53. Gainingratio is calculated when apartner retires/dies.

54, When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so allowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, theremaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share=100 x 3=Rs. 300

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share =100 x (10—2) = 100 x 8 = Rs. 800

The surplus amount to be transferred to capital reserve account = 800 — 300 = Rs. 500

55. Inthisproblem Z Ltd. purchased land and building from H Ltd. for abook value of Rs. 2,00,000 and the
consideration was paid as Rs. 65,000 in cash and the balance by issue of 6% Debentures of Rs. 1,000
each at adiscount of 10%

the debentures are being issued at adiscount thus the value of each shareissued will be 1,000 — 10% of
1,000 =1,000—100 = Rs. 900

Total vaueof land and building acquired = Rs. 2,00,000
Cash paid =65,000
Balanceto be paid by issue of debentures=1,35,000

Number of debenturesissued = total val ue of assets acquired/value per debenture = 1,35,000/900 = 150
debentures

Discount on issue of debentureswill be 150 x 100 = Rs. 15,000

56. For recording unrecorded investment in the faks, the entry will be debit investment by giving credit to
RevaduationAlc.
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57.  Theamount of debenture discount can be written off in two ways:

1. All debentures are to be redeemed after a fixed period. When the debentures are to be redeemed
after afixed period, the amount of discount will be distributed equally within the number of years
spreaded between theissue of debenturesand their redemption. Theamount of discount onissue of
debentures to be written off each year is calculated as

Amount of discount to bewritten off annually
= Total amount of Discount/Number of years

2. Debenturesareredeemed ininstalments. Debenturesmay aso beredeemed ininstal mentsbut over
a fixed period. In that case the amount of debenture discount will be written off each year in
proportion to the amount of debentures redeemed.

Here company issued debentures of the face value of Rs. 1,00,000 at a discount of 6% on Jan. 1,
2009. These debentures are redeemable by annua drawings of Rs. 20,000 made on 31st Dec.
each year. The directors decided to write off discount based on the debentures outstanding each
year.

Total discount = 6% of 1,00,000 = Rs. 6,000.

Calculation of discount to be written off every year

Date Debentures to be redeemed Discount written off
31.12.2009 1,00,000 6000 x 5/15=2000
31.12.2010 80,000 6000 x 4/15=1600
31.12.2011 60,000 6000 x 3/15=1200
31.12.2012 40,000 6000 x 2/15=800
31.12.2013 20,000 6000 x 1/15=400

58.  Whenthesharesforfeited arereissued at discount, Bank account isdebited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share = (250 x 10— 2000) = Rs. 500

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share=250 x (10—-7) =250—-3 =Rs. 750
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The surplus amount to be transferred to capital reserve account = 750 — 500 = Rs. 250

59. Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individua gingtitutions who lend it money (invest in their debentures). For an investor investing in a
debenture is just like investing in a fixed deposit with the difference that while he can withdraw the
amount invested in afixed deposit any time he/she likeswith aloss of interest.. He cannot do so with a
debenture. Theamount invested on adebenturewill berepaid only onthe expiry of the period for which
the debenture has been issued. If the debentures were originally issued at a discount and redeemed at
premium then the case of 1oss on issue of debentures arise.

HereaCo. issued Rs. 2,00,000 Debentures at 5% discount, redeemable at 10% premium after 10 years.
The discount on issue of debentures = 5% of 2,00,000 = Rs. 10,000

The premium on redemption of debentures = 10% of 2,00,000 = Rs. 20,000

Thustotal loss onissue of debentures= 10,000 + 20,000 = Rs. 30,000

60.  Any partner paying firmsliability out of his private fundswill betreated as capital introduction by that
partner. Here A, B & C are partners sharing profits & lossesin equal ratio. A paid firm's liability of
Rs. 10,000 out of his private funds.

So the entry to record thistransaction will be

Liability Alc Dr. Rs. 10,000
To A's Capital Rs. 10,000
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It would be convenient to record thetranaction in Bills payabl e book if firm makes numerous promissory
notes.

Carriage outward is debited to P& L A/c but carriage inward is debited to Trading A/c.
The expenditure should be capitalized asit is necessary for construction of Cinemahouse.
Material and wages for erection of machinery should be debited to Machinery A/c.
Differencein trid balanceistransferred to suspense A/c.

Capital isdifference of assetsand liahilities.

Wages o/sisaliahility and has credit balance.

Profits and losses are shared equally unless otherwise agreed among partners.

In case of debt becoming bad, the amount should be debited (not credited) to bad debts.

The opening entry will beto recognise prepaidinsurance (2,400 x 9/12) i.e. Rs. 1,800. Thusentry will be
debit insurance premium by giving corresponding credit to prepaid account.

Accomodation hills are drawn to finance the parties.
Payment of tax under disputeis contingent ligbility.

Consignee will debit bad debts amount to his commission as he has to bear bad debts in case of del-
crederecommission.

6% is the rate as per Partnership Act.

Dividendsare paid up on paid up capital.

Posting meanswriting of transactionin leger.

Commissionto promote credit salesis Del-credere commission.

Joint Venture a/c isanomina A/c asit showsthe profit/loss on joint venture.
In ledger, there are 8 columns (4 on Dr. and 4 on Cr. side).

The error would effect both Plant and Carriage accounts.

Cost concept has been violated in the given case.

Journa entry will beto debit computer by 11,500, bad debts by Rs. 13,500 (25,000 — 11,500) by giving
corresponding credittoA.
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23.  Thegoodsare consigned from one place to another. After receiving the goods by consignee, the goods
are stored by the consignee before selling them to customers. It is natural that some loss to the goods
may take place within that period. The goods may be lost, destroyed or damaged either in transit or in
consignee’ sstore. Thelosswhich could beavoided by proper planning and care areabnormal loss. They
are like theft, riots, accidents, fire, earthquake etc. Theselosses could occur in transit or in consignee's
store and solely to be borne by consignor.

Theabnormal loss should be adjusted before ascertaining theresult of the consignment. Theval uation of
abnormal lossis done on the same basis as the unsold stock isvalued.

Here Sharma of Allahabad sends goods costing Rs. 1,00,000 at an invoice price of the Rs. 1,20,000 to
Kaapil of Katak. Sharmaincurs some expenditure in relation to such consignment:

1/10th of the consignment is damaged in transit.
The cost of the consignment = 100000 + 5000 + 10000 + 5000 = 120000
The amount of loss=1/10 of 120000 = Rs. 12,000.

24, Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person istransferred.

Consignment account

Particulars Amount  Particulars Amount
To goods sent on By Naresh A/c-sales 1,80,000
consignment A/c (600 x 300) 1,80,000
To bank- freight paid 6000 By stock Alc 31,250
To Naresh-octroi and freight 1,500
To Naresh-godown rent
and insurance 3,500

To Naresh-commission (4% of

500 x 350 + 20% of 5,000) 8,000
To profit on consignment 12,250
211,250 211,250
Va uation of closing stock:

Cost of goodsconsigned = 1,80,000

Add: freight and insurance = 6,000

Add: octroi and cartage= 1,500

Total cost =1,87,500

Cost of unsold goods=1,87,500 x 1/6 = 31,250
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Fixed installment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight line depreciationiscal culated asfollows:

Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:

Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, there is no need to charge the portion of
cost equaling theresidua value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetimeit isavailable for
useto thetime of itsdisposal or termination of use.

Here Cost of the asset = Rs. 1,26,000
Sadvagevaue=Rs. 6,000
Depreciation/year = (1,26,000—6,000)/6 = Rs. 20,000

Accural concept dtates that al expenses due (wheather paid or not) should be provided for in the
accounting period.

Under diminishing balance method, depreciation decreases every year.

LIFO is based on the issues as per latest pricesi.e. current replacement cost.
Balance sheet represents assets = liabilities and capital.

Total of purchase book is posted in purchasesA/c.

Legd expensesfor asuit for breech of contract of goods is revenue expenditure.

Capital isneeded to create a ba ance between assets and liabilities. capitd isthe difference between the
lighilitiesand assets.

Opening capital = opening assets—opening ligbilities

Here assets = cash in hand + cash at bank + inventory + land and building + plant and machinery +
prepaidinsurance+ owing from Mr X = 1,000+ 5,000 + 20,000 + 1,00,000 + 50,000 + 12,500 + 500=Rs.
1,809,000

Andligbilities=owingto Z Ltd. + interest received in advance = 3,750 + 250 = 4,000
So capital =1,89,000—4,000=Rs. 1,85,000

Salesreturns book is also called returns inwards book. It isused for recording goods returned to us by
our customers.
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Sales Returns Book

Date Particulars C/N L.F. Amount
Jan 17 Goyal & Co 250
Jan. 10 Gaf & Co. 100
Jan. 17 Mittal and Co. 650

1,000

Note: Since Jinda & co. are saree dedlersthe return of typewriter isnot related to trade and so will not
find placein the sales return book.

34. Preparing atrial balance for acompany servesto detect any mathematical errorsthat have occurred in
the double-entry accounting system. Provided the total debits equal thetotal credits, thetrial balanceis
considered to be balanced, and there should be no mathematica errorsin the ledgers.

Corrected trial balance

Dr. Balance (Rs) Cr Balance (Rs.)

Sen Gupta sCapita - 1556

Sen Gupta's Drawings 564 -

Leaschold premises 750 -

Sales - 2,750

Dues from customers 530

Purchases 1,259
Purchases return

Loan from Bank

SR

Trade payables
Trade expenses
Cash at Bank
Billspayable 100
Salaries and wages

‘Opening inventory

600
264
Rent and taxes 463
Sdes return 9.8

5454

Totd

|5
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Whenever acompany redeemsits preference shares then thenomina vaueor facevalueof thesharesis
put into capital redemption reservefund. Thereafter thisfund becomesthe part of the paid capital of the

company.

Capital Redemption Revereisdso created when acompany buysit owns shareswhich reduceits share
capital.

Suppose, the fresh equity shares or preference shares areissued to redeem the old preference shares, in
this case the difference between the face value of preference shares and fresh shares issued will be
transferred to capital redemption reserve account.

The capital redemption reservefundistransferred from undistributed profits i.e general reserves, profit
or loss account.

A redeemable preference share can be redeemed entirely out of fresh issue of new preference or equity
shares but not debentures.

Here the face value of the 10% Redeemable preference shares to be redeemed = 10000 x 100 =
1000000

Face value of the fresh equity sharesissued for the purpose = 2000000

Thus amount to be transferred to the Capita Redemption Reserve Account = 1000000 — 1000000 = nil
The benefit of Rs. 500 earned by Ritesh should be credited to discount received account (income).

In case of normal loss, thelossis spread over the entirelot of good units, no entry is required.
Theamount of losswill be Rs. 6,00,000 only asit isrestricted to the amount of insured value.

Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit is acompany’s residual
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases—closing inventory

Thuspurchases = cost of goodssold + closing inventory —opening inventory = 80,700 + 6,000—5,800 =
Rs. 80,900

Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases + direct expenses— closing inventory
Cost of goods sold = 8,500 + 30,700 + 4,800 —9,000 = Rs. 35,000

Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’s residua
profit after selling a product or service and deducting the cost associated with its production and sale.
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Cost of goods sold isthe direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = 70,800
Profit = sdles— cost of goods sold = 1,30,200 — 70,800 = Rs. 59,400

42. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit is a company’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such asdistribution costs and salesforce cost. In the above case
letsfind out gross profit with the hel p of trading account.

Trading account as on...

Particulars Amount Particulars Amount
To Opening inventory 2400 By SalesLessreturn 20,000
To PurchasesLess returns 15,020 By Lossdueto fire 1,000
To Carriageinward 524 By Closinginventory 3840
To Manufacturing wages 2,800

Add: Outstanding 96 2,896

Togrossprofit 4,000

Totd 24,840 Totd 24,840

43.  The balance sheet equation is that total assets equals ligbilities plus owner’s equity. Looking at the
equation in thisway shows how assetswerefinanced: either by borrowing money (liability) or by using
the owner’s money (owner’s or shareholders equity).

Thustotal of balance sheet will be equal to total of all assetsor total of liabilities plus owner’s equity.

Tota assets = cash in hand + prepaid expenses + cash at bank + inventories + investments + bills
receivables=1,24,000 + 2,000 + 2,90,000 + 16,000 + 2,000 + 80,000 = Rs. 5,14,000

44, Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied tothe previousyear’ sbook value, to arriveat the current year’ sdepreciation/
book value, which show adeclining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.

Here Depreciation on motor car, whose cost is Rs. 58,000 with an accumul ated depreciation reserve of
Rs.11,600, at 20% p.a. on diminishing balance will be = 20% of (58,000 11,600) = Rs. 9,280

45.  Theprovisionfor doubtful debtsisidentical to the allowancefor doubtful accounts. The provisionisthe
estimated amount of bad debt that will arise from accounts receivable that have been issued but not yet
collected. The provision is used under accrua basis accounting, so that an expense is recognized for
probable bad debts
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Anincreasein provision for bad debtsis recorded asfollows

DEBIT  thedifference (new provision minus old one) to Income Statement x

CREDIT provision for bad debts

Here opening Provision for Bad DebtsisRs. 1,250

Closing Provision for Bad Debts = 5% on (trade receivables— bad debts) = 5% on 10,000 = 500
Opening provision lessbad debts=1,250—300 = 950

Decreasein provision for bad debts = 950 — 500 = 450

Provision for bad debts credited to Profit and LossA/c will be Rs. 450.

46. In units of production method of depreciation, depreciation is charged according to the actual usage of
theasset. In units of production method, higher depreciation is charged when their ishigher activity and
lessischarged when thereislow level of operation. Zero depreciation is charged when the assetisidle
for thewholeperiod. Thefollowing formulaisused to cal cul ate depreciation under thismethod:

o Number of Units Produced
Depreciation = ——— — x (Cost — Salvage Vaue)
Life in Number of Units

Lifein Number of Units
Here Number of Units Produced in 1-3years=5+ 5+ 5= 15lakhs
Lifein number of units= 301akhs
Cost of the machine=11,00,000
Savagevaue=nil
So depreciation for 1-3 year will be=(5+ 5 + 5)/30 x (11,00,000) = Rs. 5,00,000
Depreciation for oneyear = 1,83,333
47.  Ajoint venture takes place when two parties come together to take on one project.

Herewe canfind out Profit on venture with the help of B account inthe books of A and thejoint venture

account
Joint venture A/c
Particulars Amount  Particulars Amount
To bank A/c-purchase 200000 ByBA/c-sdes 250,000
To bank- expenses 2,000
Tobillsreceivable-
discounting charges 5,000
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To B A/C-expenses 3,000

ToBA/c-commission 25,000
To A Alc-interest on capital 12,000
To P/L-profit 3,000
2,50,000 2,50,000
B A/C
Particulars Amount  Particulars Amount
Tojoint venture A/c 250000 Byhillsreceivable 1,00,000
By joint venture A/c-expenses 3,000
By joint venture-commission 25,000
By baance c/d-balance
receivable 1,22,000
2,50,000 2,50,000

48. For rectifiction, Ajit needs to be debited by Rs. 500 with corresponding credit to Bad debts
recovered.

49. A Bank reconciliation is a process that explains the difference between the bank balance shownin an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, because a cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Here chequesissued for payment Rs. 400 was wrongly credited by Bank as Rs. 900. If the balance as
pr cash book isthe starting point then in the bank reconciliation statement cash balance will be added by
400 +900 =Rs. 1,300

50. Bank reconciliation statement of .....
Particulars Amount Amount
Balance as per pass book (dr) 10,000
Adad:
Cheques deposited in the Bank but not recorded in Cash Book Rs. 100 100 100
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Add:

Cheques drawn but not presented for payment 6,000 6,000
Bank charges recorded twice in cash book 30
Balance as per pass book (cr) 16,130

51.  After making theTrading and Profit and Loss account of aPartnership firmthe next stepisto dividethe
profits or losses among the partners and to make other appropriations like interest on capitd, sdary,
commission etc. For this purpose an another account is prepared i.e. profit and Loss appropriation
account.

This account is prepared to show the division of profit and other appropriations among partners like
sdary, commission, interest on capital, interest on drawingsetc.

Profit and L oss Appropriation Account

Particulars Rs. Particulars Rs.
To karan's capital alc-Saaries of By Profit and Loss account

Partner (Karan) 3,000 (Profit transferred from P & L account) 8,848
To Interest on Partners Tointerest on drawings (64 + 88) 152
Capitals(1,200+ 800) 2,000

To Profit transferred to Partners

capital or current account 4,000

Ratan

Karan

9,000 9,000

Note: Cdculation of interest on drawings

Ratan
Date of drawings Number of months Amount Interest @8%
Jun 30 9 600 36
Sent 30 6 500 20
Dec 31 3 400 8
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Karan

Calculation of interest on drawings

Date of drawings Number of months amount Interest @8%
Jun 30 9 800 48
Sept 30 6 700 28
Dec 31 3 600 12
Total 88

52. When anew partner comes into the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partial sacrifice of profit share by
some partnersin favour of others. The sacrifice of one or a group of partners becomes the gain of the
remaining partners. Followingistheformulafor calculating new ratio:

New ratio = Old ratio — Sacrificing ratio

New ratio
Partners old ratio Gain/(sacrifice) New ratio
A 58 58
B 38 (v8) 3/8-1/8=2/8
C /8 1/8

So the new ratio between A:B:C will be5:2:1.

53. Hidden goodwill isthat goodwill the amount of which isnot mentioned in the deed , but the amount of
which hasto calculated by capitalisation method or with the help profit sharing ratio.

the combined capital of A and B = 18,000 + 12,000 = Rs. 30,000
C brings Rs. 14,000 for 1/5th share.

Thistota capital should be 14,000 x 5=70,000

Exigting capital = 14,000 + 30,000

Hidden G/W = 70,000—44,000 = 26,000

54.  Whenanew partner isadmitted in the firm, the existing/old partners have to sacrifice, what is given to
thenew partner, fromtheir future profits, the reputation they have gained in their past effortsand theside
of capital they have taken before. The new partner when admitted, has to compensate for all these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of the new partner, itisnecessary to account the val uation of goodwill in
thefirm. And thisgoodwill will be shared by theold partnersin their profit sharing ratio.

Common Proficiency Test (CPT) Volume- | 761

© Thelnstitute of Chartered Accountants of India



ANSWERS

Sacrificing ratio = Old ratio—ew ratio

New ratio
Partners Old ratio New ratio (Gain)/sacrifice
A 4/9 39 19
B 39 29 1/9
C 29 29 0
S rcljce Calisl not sacrificing anything . Thus goodwill amount brought by D will be shared by A and B only
and equally.

55.  Theretiring partner is entitled to his share of goodwill at the time of retirement because the goodwill
earned by thefirmistheresult of theeffortsof all the partnersincluding theretiring partners. Sinceapart
of future profitswill be accruing because of the present goodwill and the retiring partner will not share
thefuture profits, it will befair to compensate theretiring partner for the same. At thetime of retirement
of partner the goodwill is evaluated on the basis of agreement among the partners.

Goodwill can only berecorded inthe booksif some considerationin money or money’sworthispaidfor
it. Hence goodwill account cannot be raised.

The adjustment for goodwill will be made through partner’s capital accounts. The following entry is
made:

Continuing partnerscapita account Dr. (in gaining ratio)
To retiring partners capital account (with his share of goodwill)

Ganingratio
Partners Old ratio New ratio (Gain)/sacrifice
Y 310 Ya 3/10—1/2=(2/10)
ya 2/10 Y 2/10-1/2 = (3/10)

Thustheir gaining ratiois2:3inwhich they will share X’sshare.
56. Discount will be 60 paise (Rs. 10 x 0.06) per debenture.
57. Here A company makes an issue of 5000 equity shares of Rs. 100 each at par. The net amount is

On gpplication and allotment 50
Onfirst call 25
Onfina cdl 25

But A shareholder holding 100 shares did not pay final call money.

Thus share capital account will bedebited by total called up value of the sharesbut discount account has
to be credited.
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Heretotal called up value of the sharesis 100 x (50 + 25 + 25) = Rs. 10,000. But discount account will
be credited by Rs. 1,000 (100 x 10)

58. A company may issue shareswithout cash to the promoters of the company for the servicesrendered by
them by debiting goodwill account. Here 1,000 shares of Rs. 100 each were issued to a promoter of the
company for their lega services, rendered in the formation of the company. For this, company credited
Share Capital Account and debited Goodwill account by Rs. 1,00,000.

59.  Theamount of debenture discount can be written off in two ways:

1. All debentures are to be redeemed after a fixed period. When the debentures are to be redeemed
after afixed period, the amount of discount will be distributed equally within the number of years
spreaded between theissue of debentures and their redemption. The amount of discount onissue of
debentures to be written off each year is calculated as

Amount of discount to bewritten off annually
= Total amount of Discount/Number of years
2. Debentures are redeemed in instalments

Debentures may also be redeemed in instalments but over afixed period. In that case the amount of
debenture discount will bewritten off each year in proportion to the amount of debenturesredeemed.

Here 10% Mortgage Debentures are rs. 1,00,000 (Payable after five years) and Discount allowed
on issue of debentures Rs. 2,000.

Amount of discount to bewritten off annually
=Total amount of Discount/Number of years= 2,000/5 = Rs. 400

60. Dividends payable are dividends that a company’s board of directors has declared to be payable to its
shareholders. Until such time as the company actually pays the shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current liability.

Heredividend payablewill be 5% of (4,60,000—7,500) = Rs. 22,625
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Owner capital increase isdone by crediting capital account.
Suppliers, creditors, lendersall are users of accounting information.
Accounting standardsin Indiaareissued by ICAl inIndia

Cost of advertisement for the existing productsis revenue in nature.

Personel accounts belong to persons, trade receivables or payables. Machninery, cash etc. are real
whereas expenses, |0sses, gains, revenue etc. are nominal.

Nominal account isgoverned by Debit al expenses, lossesand credit al incomes, gains.
Adoption of same accounting policiesover period of timeisdueto consistency.

Cash column in cash back aways has debit balance. Bank column may have credit balance.
Depletion method of depreciation isused in natura resources (mines etc.).

Goods purchased from A wrongly passed through sales book. Rectification of this error will decrease
grossprofit.

The drawings account is on debit side of trial balance.

Unpaid sdlary isaliability, can’'t berecorded in purchases, purchasesreturns or bills receivable book. It
will berecordedinjournal proper.

Capital expenditures are recorded in balance sheet. All revenue expenditures are reflected in P& L A/c
or TradingAlc.

‘To Balance b/d’ are written on the debit side in case of Dr. balance.

Outstanding wages in trial balance is a liability, to be recorded in balance sheet. It should have been
adjusted (already) from wages.

Amount spent on replacement of apart of machineis revenue in nature.
Contingent liability isdisclosed by way of footnote only, not added in total of balance sheet.

All theerrorsgiven in the question will not affect trial balance as same amount has been posted in both
accountsin the given entries.

Secret reserve is not shown in the balance shest.
Capital expenditures provide benefit for along period of time.
The statement sent by agent to consigneeis called Account Sales.
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22.  theconcept of conservatism was not followed in given case. As per conservatism, valuation should be
done at lower of cost or market value.
23. For bringing prepaid rentinthefaksat thebeginning of year, prepaid rent should bedebited by corresponding
credit to Suspense A/c.
24.  Credit sales =Rs. 1,30,000 + 5,000—-10,000
=Rs. 1,25,000
Cash sdes =Rs. 50,000
Totd =Rs. 1,75,000
25. Fixed installment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.
Straight line depreciationiscal culated asfollows:
Depreciation per annum = (Cost — Residua Vaue) / Useful Life
Where:
Costincludestheinitial and any subsequent capital expenditure.
Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, thereis no need to charge the portion of
cost equaling theresidual value.
Useful Lifeisthe estimated time period an asset is expected to be used from thetime it isavailable for
useto thetime of itsdisposa or termination of use.
Here Cost of the asset = Rs. 25,000
Savagevaue=Rs. 5,000
Depreciation/year = (25,000 —5,000)/10 = Rs. 2000
Depreciation rate = (2,000/25,000) x 100 = 8%
26. Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling aproduct or service and deducting the cost associated with its production and sale.
Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.
Cost of goods sold = opening inventory + purchases less purchase return + direct expenses — closing
inventory =5,570+ 13,816 -390 + 1,650—8,880 = 11,766
And gross profit = salesless sales return — cost of goods sold = 15,248 — 524 — 11,766 = Rs. 2,958
27.  Journd Entry for the given case should be to debit salary (expense) and to credit purchases (goods).
28. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.
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Cost of goods sold isthe direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases—closing inventory

Thuspurchases= cost of goods sold + closing inventory —opening inventory = 1,00,000 + 10,000—5,000
=Rs. 1,05,000

29. Expenses which have been incurred but not been paid for till the end of the accounting year are known
as Accrued expenses or outstanding expenses.

Here Rent has been paid for 11 months from April to February 2010 amounting Rs. 55,000.
Sototal rent for 11 months = 55,000

Thustotal rent for 1 month = 55,000/11 = Rs. 5,000

And the outstanding rent for march 2010 will be Rs. 5,000

30.  Owner'scapita refersto thesum of thebusinessresourcesowned by thebusinessowners. Itiscal culated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulasof closing capital:

Closing capitd =

Opening capital + profit  OR

Opening capital + profit + additional capital —drawings—interest on drawings

Whereinterest on drawingsischarged it isusually calculated at fixed rate percent from the date of each
drawing to the date the accounts are closed. If the dates on which the amounts are drawn are not given,
interest iscal culated on the wholeamount on the assumption that the money was drawn evenly throughout
the year. The amount of interest is debited to partners drawings accounts and is credited to the interest
on drawingsamount. At the close of the accounting period theinterest on drawings accountsisclosed by
transfer to the profit and loss account.

It may, however, be noted that if the withdrawals are of uniform amount and are made at regular
intervals, then interest on drawings can be calculated on thetotal of the amount drawn, for the average
of the periods applicabletofirst and last installment. Therefore, if drawingsare made at the beginning of
each month, interest should be calculated on the whole amount for 6 and half months.

So interest on drawingswill be=5% of (2000 x 12) x 6.5/12 = Rs. 650
Closing capital = 3,00,000 + 20,000 + 50,000 —24,000—650=Rs. 3,45,350

31. For rectification we have to debit Ramesh (for making him debtor again) and to credit salesreturn asit
waswrongly debited.

32.  Ajoint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.
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Profit on venture can be ascertained with the help of the joint venture account.

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
To A- purchases 42500 By B-sde 50,000

To net profit transferred to-AB 11,500 By A-goods taken over 4,000

- 54000 54000

33. In case of revaluation, the depreciation is calculated on the total revalued amount over a period of
bal ance useful lives assessed on the date of reval uation. New cost for the purpose of depreciationwill be
gross cost less accumulated depreciation on the date of revaluation. Along with this, the revaluation
reserveisamortised to theincome statement based on the useful life of the asset towhichit relates. This
isdoneto ensurethat depreci ation on thereva ued amounts shouldn'’ tinflate/ deflate theincome statement.

Date Particulars Amount Amount
Cost of machinery 1,35,000
Less: Depreciation for 5 years on straight line basis

(1,35,000—5,000)/10% 5= 65,000
End of 5" year Wdv of the machinery 70,000
6" year depreciation (70,000—5,000)/8 8,125

34.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or a group of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio— new ratio

Ganing/sacrificingratio

Partners Old ratio Gain/(sacrifice) New ratio
Mohan Ya (V4 x 12)=(U8) %-1/8=3/8
Krishna %) (1/8) 38

Ram Ya 2/8

So the sacrificing ratio between Mohan : Krishna: Ramwill be3: 3: 2.

Common Proficiency Test (CPT) Volume- | 767

© Thelnstitute of Chartered Accountants of India



ANSWERS

35.  Vaueof inventory just before being unloaded at the consignees godown
= Cost of Goods + Consignors Direct Expenses + Proportionate Consignee Direct Expenses

The cost of the goods/inventory impliesthe value at which the goods are consigned by the consignor to
the consignee. Since the goods have reached the consignees godown, we can consider the consignor
expenses on the goods to have been incurred. Moreover any direct expensesincurred by the consignee
inrelation to the transportation of the goods, octroi duties, insurancein transit etc., would also haveto be
considered as having been incurred on the goods.

Therefore, thedirect expensesincurredtill that point would include the consignor expenses and that part
of the consignee expenses which relate to the expenses incurred on the stock before being unloaded.

Here Expenses incurred by the consignor on sending goods to consignee are Rs. 1,000 for packing,

Rs. 1,500 on freight and Rs. 500 for insurance, while expenses incurred by the consignee on behalf of
consignment are Rs. 300 on Octroi, Rs. 800 Godown rent and Rs. 1,000 selling expenses.

So Expense amount to be excluded while calculating consignment inventory will be = godown rent +
salling expenses=800+ 1,000=Rs. 1,800

36. In case of retirement and death, goodwill is adjusted through the partners’ account in Gaining Ratio .
New ratio = Old ratio + Gaining ratio

Cdculationof gainingratio

Partners Old ratio New ratio Gaining ratio

A 4/9 58 5/8—-4/9=13/72
B 39

C 29 38 3/8—2/9=11/72

Thusthe gaining ratio between Aand Cis13: 11.

37. When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so allowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares at the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share=20x 15=Rs. 300

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 20 x (20) = Rs. 400
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The surplus amount to be transferred to capital reserve account = 400 — 300 = Rs. 100

38. Remuneration paid for servicesis called commission. Commissionisawayspaid on saes. Over-riding
commissionisan extracommission allowed to the consigneein addition to thenorma commission. Such
additional commissionisgenerdly alowed:

(i) Toprovideadditiona incentivetothe consigneefor the purpose of introducing and creating amarket
for anew product

(i) To provideincentive for supervising the performance of other agentsin aparticular area

(i) To provide incentive for ensuring that the goods are sold by the consignee at the highest possible
price.

Here Consigneeisentitled to get acommission of Rs. 25 per article sold plusonefourth of theamount by
which gross sale proceeds |ess his total commission thereon exceeded a sum at the rate of Rs. 125 per
articlessold.

Articlessold =450
So basic commission =450 x 25 = Rs, 11,250
Let thetotal commission bex (say)
Extra commission = 1/4(sales proceeds— x — 125 x articles sold) = 1/4 of (73,800 —x — 125 x 450)
Or x—11,250=1/4 (17,550 —x)
Or 4(x—11,250) = 17,550 —x
Or 4x—-45,000=17,550—-x
Or 5x=62,550
Or x=Rs. 12,510=total commission.
39. Goods distributed for charity should be credited to purchases.

40. Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individuag/inditutionswholendit money (invest intheir debentures)For aninvestor investing in adebenture
isjust likeinvesting in afixed deposit with the differencethat while he can withdraw the amount invested
in afixed deposit any time he/she likes with aloss of interest.. He cannot do so with adebenture. The
amount invested on adebenture will be repaid only on the expiry of the period for which the debenture
hasbeenissued. If thedebentureswereoriginally issued at adiscount and redeemed at premium thenthe
case of loss on issue of debentures arise.

Here A company issued Rs. 1,00,000 15% Debentures at a discount of 5% redeemable after 10 years
a apremium of 10%.

Thediscount on issue of debentures=5% of 1,00,000 = Rs. 5,000
The premium on redemption of debentures = 10% of 1,00,000 = Rs. 10,000
Thustota loss on issue of debentures= 5,000 + 10,000 = Rs. 15,000

Common Proficiency Test (CPT) Volume- | 769

© Thelnstitute of Chartered Accountants of India



ANSWERS

41.  Amount spent for reductionin working expenseswill give benefit for more than one accounting period,
thusitiscapital in nature.

42.  Whenthe sharesforfeited arereissued at discount, Bank account is debited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equal to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount alowed per
share=2,500—-2,000 = Rs. 500

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 250 x (10— 3-4) = Rs. 750

The surplus amount to be transferred to capital reserve account = 750 — 500 = Rs. 250
43.  Theamount of debenture discount can be written off in two ways :

1. All debentures are to be redeemed after afixed period. When the debentures are to be redeemed after
afixed period, the amount of discount will be distributed equally within the number of years spreaded
between theissue of debentures and their redemption. The amount of discount onissue of debenturesto
be written off each year is calculated as

Amount of discount to bewritten off annually
= Total amount of Discount/Number of years

2. Debentures are redeemed in instalments. Debentures may also be redeemed in instalments but
over afixed period. In that case the amount of debenture discount will be written off each year in
proportion to the amount of debentures redeemed.

Here company issued debentures of the face value of Rs. 1,00,000 at a discount of 6% on Jan. 1, 2000.
These debentures are redeemable by annual drawings of Rs. 20,000 made on 31st Dec. each year. The
directors decided to write off discount based on the debentures outstanding each year.

Tota discount = 6% of 1,00,000 = Rs. 6,000

Calculation of discount to be written off every year

Date Debentures to be redeemed Discount written off
31.12.2009 1,00,000 6,000 x 5/15=2,000
31.12.2010 80,000 6,000 x 4/15=1,600
31.12.2011 60,000 6,000 x 3/15=1,200
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31.12.2012 40,000 6,000 x 2/15=800
31.12.2013 20,000 6,000 x 1/15=400

44,  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio— new ratio

Gaining/sacrificingretio

Partners New ratio Old ratio Gain/(sacrifice)
A 4/9 of 2/3=8/27 4/9 8/27-4/9=-4/27
B 3/9 of 2/3=6/27 39 6/27 - 3/9=-3/27
C 2/9 of 2/3=4/27 2/9 427 —-2/9=-2/27
D 3

So the sacrificing ratio between AB and Cis4: 3: 2

45.  Themaximumamount of discount alowed a thetime of reissueimpliesthe maximum amount of discount
that a company can alow at the time of reissue of the forfeited shares. The maximum discount on the
reissue of shares depends upon the following two circumstances.

Whether the forfeited shares were originally issued at par or at premium .
Whether the forfeited shareswere originally issued at discount .

If the forfeited shares were originally issued at par or a premium , then these forfeited shares can be
rei ssued with the maximum discount equal to theamount received (or paid by) theorigina shareholder. On
the other hand, if the forfeited shareswere originally issued at discount, then these forfeited shares can
be rei ssued with the maximum discount equal totheamount received (or paid by) the origina shareholder
plusdiscount allowed at thetime of original issue. Thusoption (d) isthe correct option.

46. After making the Trading and Profit and L oss account of aPartnership firm the next stepisto dividethe
profits or losses among the partners and to make other appropriations like interest on capital, sdary,
commission etc. For this purpose an another account is prepared i.e. profit and Loss appropriation
account.

This account is prepared to show the division of profit and other appropriations among partners like
sdary, commission, interest on capital, interest on drawingsetc.
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Profit and L oss Appropriation Account

Particulars Rs. Particulars Rs.
To B’s capital alc-Sdaries of By Profit and Loss account

Partner 3600 (Profit transferred from P & L account) 8,000
To Interest on Partners Capitals

(6% of 16000) 90

To Profit transferred to partners

capital or current account 3440

A:1/20f 3,440=1,720
B:1/20f 3440=1,720

8000 8000
47. Profit and LossAppropriation Account
(for the year ending on 31st March 2008)

Particulars Particulars
To Interest on Capital: By Profit before adjustments 1,60,000

A 15,000

B 10,000

C 7,500 32,500

To net Profit transferred

A. (51,000—1,750) = 49,250

B. (1,27,500 x 3/10) = 38,250

C. (38,250 + 1,750) = 40,000 1,27,500

1,60,000 1,60,000
C'ssharein the profit before adjustment comesto 38,250.

So the amount to be sacrificed by A to make C's profit as Rs. 40,000 will be = 40,000 — 38,250 =
Rs. 1,750

48.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on reconstitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be a partial sacrifice of profit share by
some partnersin favour of others. The sacrifice of one or a group of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio— New ratio
Gaining/sacrificingratio
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Oartners New ratio Old ratio Gain/(sacrifice)

A 5/10 6/10 5/10—6/10 = (1/10)
B 3/10 410 3/10-4/10 = (1/10)
C 2/10

So the sacrificing ratio between A and B is 1:1.
49.  When sharesissued at par are forfeited the accounting trestment will be asfollows:

(i) Dehit Share Capital Account with amount caled up (whether received or not) per share up to the
time of forfeiture.

(i) Credit Share Forfeited A/c. with the amount received up to the time of forfeiture.

(i) Credit ‘Unpaid CallsA/c’ with the amount due on forfeited shares. This cancels the effect of debit
to such calls which take place when the amount is made due forfeited shares account will be
credited by the amount which has been received in respect of forfeited shares.

Here Shveta holding 100 shares did not pay final call money.
Thus amount received in respect of the sharesforfeited will be =100 x (20 + 20 + 25) = Rs. 6,500
50. In case of retirement and death, goodwill is adjusted through the partners' account in Gaining Ratio.

New ratio=oldratio + gaining ratio

Cdculationof gainingratio

Partners Old ratio Gain/(sacrifice) New ratio
A Yo 6/10 of 2= 3/10

B Yo 4/10 of 2= 2/10

C Yo

Thusthe gaining ratio between A and B will be 3:2.

51.  Onadmission of a partner, unrecorded investments worth Rs. 5,000 and unrecorded liability towards
suppliersfor Rs. 1,500 will berecorded in Revauation A/c because old partner will only get profit or loss
through al business activities were done before coming of new partner. If there is any increase or
decrease in these unrecorded assets and liahilities through revauation account, it will be distributed
between old partners.

52. A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting records at aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.
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Bank reconciliation statement of .....

Particulars Amount Amount
Balance as per cash book (dr) 3,000
Add:

Chequesissued but not presented for payment 500

Interest collected by bank 400

Cheque deposited by customer direct into the bank 250 1,150
Balance as per pass book (cr) 4150

53.  Average Profits Method: Under this method goodwill is calculated on the basis of the average of
some agreed number of past years. The average isthen multiplied by the agreed number of years. This
isthe simplest and the most commonly used method of the valuation of goodwill.

Goodwill = Average Profits x Number of years of Purchase

Before cal culating the average profitsthefollowing adjustments should be madein the profits of thefirm:
(@) Any abnormal profits should be deducted from the net profits of that year.

(b) Any abnormal loss should be added back to the net profits of that year.

(c) Nonoperating incomes e.g. Income from investments etc should be deducted from the net profits
of that year.

Profit of theyear 1:20,000
Profit for the year 2:18,000
Profit for year 3:9,000
Lossfor theyear 4:2,000
Lossfor theyear 5:5,000
Average profit of last 5 years = (20,000 + 18,000 + 9,000 — 2,000 —5,000)/5 = Rs. 8,000
Goodwill =8,000 x 1.5=Rs. 12,000.
54.  Cdculation of cash balance at the end:

Opening balance 10000
Add:
Cash sdles 5,000
Collection from receivables (50,000 —5,000—10,000) 35,000 40,000
Cash balance at the end 50,000
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55.  The monetary value of an asset decreases over time due to use, wear and tear or obsolescence. This
decrease is measured as depreciation.

Calculation of depreciation

Assets Value Depreciation rate  Depreciation
Officefurniture 8,000 5% 400

Plant and machinery 80,000 10% 8,000

Factory building 2,00,000 5% 10,000

Totd 18,400

56.  Assets such as automobiles, computer equipments, and office furniture, are customarily traded in for
new assets of the same kind. Thetrade-in-allowance (commonly known as exchange value) granted by
the dealer or manufacturer differsfrom the book value of the old asset. If the dealer grants an exchange
value greater than the book value, then againisrealized on exchange of the asset. If thedealer grantsan
exchange value lesser than the book value, then aloss is redized on exchange of the asset. As per
prudent and accepted accounting practices, the loss will be taken to the profit and loss account of the
year concerned, and profit on exchange will be deducted from the value of the new asset.

Here The old machinery has been valued at Rs. 800 for exchange purpose.
Thusloss on exchange will be book value of asset |ess exchange value = 5,000 — 800 = Rs. 4,200

57. Sdeor returnisaterm sale, where the seller sold goods on the basis of return, there might be a chance
of return of goods, or acceptance of goods, or acceptance of part of goods. Thismethod isalso called the
SdeonApproval basis.

When the transactions of sending the goods on sale or return basis are few, the seller may treat it as
normal sale and record it in the booksaccordingly. However, if thegoodsare sent on saleor return basis,
the unsold goods must beincluded in theinventory at cost.

The sale price of the goods sent = Rs. 600
L et the cost price be x

So salesprice =600 = x + 20% of x = 1.2x
Or x =Rs. 500

58. Errors of principle, omission and commission al types may occur at time of recording transactionsin
journd.

59. Entry for dishonour should be to reduce the bank balance and to make reversa of discount allowed.
further we have to make Hari Ram debit again for Rs. 720.

60. Infinancia accounting, every single event occurringinmonetary termsis recorded. Sometimes, it just so
happens that some events are either not recorded or itis recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account. Whatever the reason may be, thereisawaysachance
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of errorin the books of accounts. These errorsin accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here paid rent to landlord Rs. 2,400, debited to Land Lord's A/c by Rs. 2,004. Thus the land lords
account is undercasted by 2,400 — 2,004 = Rs. 396

So therectifying entry will be

Rent A/c Dr. 2,400
ToLandlord 2004
To Suspense 396
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 17

1. Ledger posting isfunction of book-keeping not accounting.

2. If revenue earning capacity isincreased, it will be treated as capital.

3. Recovered bad debts will be credited to bad debts recovered A/c not P& L A/c or Trade Receivables.

4. Total of salesreturn book is posted to debit of Sales Return A/c.

5. Bill payableisin nameof someindividual, thuspersonal.

6. Due to Money measurement concept, al assets which can be measured in money terms, are recorded.
Human asset can’t be measured in monetary terms.

7. Sales Returns book records returns of credit sales only not cash sales.

8. Average profit (smple or weighted) is multiplied with no. of years under Average profit method for
caculation of goodwill.

9. Rent isan expense or if received (income). It isanominal account.

10. Parties to hill of exchange are Drawer (who draws), drawee (on whom hill is drawn) and payee (to
whom payment isto be made). Thusdl are parties.

11. Financia transactioninvolvestransfer of money or money’sworth.

12. Incomeisreflected in form of inflow of assets or decrease of liabilities.

13. Location of business, nature of business, technical know-how al affect goodwill except management
efficiency.

14. Profit/losson revaluation is shared among partnersin old profit sharing ratio.

15. ‘Closinginventory’ meansgoods|ying unsold at theend of previousaccounting period or at beginning of
current accounting period.

16. General reserve will betransferred to old partnersin the old profit sharing ratio.

17. Depreciation on machinery isrecorded in P& L A/c asit is an expense.

18. For rectification, we need to credit Insurance company (receipt of claim) and debit drawings a/c as
proprietor has deposited this chequein his persona account.

19. Fixed capita account isnot credited withinterest, profit or salary of partner. Fluctuating capital account
iscredited with al theseitems.

20. Interest on capital isan expense but interest on drawingsisan income/gain for the firm.

21. Old hill should be considred as cancelled in the given case.
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22.  Auditor objected as consistency in method of depreciation should be observed and change should be
doneonly if required by statute or change would result in appropriate presentation of financial statement.

23. Fixed ingtdIment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight line depreciationiscal culated asfollows:

Depreciation per annum = (Cost — Residual Vaue) / Useful Life
Where:

Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, thereis no need to charge the portion of
cost equaling theresidual value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetimeit isavailable for
useto thetime of itsdisposal or termination of use.

Here Cost of the asset = Rs. 5,000
Salvagevaue=Rs. 500

Depreciation/year = (5,000 —500)/10 = Rs. 450
Depreciation rate = (450/5,000) x 100 = 9%

24. Net profitiscal culated by subtracting a company’stota expenses from tota revenue, thus showing what
thecompany hasearned (or lost) inagiven period of time (usudly oneyear). dso cdled netincome or net
earnings.

Here net profit = gross profit — Carriage Outwards — Rent paid — Bad Debts + Apprentice premium —
Printing & Stationery =51,000—5,800—6,400—2,600 + 1,500 — 1,000 = Rs. 36,700.

25. Calculation of cash balance at the end:

Opening balance 10,000
Add:

Cash sdes 5,000

Collection from receivabl es(50000 — 5000 —10000) 35,000 40,000
Less.

Cash purchases 10,000

Payment to suppliers 15,000

Expenses paid 19,300 (44,300)
Cash balance at the end 5,700
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26.  Whereinterest ondrawingsischarged itisusually calculated at fixed rate percent from the date of each
drawing to the date the accounts are closed. If the dates on which the amounts are drawn are not given,
interest iscal culated on the wholeamount on the assumption that the money was drawn evenly throughout
the year. The amount of interest is debited to proprietor’s drawings accounts and is credited to the
interest on drawings amount. At the close of the accounting period the interest on drawings accountsis
closed by transfer to the profit and loss account.

It may, however, be noted that if the withdrawals are of uniform amount and are made at regular
intervals, then interest on drawings can be calculated on the total of the amount drawn, for the average
of the periods applicabletofirst and last instalIment. Therefore, if drawingsare made at the beginning of
each month, interest should be cal culated on the whole amount for 6 and half months.

Here Ram Gopal withdrew Rs. 2,000 on thefirst day of each month interest on drawingsisprovided @
10%.

Sointerest on drawingswill be = 10% of (2000 x 12) x 6.5/12 = Rs. 1,300

27. Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just s
happens that some events are either not recorded or itis recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account. Whatever the reason may be, thereis awaysachance
of error in the books of accounts. These errors in accounting require rectification.

Here hills receivable passed through bills payable thus bills payable account is overcasted and bills
receivable is undercasted.

So therectifying entry will be

B/PA/c Dr. 500
B/RA/c Dr. 500
To A 1,000

28. Cost Price: The price, at which an articleis purchased, is called its cost price, abbreviated as C.P.
Sdling Price: Theprice, at which an articleissold, iscaledits salling prices, abbreviated as S.P
Profit or Gain: If SP. isgreater than C.P, the sdler issaid to have a profit or gain.
Here Goods costing Rs. 7,500 were sold at 25% profit on selling price.
Let the sdles = x (say)
Then profit = 25% of x =.25x
Sales = cost + profit
Or x=7,500 + .25x
Or 0.75x =7,500
Or x = Rs. 10,000.
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29. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases less purchase return + direct expenses — closing
inventory = 80,000 + 3,00,000—6,000 + 12,000 + 4,000 + 8,000 —60,000 = 3,38,000

And grossprofit = salesless salesreturn—cost of goodssold = 4,10,000—10,000—-3,38,000 = Rs. 62,000

30. Preparing atrial balance for acompany servesto detect any mathematical errors that have occurred in
the double-entry accounting system. Provided the total debits equal thetotal credits, thetrial balanceis
considered to be balanced, and there should be no mathematical errorsin the ledgers.

Dr. (Rs) Cr. (Rs)
Purchases 60,000
Reserve Fund 20,000
Sdes 1,00,000
Purchase return 1,000
Saes Return 2,000
Opening Inventory 30,000
Closing Inventory
Sundry Expenses 20,000
Outstanding Expenses 2,000
Cash at Bank 5,000
Fixed Assets 50,000
Trade recelvables 80,000
Trade payables 30,000
Capita 94,000

31 Bank reconciliation statement of .....
Particulars Amount Amount
Baance as per cash book(cr) 2500
Add:
Cheques deposited in the Bank but not cleared 1,000 1,000
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Less:

Cheques drawn but not presented for payment 1,400 (1,400)
Balance as per pass book(dr) 2,100
32.  Consistency has been violated in the given case.
33. Balance Sheet
Capitd 70,000 Inventory 40,000
Profit 18,000 Debtors 40,000
88,000 Bill receivables 5,000
(-) Drawings 12,000 76,000 Cash at bank and hand 11,000
- Machinery 20,000
Bill payables 3,000
Creditors 30,000
Liability for expenses 3,000
Dep. provision 4,000
1,16,000 1,16,000

34. Consignment istheact of consigning, whichisplacing any material inthehand of another, but retaining
ownership until the goods are sold or person istransferred.

Consignment account

Date Particulars Amount

To goods sent on consignment
A/c(100 x 150) 15,000

To bank- packing and dispatch 500
To Ram Ji Lal-freight 500
To Ram Ji La-carriage and octroi 200
To Ram Ji Lal-godown rent 100
To Ram Ji Lal-insurance 150
ToRam Ji La-commission 1215
To profit on consignment 155

17,820
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Date Particulars Amount
By Ram J La-sdes

(90 x 180) 16,200

By closinginventory 1,620

17,820
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Valuation of closing stock:

Cost of goods consigned = 15,000

Add: packing and dispatch = 500
Add:freight=500

Add: Carriage=200

Total cost = 16,200

Cost of unsold goods= 16,200 x 10/100= 1,620

35. Lossof quantity of goodsinthenormal courseof businessand inherent and thusinevitable or unavoidable,
such asloss because of loading and unloading of goods, leakage, evaporation or shrinkageisknown as
normal loss.

The treatment of normal loss is to charge it to consignment account. The total cost of goods sent is
charged to the units remaining. Value of inventory isinflated to cover the normal loss. In other words
such lossisabsorbed by the remaining units.

No separate entry is made in the books of consignor in case of normal. such loss is considered while
caculating the cost of inventory left unsold with the consignee. Thevalue of unsold stock on consignment
isincreased because the value of stock is the proportion of the cost of the goods consigned and direct
expensesthat the quantity of inventory bearstothetotal quantity of goodsconsigned asdiminished by the
norma lossof goods.

Here Bharti consigned to Bhawna 1,500 Kg of flour costing Rs. 4,500. She spent Rs. 307 asforwarding
charges. 5% of the consignment waslost inweighing and handling. Bhawnasold 1,350 Kg of flour a Rs.
4 per kg.

Unitslost =5 % of 1,500 = 75 kgs
Closing inventory = 95% of 1,500—1,350 = 75kgs
Cost of goods consigned = 4,500 + 307 = Rs. 4,807

Vaueof dosnginventory = unitsof unsoldinventory x (original cost of goodsconsigned + direct expenses)/
(total units-unitslost)

=75x%4,807/(1,500-75) = Rs. 253.
36. Furniture and fittingsis afixed asset not current.

37.  Whenthesharesforfeited arereissued at discount, Bank account is debited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount allowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.
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39.
40.
41.

Now the amount of discount allowed on reissue of shares a the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount alowed per
share=30 x 15 = Rs. 450.

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 30 x (20) = Rs. 600

The surplus amount to be transferred to capital reserve account = 600 — 450 = Rs. 150

Dividends payable are dividends that a company’s board of directors has declared to be payable to its
shareholders. Until such time as the company actually pays the shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current liability.

Heredividend payablewill be5% of (Equity sharecapital called up - Calsinarrear ) = 5% of (10,00,000
—40,000) = Rs. 48,000.

Plant and machinery isfixed asset. al others are current.
Losson reissuewill be Re. 1 per share. Thetotal amount of Rs. 200 will be loss.

The monetary value of an asset decreases over time due to use, wear and tear or obsolescence. This
decreaseis measured as depreciation. The depreciation method sel ected should be applied consistently
from period to period. A change from one method of providing depreciation to another should be made
only if the adoption of the new method is required by statute or for compliance with an accounting
gtandard or if it isconsdered that the changewoul d result in amore appropriate preparation or presentation
of the financia statements of the enterprise. When a change in the method of depreciation is made,
depreciation should be recalculated in accordance with the new method from the date of the asset
coming into use. Thedeficiency or surplusarising from the retrospective recomputation of depreciation
in accordance with the new method would be adjusted in the accounts in the year in which the method
of depreciation is changed. In case the change in the method results in deficiency in depreciation in
respect of past years, the deficiency should be charged to the profit and loss account. In case the change
in the method results in surplus, it is recommended that the surplus be initidly transferred to the
‘Appropriations part of the profit and lossaccount and thenceto General Reservethrough the samepart
of the profit and loss account.
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Computation of depreciation by both methods

Year WDV Depreciation by Depreciation by
diminishing balance fixed installment
method method
1.12006 20,000
31.12.2006 17,000 3,000 3,000
31.12.2007 14,450 2,550 3,000
31.12.2008 12,282 2,168 3,000
Total depreciation 7,718 9,000 Deficiency = 1,282

ThusAdjusted amount will be: Rs. 1,282

42.  Theprovisionfor doubtful debtsisidentical to the allowancefor doubtful accounts. Theprovisionisthe
estimated amount of bad debt that will arise from accounts receivable that have been issued but not yet
collected. The provision is used under accrual basis accounting, so that an expense is recognized for
probable bad debts

Anincreasein provision for bad debtsis recorded asfollows

DEBIT  thedifference (new provision minus old one) to Income Statement*

CREDIT provision for bad debts

*Note: Inthe Income Statement thisis recorded as an increasein provision for bad debts and listed in expenses
Here opening Provision for Bad DebtsisRs. 6,500

Closing Provision for Bad Debts= 5% on (trade receivables— bad debts) = 4% on (1,95,000—4,200) =
7632

Opening provision lesshad debts= 6,500—4,200 = 2,300
Increasein provision for bad debts=— 7,632 —2,300 = 5,332
Provision for bad debts debited to Profit and LossA/c will be Rs. 5,332.

43. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’s residua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold in the above case = purchases less returns = 60,000 — 10,000 = 50,000
Profit = salesless return — cost of goods sold = 80,000 — 10,000 — 50,000 = Rs. 20000

44, Under average profit method goodwill is caculated on the basis of the average of some agreed number
of past years. The averageisthen multiplied by the agreed number of years. Thisisthesimplest and the
most commonly used method of the va uation of goodwill.
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Goodwill = Average Profits X Number of years of Purchase

Before cal culating the average profitsthe following adjustments should be madein the profits of thefirm:
(@ Any abnormal profits should be deducted from the net profits of that year.

(b) Any abnormal loss should be added back to the net profits of that year.

(©) Nonoperating incomes e.g. Income from investments etc should be deducted from the net profits
of that year.

Profit of theyear 1 : 40000

Profit for the year 2 : 50000

Profit for year 3 : 60000

Profit for year 4 : 50000

Average profit of last 4 years = (40,000 + 50,000 + 60,000 + 50,000)/4 = Rs. 50,000

Goodwill =50,000 x 3=Rs. 1,50,000
45.  Theadjustment of insurance claim will be reflected in dl three-trading A/c, P& L and balance shest.
46. Loan amount = 10,000

Interest payable = 6% of 10,000 = Rs. 600

Interest onloan paid = 300

Thusinterest outstanding = 600 — 300 = Rs. 300
47. Fixed ingtallment or straight line method depreciates cost evenly throughout the useful life of the fixed

asset.

1-7-2006 Cost of machinery 20,000
31-12-2006 Depreciation (10% of 20000) for 6 months 1,000
1-1-2007 wdv 19,000
31-12-2007 depreciation 2,000
1-1-2008 wadv 17,000
31-12-2008 depreciation 2,000
1-1-2009 wadv 15,000
31.12.2009 depreciation 2,000
31.12.2009 wav 13,000

At the end of the year 2009 it was sold for Rs. 15,000.
Profit on sale will be sale proceeds— WDV = 15,000 — 13,000 = Rs. 2,000
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48. Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied to the previousyear’sbook value, to arrive at the current year’sdepreciation/
book value, which show a declining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.

Costincludestheinitial and any subsequent capital expenditure.

HereA boiler was purchased from abroad for Rs. 10,000, shipping and forwarding chargesamounted to
Rs. 2,000, Import duty Rs. 7,000 and expenses of installation amounted to Rs. 1,000.

Thus cost of asset = 10,000 + 2,000 + 7,000 + 1,000 = Rs. 20,000

Cost of machinery 20,000
1% year depreciation 2,000
1% year wdv 18,000
2" year depreciation 1,800
2™ year wdv 16,200
39 year depreciation 1,620
39 year wadv 14,580
49, Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just so

happens that some events are either not recorded or itis recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account. Whatever the reason may be, thereisawaysachance
of error in the books of accounts. These errorsin accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here Syam prepared atria balance for hisfactory on 31st March, 2010. The debit total of tria balance
was short by Rs. 500. Hetransferred the deficiency to suspense A/c. After aclose examination hefound
that the purchase day book for Sept. 2009 was undercast by Rs. 500.

Since purchases has debit balance Necessary Journa entry to rectify the error will be:
Purchases A/c Dr. 500
To Suspense 500
50. If purchasesjournal isshort by Rs. 1,000, it will affect trial balance.

51. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill beforethe maturity date arrives, to cancel the old bill and draw anew hill
with extended date. The acceptor in thiscasewill of course haveto pay interest for the extended period.
Whenahill of exchange isdishonored, the holder can get such fact noted onthebill by anotary public. The
advantages of noting isthat the evidence of dishonored is secured. The noting is done by recording the

786 Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



fact of dishonored, the date of dishonor, the reason of dishonor, if any. For doing al this the notary
public charges hisfeeswhichiscalled noting charges.

In case the bill isrenewed theinterest will not be charged on the noting charges which will be treated
separately and will not be clubbed with the amount of the bill.

Here Total amount of the A's acceptance = 8,000

Amount paid =4,000

Amount of therenewed bill = Rs. 4,000

Interest for 3 months @12%pa= 4,000 x 12/100 x 3/12 = Rs. 120
52.  Total value of machine purchased = Rs. 1,15,000

Payment made by cheque = 10,000

Remaining amount to be paid by issue of shares=1,05,000

Value per shareincluding premium=Rs. 10.5

Thus number of sharesto beissued = 1,05,000/10.5 = 10,000 shares

Face Vaue of sharesissued = 10,000 x 10 = Rs. 1,00,000

Thus securities premium = 1,05,000—1,00,000 = Rs. 5,000

53. Remuneration paid for servicesiscalled commission. Commissionisawayspaid on saes. Over-riding
commissionisan extracommission allowed to the consigneein addition to thenorma commission. Such
additional commissionisgeneraly alowed:

()  To provide additional incentive to the consignee for the purpose of introducing and creating a
market for a new product

(i)  Toprovideincentivefor supervising the performance of other agentsin aparticular area

(i)  To provideincentivefor ensuring that the goods are sold by the consignee at the highest possible
price.

Here B sold 50 televisions at Rs. 15,000 per television. He was entitled to commission of Rs. 500 per
television sold plusonefourth of theamount by which thegross sale proceeds|esstota commissionthere
on exceeded a sum calculated at therate of Rs. 12,500 per television sold.

Articlessold=50

So basic commission = 500 x 50 = 25000Rs.

L et the total commission be x(say)

Extracommission = 1/4 (salesproceeds—x — 12,500 x articles sold) = 1/4 of (7,50,000—x — 12,500 x 50)
Or x — 25,000 = 1/4 (1,25,000 —X)
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54.

55.
56.
57.

58.

788

Or 4 (x —25,000) = 1,25,000 —x

Or 4x—1,00,000 = 1,25,000 —x

Or 5x = 2,25,000

Or x = Rs. 45,000 = total commission.

In case when a bill of exchange matures on a public holiday then the due date will be the preceding
businessday.

In this question A bill of exchange matures on 19th July. It isa public holiday. Bill will mature on the
precedingday i.e.18thjuly.

Rs. 36,400 =(1,12,000 + 6,200) |ess (65,000 + 6,000 + 3,000 + 6,170 + 1,630)
The expired portion of capital expenditureisexpense, unexpired is asset.

Owner’scapital refersto the sum of the businessresourcesowned by thebusinessowners. Itiscalculated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that is referred to as Owners Capita or Owners Equity.

Formulasof closing capital:

Closing capitd =

Opening capita + profit OR

Opening capitd + profit + additiona capital —drawings OR
Closing assets—closinglighilities

Here opening capital = 15,200

Further introduction of capital = 2,000

Drawingsin cash = 4,800

Closing capital = 16,900

Closing capital = opening capita + profits—drawings

Profit = closing capital — opening capital — capital introduced during the year + drawings = 16,900 —
15,200—-2,000 + 4,800 = Rs. 4,500 (profit)

A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization'sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, becausea cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.
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Hereinterest collected by bank Rs. 500 and direct deposit by acustomer into hisbank Rs. 2,500 will be
added to the balance as per cash book.

59. Recovery of bad debts is a revenue receipt.

60. Discounting bills of exchangeis a financia service, where the Bank purchases drawn hills, from the
domestic tradetransactions, confirmed in particular with aninvoice—with right of recourseto you—and
credits you with the amount of the bill of exchange less discount interest and additional costs related to
the bill, accrued in advance from the discount date to the bill payment term.

Here amount of the bill = 50,000
Thus amount received from bank on discounting = Rs. 48,000

The charges of the bank isborne by A and B equally and on maturity A will send Rs. 25,000 to B.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 18

Capital reduces dueto loss.

Balance sheet inform the picture of assetsand liabilitiesi.e. financia position.
Determination of expensesfor accounting period is based on matching concept.
Rent payable (liability) will be credited to outstanding rent a/c.

Entry for bad debtsis passed in Journa not in sales or cash book.

Goods sold on credit basiswill be recorded in sales book.

Compensation paid to retrenched employee isrevenue in nature.

Petty cash book is meant for petty expenses paid in cash.

Maturity date isthree days after 2 monthsi.e. June 4.

Furniture and fittingsisfixed asset not current.

Maintenance of capital asset is revenue expense.

Creation of provision for discount isbased on conservatism.

Interest on capita will be paid to partners only from current profits.

Policy amount is received from insurance company against JLP taken jointly for al partners at time of
degth of a partner.

Revaluation A/cis opened at admission and retirement of a partner.

Interest debited in pass book will be added in cash book.

Inventory isacurrent asset (realizable in cash in short period of time).

The rate is 6% p.a. as per Partnership Act.

Fluctuating capital account iscredited with interest on capita, profit of year and remunerationto partners.
Additiona amount iscalled premium for goodwill.

Conservatism has been followed in the given case.

Conservatismwill beviolated if we count theway givenin the question.

Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied tothe previousyear’ sbook value, to arriveat the current year’ sdepreciation/
book value, which show a declining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.
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Let’sfind the WDV as on 1-1-2006 of the plant and machinery in question
Balance of plant and machinery ason 1-1-2010 = 145800
Let Original cost of plant and machinery purchased on 1-1-2006 = x (say)

1-1-2007 Cost of machinery X

31-12-2007 depreciation 10% of x = 0.10x

1-1-2008 wadv x—0.10x = 0.9x

31-12-2008 depreciation 10% of 0.9x = 0.09x

1-1-2009 wadv 0.9x —0.09x = 0.81x

31-12-2009 depreciation 10% of 0.81x = 0.081x

1-1-2010 wdv 0.81x—0.081x =0.729x = 1,45,800

Wegot 0.729x = 1,45,800
Sox =Rs. 2,00,000
Thus Cost of machinery on 1.1.2007 will be Rs. 2,00,000.

24, Gross profit isacompany’s revenue minus its cost of goods sold. Gross profit isacompany’s residual
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold isthe direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such asdistribution costs and salesforce cost. In the above case
letsfind out gross profit with the hel p of trading account.

Trading account as on...

Particulars Amount Particulars Amount
To Opening inventory 80,000 By Sales(1,60,000 + 2,50,000)

To Purchases Lessreturn (10,000) 4,00,000
(1,00,000+2,00,000)

Less returns (6,000) 294,000 By Closinginventory 60,000
To Carriageinward 12,000

To wages 12,000

Togrossprofit 62,000

Totdl 460000  Totd 460000

25. A trid baanceisalist of al the Genera ledger accounts (both revenue and capital) contained in the
ledger of abusiness. Thislist will contain the name of the nominal ledger account and the value of that
nominal ledger account. Thevalueof thenomina ledger will hold either adebit balancevaueor acredit
balance value. The debit balance values will be listed in the debit column of the trial balance and
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the credit valuebalancewill belistedin the credit column. The purposeof atrial balanceisto provethat
thevaue of all the debit value balancesis equal thetotal of al the credit val ue balances.

Dr. Balance (Rs.) Cr Balance (Rs.)

Capitdl 12,000
Sdes 50,000
Purchases 30,000
Cash 5,700
Trade receivable 10,000
Trade payabl es(30000 — 10000 — 15000) 5,000
Expenses 19,300
Furniture 2,000
Totd 67,000 67,000

Calculation of cash balance at the end:

Opening balance 10,000
Add:

Cash sales 5,000

Collection from receivabl es (50000 — 5000 — 10000) 35,000 40,000
Less.

Cash purchases 10,000

Payment to suppliers 15,000

Expenses paid 19,300 (44,300)
Cash balance a the end - 5700

26. Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just s

happens that some events are either not recorded or itis recorded inthe wrong head of account or wrong
figureisrecorded in the correct head of account. Whatever the reason may be, thereis awaysachance
of error in the books of accounts. These errorsin accounting require rectification. When there is a
differencein atria balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here new machine was purchased for Rs. 1,00,000 but the amount was wrongly posted to furniture
account as Rs. 10,000 and cash received from customers Rs. 11,200 was omitted to be posted in the
ledger. The fixed asset account is undercasted by 1,00,000 — 10,000 = Rs. 90,000. And since cash
received from customers 11200 was omitted to be posted so the asset Sdeis undercasted by Rs.11200.

Thusthe differencein trial balance due to such errorswill be 90,000 — 11,200 = Rs. 78,800.
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27.  Purchase cost = 10,000

Add: repairing expenses= 1,000

Add: miscellaneous expenses=500

Tota cost=11,500

Sdlling price=x (say)

Margin = 20% of x = 0.2x

Cost=x—0.2x =0.8x = 11,500

or x =Rs. 14,375.
28. Interest on calsin arrear is charged at 10% as per Table F under Companies Act, 2013.
29. A company cannot issue irredeemable preference shares.

30.  Thecost of afixed asset includes all amountsincurred to acquire the asset and any amountsthat can be
directly attributableto bringing the asset into working condition.

Directly attributable costsmay include:

—Délivery costs

— Costs associated with acquiring the asset such as stamp duty and import duties
— Cogts of preparing the site for installation of the asset

— Professional fees, such as lega fees and architects fees

Here A second hand car is purchased for Rs. 10,000.00 the amount of Rs. 1,000.00 is spent on its
repairs, Rs. 500.00 is incurred to get the car registered in owner’s name and Rs. 1,200.00 is paid as
deder’'scommission.

The amount debited to the car account = purchase price + repair + registration charges + dealers
commission=10,000+ 1,000+ 500+ 1,200 =Rs. 12,700.

31.  Whereinterest ondrawingsischargeditisusually calculated at fixed rate percent from the date of each
drawing to the date the accounts are closed. If the dates on which the amounts are drawn are not given,
interest iscal culated on the wholeamount on the assumption that the money was drawn evenly throughout
the year. The amount of interest is debited to partners drawings accounts and is credited to the interest
on drawingsamount. At the close of the accounting period theinterest on drawings accountsisclosed by
transfer to the profit and loss account.

Calculation of interest on drawings

Date of drawings Number of months Amount Interest @ 6%

Jul 1 9 200 9

Aug 1l 8 200 8

Sept 1 7 300 105
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Nov 1 5 0 125
Feb1l 2 100 1
Total 29.75

32. Owner'scapita refersto thesum of the businessresourcesowned by thebusinessowners. Itiscal culated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulasof closing capital:

Closing capitd =

Opening capita + profit  OR

Opening capital + profit + additional capital —drawings OR
Closing assets—closing ligbilities

Here closing assets = Rs. 58,300

Closingliahilities=Rs. 4,700

So closing capital = Rs. 53,600

Profit = Rs. 53,600 — Rs. 38,600 = Rs. 15,000

33.  Ajoaint venture (JV) is a business agreement in which the parties agree to develop, for afinitetime, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Total expenseson joint venture:

Freight by A =3,000

Add:sdlling expensesby B = 5,000

Add:interest on loan by A = 18% of 50,000 for 1 month = 750
Add:interest onloan by B = 18% of 1,50,000 for 2 months = 4,500
Tota expensesonjoint venture = Rs. 13,250

34. The cost of afixed asset includes al amountsincurred to acquire the asset and any amountsthat can be
directly attributableto bringing the asset into working condition.

Directly attributable costs may include:

— Délivery costs

— Costs associated with acquiring the asset such as stamp duty and import duties
— Costs of preparing the site for installation of the asset

— Professional fees, such as legd fees and architects fees
Costincludestheinitial and any subsequent capital expenditure.
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HereA boiler was purchased from abroad for Rs. 10,000, shipping and forwarding charges amounted to
Rs. 2,000, Import duty Rs. 7,000 and expenses of ingtalation amounted to Rs. 1,000.

Thus cost of asset = 10,000 + 2,000 + 7,000 + 1,000 = Rs. 20,000

35. Consignment istheact of consigning, whichisplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person istransferred.

Vaue of inventory after being placed in the consignees godown
= Cogt of Goods + Consignors Direct Expenses + Proportionate Consignee Direct Expense

The cost of the goods/stock impliesthe value at which the goods are consigned by the consignor to the
consignee. Since the goods have reached the consignees godown and have been unloaded, we can
consider the consignor expenses on the goods to have been incurred. Moreover any direct expenses
incurred by the consigneein relation to the transportation of the goods, octroi duties, insuranceintransit,
unloading charges etc., would a so have to be considered as having been incurred on the goods.

Therefore, thedirect expensesincurredtill that point would include the consignor expensesand that part
of the consignee expenses which relate to the expensesincurred till they are unloaded.

Vauation of closinginventory:

Cost of 300 unitsconsigned = 75,000

Add: insurance=900

Add: freight = 1,500

Add: unloading charges by consignee=400

Add: octroi =600

Add: carriage= 800

Total cost of 300 units= 79,200

Unitsof closinginventory = 300—200 = 100units
Cost of unsold goods= 79,200 x 100/300 = 26,400

36. Under WDV method, depreciation is charged at a fixed rate every year, on the reducing balance. A
certain percentageisapplied to the previousyear’ sbook value, to arriveat the current year’ sdepreciation/
book value, which show a declining balance, weighted for earlier years, and lower and lower for later
years, as the asset grows older.

Depreciation Cost of machinery WDV
1 year 80,000
1% year 8,000 72,000
2 year 7,200 64,800
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3 year 6,480 58,320
4" year 5,832 52,488
Balance of furniture account at the end of the fourth year will be: Rs. 52,488.

37. Consignment istheact of consigning, whichisplacing any materia inthe hand of another, but retaining
ownership until the goods are sold or personistransferred.

Consignment account

Date Particulars Amount  Date Particulars Amount
To goods sent on
consignment A/c(50 x 350) 17,500 By B-sdes 28,000
To bank-freight and insurance 1,800
To B-sdlling expenses 900
ToB-commisson 1,000
To profit on consignment 6,300

38. A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, because a cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Here when balance as per cash book is taken as the starting point then Bank charges debited by Bank
Rs. 10will bereduced from the balance, chequespaidin but dishonoured Rs. 200 will also be subtracted
from the balance, cheques paid in but not credited by bank Rs. 950 will aso be added.

39. Cost Price: The price, at which an articleis purchased, is called its cost price, abbreviated as C.P.
Sdlling Price: The price, a which an articleissold, iscalledits selling prices, abbreviated as S.P
Profit or Gain: If S|P, isgreater than C.P, the sdller is said to have a profit or gain.
Here Goods costing Rs. 7,500 were sold at 25% profit on selling price.
Let the sales = x(say)
Then profit = 25% of x = .25x
Sales = codt + profit
Or x =7500 + .25x
Or0.75x =7,500
Or x = Rs. 10,000

796 Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



40.  Whenthebill ispayableat astated number of daysthen the due date will bethat day which comes after
adding the specified number of daysto the date of the bill plus 3 more days of grace. Note that here the
date of bill isexcluded.

The date of accepting the bill is2.04.10.
Add 1 monthwill giveus2.05.10
Add 3 days of grace gives us 5.05.10
Thus may 5" is the due date.
41. Interest on debenturesis charge against profits not appropriation.

42.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Followingistheformulafor caculaing new ratio:

New ratio = Old ratio — Sacrificing ratio
Sacrificing ratio = old ratio—new ratio

Calculation of sacrificing ratio

Partners Old ratio New ratio Sacrificing ratio
A 35 510 3/5-5/10=1/10
B 2/5 310 2/5-3/10=1/10
C 2110
So the sacrificing ratio between A:Bwill be 1/10:1/10=1:1
43. Profit and Loss Appropriation Account
(for the year ending on 31st March 2008)
Particulars Particulars
To net Profit transferred 31,500 By Profit before adjustments
A. (31,500 x 4/7 —3,000) = 15,000 A 15,000
B. (31,500 x 2/7) = 9,000 B 10,000
C.7,500 C 7,500 31,500

C'ssharein the profit before adjustment comesto 31500 x 1/7 = 4500.
So the amount to be sacrificed by A to make C's profit asRs. 7,500. Will be = 7,500—-4,500 = Rs. 3,000
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45.

46.
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When anew partner is admitted in the firm, the existing/old partners have to sacrifice, what is given to
thenew partner, fromtheir future profits, thereputation they havegainedin their past effortsand theside
of capita they have taken before. The new partner when admitted, has to compensate for al these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of thenew partner, it isnecessary to account the valuation of goodwill in
thefirm.

Here the share in profit is 1/5"
Thetotal value of goodwill = 60,000
Thus C'sshare of goodwill brought by him = 1/5 of 60,000 = Rs. 12,000

Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return, such capital is called capitalized value of average
profits. After arriving at the capitalized average profit, Capital employed (assets—liabilities) of thefirm
is then subtracted from the capitalized value of average profitsto arrive at the Goodwill,. To calculate
goodwill using average profit, theaverage net profit for agiven number of past yearsaremultiplied by an
agreed number of years.

Mathematically, Capitalized VVal ue of Average Profits= Average Profits x (100/ Normal Rate of Return)
Goodwill = Capitalized Va ue of Average Profits— Capital Employed.

Here prafit for the year = 20,000

Reasonable rate of return = 10%

Thuscapitalized value of profit = 20,000 x 100/10 = 2,00,000

Capital employed=1,50,000

ThusGoodwill = 2,00,000—-1,50,000 = 50,000.

Credit purchase of stationery worth Rs. 10,000 by astationery dealer will berecorded in purchasesbook.
Debenturesissued as colletual security will be added in total of liabilitiesaswell as assets.

Premium on issue of debentureswill be shown as Securities Premium under Reserve and Surplus.
The amount of debenture discount can be written off in two ways :

1. All debentures areto be redeemed after afixed period. When the debentures are to be redeemed after
afixed period, the amount of discount will be distributed equally within the number of years spreaded
between theissue of debenturesand their redemption. The amount of discount onissue of debenturesto
be written off each year is calculated as

Amount of discount to bewritten off annualy
= Total amount of Discount/Number of years
2. Debentures are redeemed in instalments

Debentures may also be redeemed in instalments but over a fixed period. In that case the amount of
debenture discount will be written off each year in proportion to the amount of debentures redeemed.
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Here these are repayable out of profits by equal annual drawings over 5 years. So the amount of
debenture discount will be written off each year in proportion to the amount of debentures redeemed.

Calculation of discount to be written off every year

Date Debentures to be redeemed Proportion of Discount written off
31.12.2009 1,00,000 10/30
31.12.2010 80,000 8/30
31.12.2011 60,000 6/30
31.12.2012 40,000 4/30
31.12.2013 20,000 2/30

Thustheproportionwill be5:4:3:2: 1.
50. Returns of cash saleswill be recorded in cash book.
51. Securities premium is recorded in balance sheet under heading ‘ reserves and Surplus'.

52. When the sharesforfeited are reissued at discount, Bank account i s debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount allowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount alowed on reissue of shares a the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, the remaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share=15x 15 =Rs. 225

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 15 x (20) = Rs. 300

The surplus amount to be transferred to capital reserve account = 300 — 225 = Rs. 75
53. Tota value of plant and machine purchased = Rs. 2,00,000

Payment made in cash = 65,000

Remaining amount to be paid by issue of 6%debentures=1,35,000

Value per debenture after discount = Rs. 900

Thus number of sharesto beissued = 1,35,000/900 = 150 debentures

Face Vaue of debenturesissued = 150 x 1000 = Rs. 1,50,000.

Thus Discount amount will be=1,50,000—1,35,000 = Rs. 15,000.
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Debenture isacertificate/instrument acknowledging adebt. Itisissued generally by apublic company to
individualgingtitutions who lend it money (invest in their debentures). For an investor investing in a
debenture is just like investing in afixed deposit with the difference that while he can withdraw the
amount invested in afixed deposit any time he/she likeswith aloss of interest.. He cannot do so with a
debenture. Theamount invested on adebenturewill berepaid only on theexpiry of the period for which
the debenture has been issued. if the debentures were originaly issued at a discount and redeemed at
premium then the case of loss on issue of debentures arise.

HereA Co. issued Rs. 1,00,000 15% Debentures at 5% discount, redeemable at 10% premium after 10
years.

The discount on issue of debentures= 5% of 1,00,000 = Rs. 5,000
The premium on redemption of debentures= 10% of 1,00,000 = Rs. 10,000
Thustotal loss on issue of debentures= 5,000 + 10,000 = Rs. 15,000.

We know that Credit sales = closing receivables + cash received from receivables + bad debts + return
inwards—opening receivables

Thusclosing receivables = credit sales— cash received from receivables—billsreceived from customers
— bad debts— return inwards + opening receivables

Credit sales = total sales— cash sales= 90,000 — 20,000 = 70,000
Thusclosing receivables = 70,000 — 20,000 — 10,000 — 3,000 — 1,000 + 20,000 = Rs. 56,000

Goodsarenormally sent on cost price to the consignee but sometimethe consignor makestheinvoiceat
thesdlling pricei.e. proformainvoiceprice. Theideaisthat consignee should not know the actual cost of
the goods. In such cases the entries are made by the consignor in his books at theinvoice price.

Here the goods are sent to the consignee at cost + 25%
Cost of goods sent = Rs. 10,00,000
L et Invoicevaue of the goods sent = 10,00,000 + 25% of 10,00,000 = 12,50,000

A company may issue shareswithout cash to the promoters of the company for the servicesrendered by
them by debiting goodwill account. Here 2,000 shares of Rs. 100 each wereissued to apromoter of the
company for their legal services, rendered in the formation of the company. For this, company credited
Share Capital Account and debited Goodwill account by Rs. 2,00,000.

Sdariesfor the year ending 31% Dec 2009 = 10 x 1,000 = Rs. 10,000
Raisein saary = 20%
So sdariesfor the year ending 31% Dec 2010 = 10,000 + 20% of 10,000 = Rs. 12,000.

Fixed installment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight linedepreciationiscalculated asfollows:
Depreciation per annum = (Cost — Residua Vaue) / Useful Life
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Where:
Costincludestheinitial and any subsequent capital expenditure.

Residua Valueisthe estimated scrap va ue at the end of the useful life of the asset. Astheresidual value
is expected to be recovered at the end of an asset’s useful life, thereis no need to charge the portion of
cost equaling theresidual value.

Useful Lifeisthe estimated time period an asset is expected to be used from thetimeit isavailable for
useto thetime of itsdisposal or termination of use.

Here Cogt of the machinery = Rs. 10,00,000

Add: Ingdlation charges=1,00,000

Total cost of the machine=11,00,000
Depreciation/year = 11,00,000 x 20% = Rs. 2,20,000

60.  Sum of the years digits depreciation method, like reducing balance method, is a type of accelerated
depreciation technique that alocates higher depreciation expensein theearlier yearsof an asset’suseful
life.

Calculation of depreciation under thismethod can be summarized in thefollowing 4 steps:

Sep 1. Caculate the sum of the years digitsin an asset’s useful life

Herethe asset ishaving auseful life of 6 years, the sum of theyears' digitswill be calculated asfollows:
Sumof years digits=6+5+4+3+2+1=21

Sep 2: Calculate the depreciable amount

Depreciableamount, aswith al depreciation methods, isequal to:

Asset’scost of acquisition or construction including any subsequent capital expenditure

Less: Estimated residual value or scrap value at the end of the asset’s useful life

Here depreciable amount = 1,26,000

Sep 3: Caculate the un-depreciated useful life

Un-depreciated useful lifeisequal to the number of yearsin the asset’suseful lifethat have not yet been
subjected to depreciation.

Hence, for an asset that hasauseful life of 6 years, the un-depreciated useful lifeto beused in calculating
depreciation shall be 6 yearsin thefirst year of depreciation, 5 yearsin the second year and so on.

Sep 4: Caculate depreciation using the sum of years' digits & un-depreciated useful life
Depreciation using the sum of theyears' digitsmethod can be calculated using the following formula:
Depreciation expense = (un-depreciated useful life/ sum of theyears' digits) x depreciable amount
Thus Depreciation for thefourth year under sum of digitsmethod will be=3/21 x 1,26,000=Rs. 18,000.
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 19

The amount spent on second hand car purchased recently is capital expenditure.
Commission received in advance (belonging to some person) isapersonal account.

6% debenturesisaliability and has credit balance. All others have debit balances.

Cash and bank transactions are recorded in double column cash book.

Maturity date will be 3 months and 3 days after August 10, 2009 i.e. November 13, 2009.
Sdaries and wagesis debited to P& L A/c. Wages and sdlaries is debited to Trading A/c.
Income tax of proprietor isrecorded as his persona expensei.e. drawings.

Purchase of an asset on credit basis is recorded in Journa Proper. Credit purchases are recorded in
purchases book.

Bill will mature on the next working day if maturity dateis unforesean holiday.
Abnormal lossisvalued at cost pricein case of consignments.

Capital expenditures are recorded in the balance sheet as assets.

Account payableisaliability and has credit balance.

Trial balance shows debit or credit balances of all accounts.

Prepaid salary (belonging to some person) isapersona account.

The Bank dehits the account of customer when he/she withdraws money.
Abnormal losson consignment will be credited to consignment A/c.

Land and building isfixed asset not current.

Average profit = Rs. 84,000 + 78,000 + 90,000 divided by 3= Rs. 84,000.
Closinginventory (if givenintria balance) will berecorded in balance sheet only.
5/6 will bedivided between A and B inratio 3: 2.

A's share = 3/6

B’sshare = 2/6

New ratiowill be3/6: 2/6: 1/6

3:2: 1L
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21. If depreciation isrecorded by charging to asset, asset will appesar at original cost |ess depreciation.
22.  Theemphasisof the auditor is dueto historical cost concept.
23. Calculation of cash balance at the end:

Opening balance 10,000
Add:

Cash sdes 5,000

Collection from receivables (50,000 —5,000—10,000) 35,000 40,000
Less.

Cash purchases 10,000

Payment to suppliers 15,000

Sdariespaid 3,000

Rent 2400

Stationery 900

Miscellaneous expenses 1,000

Machine purchased 8,000

Drawings 4,000 44,300
Cash balance a the end 5700

Option (d) iscorrect.

24, Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’s residua
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Here gross profit = sales revenue — cost of goods sold = 5,00,000 — 3,10,000 = Rs. 1,90,000.

25. Infinancia accounting, every single event occurringin monetary termsis recorded. Sometimes, it just so
happensthat some events are either not recorded or it is recorded inthe wrong head of account or wrong
figure isrecorded in the correct head of account. Whatever the reason may be, thereisaways achance
of error in the books of accounts. These errorsin accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here bills received was passed through bills payable so hills received account is undercasted and hills
payable account is overcasted and Arun A/c also needs rectification.
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So therectification entry will be
B/RA/c Dr. 5,000
B/PA/c Dr. 5,000
ToArun 10,000

26.  Atthetimeof saleof the machinery the depreciation provision of the machinery isto be deducted from
theoriginal value of machineand al the expenses associated to promote the sal e of machineisdeducted
from the sale proceeds.

ThusWDV of the machine = 4,000 —500 = 3,500
Sale proceeds | ess expenses on sdle = 5,200 — 420 — 150 = 4,630
Profit = 4630 — 3500 = Rs. 1,130.

27.  Adjustment entry for interest earned but not received will be to debit Accured Interest (as asset) and to
credit interest income.

28. Sdeor returnisaterm sale, where the seller sold goods on the basis of return, there might be a chance
of return of goods, or acceptance of goods, or acceptance of part of goods. Thismethod isalso called the
SdleonApproval basis.

When the transactions of sending the goods on sale or return basis are few, the seller may treet it as
normal saleand record it in thebooksaccordingly. However, if thegoodsare sent on saleor return bas's,
theunsold goods must beincluded intheinventory at cost. When the goods sent on saleor approval basis
are treated as sale, for the goods not yet approved, the sale entry is reversed at the year end.

Here the cost of inventory = X(say) = 600 — 20% of X
Orx+0.2x =600
Or1.2x =600
Or x =600/1.2 = Rs. 500
29. Manager’'s commission is calculated in two ways
1. OnProfitsbefore charging such commission:
Manager’s commission = Net Profits x (Percentage of commission/ 100)
2. OnProfitsafter charging such commission:
Manager’s commission = Net Profits x (Percentage of commission/ 100 + % of commission)
Here the managers commission is 5% of net profit after charging such commission

So the managers commission will be = (48,000 —6,000) x (5/105) = Rs. 2,000
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30. Manager’scommission is calculated in two ways
1. On Profitsbefore charging such commission:
Manager’s commission = Net Profits x (Percentage of commission / 100)
2. OnProfitsafter charging such commission:
Here commission is 5% on net profit before charging such commission
So the commission of the manager will be = (48,000 —6,000) x 5/100 = Rs. 2,100

31 Cost priceisasoknown ascp. Itistheorigina priceof any item. The cost isthetota outlay required to
produce a product or carry out a service.

Here x sells goods at cost plus 60%. Total sales were of Rs. 16,000.
Let cost price = X (say)

The sdlling price = cost price + 60% of cost price

Thus 16000 = x + 60% of x

Or 1.6x =16,000

Or cost price = x = 16,000/1.6 = Rs. 10,000

32. Cost priceisasoknown ascp. Itistheorigina priceof any item. The cost isthe tota outlay required to
produce aproduct or carry out aservice. Cost priceisused in establishing profitability in thefollowing

way:
Profit /cost price when expressesd as a percentage produces rate of profit on cost.
Here trader sells goods at a profit of 25% on sae.
So |et sale price = x (say)
Thus cost price = x — 25% of x
Or 34,200 =0.75x
Or x = 34,200/0.75 = Rs. 45,600
And profit = 25% of 45,600 = Rs. 11,400
Thus Rate of profit on cost will be = 11,400/34,200 x 100 = 33",%
33. Cost price of goods = 40,000
Let sale price = x(say)
Thus sale price — profit = x — 20% of x = 40,000
Or 0.8x =40,000
X =40,000/0.8 = Rs. 50,000.
Commission =5% of 50,000 = Rs. 2500.
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34. Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’sresidua
profit after selling aproduct or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludes indirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases less purchase return + direct expenses — closing
inventory = 16,500 + 46,850 — 110 + 2,500 + 850— 18,210 = 48,380

And gross profit = sales less sales return — cost of goods sold = 63,500 — 450 — 48,380 = 14,670.

Net profit is calculated by subtracting acompany’stotal expensesfrom total revenue, thus showing
what the company has earned (or lost) in a given period of time (usualy one year). dso caled net
income or net earnings.

Here net profit = gross profit — General expenses — Discount allowed — Rent paid — Electric charges—
Sdaries=14,670—800—-200—3,710—190-1,110 = Rs. 8,660

35. Owner’scapital refersto the sum of the businessresourcesowned by thebusinessowners. It iscalculated
through the subtraction of assetsfrom liahilities. When abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that is referred to as Owners Capita or Owners Equity.

Formulasof Closing Capital
Closing capitd =
Opening capita + profit  OR
Opening capital + profit + additional capital —drawings OR
Closing assets—closing lighilities
Thusprofit/(loss) = closing capital —opening capital —additional capita + drawings
Or profit/(loss) = 12,750 —20,000—2,000 + 250 x 12 = (6,250).

36. A Bank reconciliation is a process that explains the difference between the bank balance shownin an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, because a cheque or alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

Bank reconciliation statement of .....

Particulars Amount Amount
Balance as per cash book (cr) 4500
Add:
Cheqgues deposited in the Bank but not cleared 6,225 6,225
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Less.
Cheques drawn but not presented for payment 10,250 10,250
Balance as per pass book (dr) 475

37.  Theprovisonfor doubtful debtsisidentica tothe alowancefor doubtful accounts. Theprovisionisthe
estimated amount of bad debt that will arise from accounts receivable that have been issued but not yet
collected. The provision is used under accrual basis accounting, so that an expense is recognized for
probable bad debts. Trade receivables will appear in balance sheet at Rs. 22,500 (25,000 x .9).

38. Preparing atrial balance for acompany servesto detect any mathematical errors that have occurred in
the double-entry accounting system. Provided the total debits equal thetotal credits, thetrial balanceis
considered to be balanced, and there should be no mathematical errorsin the ledgers.

Trial balance of....ason ......

Dr. Cr.
Rs. Rs.
Provision for Doubtful Debts 200
Bank overdraft 1654
Capitdl - 4591
Trade payables - 1637
Trade receivables 2,983
Discount received 22
Discount alowed 73
Drawings 1,200
Office furniture 2,155
General expenses
Purchases 10,923
Return inward 330
Rent and Rates 314
Sdaries 2520
Sdes - 16,882
Inventory 2418
Stationary 1175
Provision for Depreciation on furniture 364
Totd 25580 25,580
Common Proficiency Test (CPT) Volume- | 807

© Thelnstitute of Chartered Accountants of India



ANSWERS

39.

40.

41.

808

A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’sown accounting recordsat aparticular pointintime.

Such differencesmay occur, for example, because a cheque or alist of chequesissued by the organi zation
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization
itself has made an error.

bank reconciliation statement of .....

Particulars Amount Amount
Balance as per cash book (dr) 274
Less:

Cheques deposited in the Bank but not cleared ar7 ar7
Add:

Cheques drawn but not presented for payment 730 730
Balance as per pass book (cr) 527

Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill before the maturity date arrives, to cancel the old bill and draw anew bill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.
Whenabill of exchange isdishonored, the holder can get such fact noted onthebill by anotary public. The
advantages of noting isthat the evidence of dishonored is secured. The noting is done by recording the
fact of dishonored, the date of dishonor, the reason of dishonor, if any. For doing dl this the notary
public chargeshisfeeswhichiscalled noting charges.

In casethe hill isrenewed theinterest will not be charged on the noting charges which will be treated
separately and will not be clubbed with the amount of the bill.

Here Total amount of the R’s acceptance = 1,000

Amount paid =500

Amount of the renewed bill = Rs. 500

Later on, R becameinsolvent and 40% of the amount could be recovered from his estate.
Amount recovered = 40% of 500 = Rs. 200

Bad debts = 500 — 200 = Rs. 300.

The goods are consigned from one place to another. After receiving the goods by consignee, the goods
are stored by the consignee before selling them to customers. It is natural that some loss to the goods
may take place within that period. The goods may be lost, destroyed or damaged either in transit or in
consignee' sstore. Thelosswhich could be avoided by proper planning and careare abnormal loss. They
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are like theft, riots, accidents, fire, earthquake etc. These losses could occur in trangit or in consignee's
store and solely to be borne by consignor.

Theabnormal loss should be adjusted before ascertaining theresult of the consignment. Theval uation of
abnormal lossis done on the same basis as the unsold stock isvalued.

HereA of Allahabad sent on consignment to B of Bareilly 1,000 transistors costing Rs. 80 each. A paid
freight amounting to Rs. 1,000 and cartage Rs. 45. B received only 900 setsas 100 setsweredestroyedin
trangit. So thisisabnormal loss.

Valuation of damage
Cost of 1000 transistors sent = 80000
Add:freight and insurance= 1,000
Add:cartage = 45
Total cost of 100 packets sent = 81,045
So the cost of 15 packets destroyed = 81,045 x 100/1,000 = Rs. 8,104.50
42.  Vaueof Stock just before being unloaded at the consignees godown
= Cogt of Goods + Consignors Direct Expenses + Proportionate Consignee Direct Expenses

The cost of the goods/stock impliesthe value at which the goods are consigned by the consignor to the
consignee. Sincethe goodshavereached the consigneesgodown, we can consider the consignor expenses
on the goodsto have beenincurred. Moreover any direct expensesincurred by the consigneein relation
to thetransportation of thegoods, octroi duties, insuranceintransit etc., would also haveto be considered
as having been incurred on the goods.

Therefore, thedirect expensesincurredtill that point would includethe consignor expensesand that part
of the consignee expenses which relate to the expenses incurred on the stock before being unloaded.

Now the cogt of the 200 chairs received by the consignee = 60,000

Rs.
Add:clearing charges= 800 (700+100)
Tota cost = 60,800

Total unitssold =50 chairs
Unitsremainingininventory =50
So the value of inventory = 60,800/200 x 50 = Rs. 15,200.

43. A joint venture (JV) is a business agreement in which the parties agree to develop, for afinite time, a
new entity and new assets by contributing equity. They exercise control over the enterprise and
consequently share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.
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Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to thejoint venture account and credited to the coventurer’ saccount or thejoint bank account. When the
goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account and
credited to thejoint venture account. If the parties have taken over plant or materials etc., the value will
be debited to the account of the party concerned and credited to the joint venture account. The joint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
To C-purchases 80,000 By D-sdes 1,88,500
To C-reconditioningexpenses 43,500
To C-purchase commission 2,000
To C-miscellaneous exp. 250
To D-railway freight 7,500
To D-octroi 3750
To D-insurance 1,500
To D-garage rent 2,500
To D-brokerage 6,850
To D-other expenses 4500
To net profit transferred to- 36,150
C
D
1,88500 1,885500
44, Profit and Loss Appropriation Account
(for the year ending on 31st March 2009)
Particulars Particulars
To net Profit transferred 40,000 By Profit before adjustments 40,000
A. (40,000 x 5/10 = 20,000) —500
=19,500
B. (40,000 x 4/10 = 16,000) —500
=15500
C.5,000

C'ssharein the profit before adjustment comes to 40,000 x 1/10 = 4,000.
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So theamount to be sacrificed by A and B equally to make C’s profit as 5000Rs. Will be=5,000—4,000
=Rs. 1,000

A's sacrifice = 500
B’s sacrifice = 500
45, Interest on capital @ 6%:
Raja1,20,000 x 6% = 7,200
Roopa 90,000 x 6% = 5,400
Mala 60,000 x 6% = 3,600
Interest on capital credited wrongly at 5%:
Raja1,20,000 x 5% = 6,000
Roopa 90,000 x 5% = 4,500
Mala 60,000 x 5% = 3,000
Thus Rgja’s account was credited less by (7,200 — 6,000) = Rs. 1,200
And Roopa s account was credited less by (5,400 —4,500) = Rs. 900
And Mala's account was credited less by (3,600 — 3,000) = Rs. 600
Sothe adjusting ebtry will be

Interest on partners account....dr 2,700

To Rajas Current A/c....cr 1,200
To Maa's Current Alc....cr 900
To Roopa's Account......cr 600

46.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on reconstitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Followingistheformulafor calculating sacrificing ratio:

New ratio = Old ratio — Sacrificing ratio

Gaining/sacrificingratio

Partners Old ratio Gain/(sacrifice) New ratio

A 3/6 3/6 of 1/6 = 3/36 3/6—3/36 = 15/36

B 2/6 2/6 of 1/6 = 2/36 2/6—2/36=10/36
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C 1/6 1/6 of 1/6 =1/36 1/6 -1/36 =5/36
D 1/6 = 6/36 6/36
So the new ratio between A ,B,CanDis15:10:5: 6.

47.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. In academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Following istheformulafor calculating sacrificing ratio:

Sacrificing ratio = Old ratio — new ratio

Gaining/sacrificingretio

Partners New ratio Old ratio Gain/(sacrifice)
A 4/5 Yaof 4/5=1/5

B 15 Y20f 1/5=1/10
C

So the sacrificing ratio between Aand B is2: 1.

48. Under average profits method goodwill is cal culated on the basis of the average of some agreed number
of past years. The averageisthen multiplied by the agreed number of years. Thisisthesimplest and the
most commonly used method of the va uation of goodwill.

Goodwill = Average Profits X Number of years of Purchase

Before cal culating the average profitsthe following adjustments should be madein the profits of thefirm:
(&) Any abnormal profits should be deducted from the net profits of that year.

(b) Any abnormal loss should be added back to the net profits of that year.

(c) Nonoperatingincomese.g. Incomefrom investmentsetc should be deducted from the net profits of
that year.

Profit of theyear 1 : 40,000

lossfor theyear 2 : (20,000)

Profit for year 3: 10,000

Profit for year 4 : 60,000

Profit for theyear 5 : 80,000

Average profit of last 5 years = (40,000 — 20,000 + 10,000 + 60,000 + 80,000)/5 = Rs. 34,000
Goodwill =34,000 x 3=Rs. 1,02,000
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49. Under this method we cal cul ate the average profits and then assess the capital needed for earning such
average profits on the basis of normal rate of return, such capital is called capitalized value of average
profits. After arriving at the capitalized average profit, Capital employed (assets—liabilities) of thefirm
is then subtracted from the capitalized value of average profitsto arrive at the Goodwill,. To calculate
goodwill using average profit, theaverage net profit for agiven number of past yearsaremultiplied by an
agreed number of years.

Mathematically, Capitalized Va ue of Average Profits= Average Profits x (100/ Normal Rate of Return)
Goodwill = Capitalized Va ue of Average Profits— Capital Employed.
Here prafit for the year = 72,000
Reasonable rate of return = 10%
Thuscapitalized valueof profit = 72,000 x 100/10 =7,20,000
Capita employed = assets—current ligbilities=9,70,000—4,00,000 = 5,70,000
ThusGoodwill = 7,20,000—5,70,000= Rs. 1,50,000
50. Bill payable discounted in cash by supplier will not affect us. It will be recorded by supplier not by us.

51.  Whenanew partner isadmitted in the firm, the existing/old partners have to sacrifice, what is given to
thenew partner, from their future profits, the reputation they have gained in their past effortsand theside
of capita they have taken before. The new partner when admitted, has to compensate for al these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at the time of admission of the new partner, itisnecessary to account the val uation of goodwill in
thefirm.

Here C's sharein profit is /5"
The combined capital of A and B = 24,000 + 16,000 = Rs. 40,000
Thiscombined capital congtitutes 4/5 th of thetotal capital
Sototd capital of thefirm will be= 40,000 x 5/4 = Rs. 50,000
Thus C'scapital will be=50000/5 = Rs. 10,000

52. Here capital brought in by Z = 1/3" of total capital = 75,000
Thustotal capital = 75,000 x 3=Rs. 2,25,000
Thus combined capital of X andY =2,25,000 x 2/3=Rs. 1,50,000
Thus X’sshare=1,50,000 x 3/5 = Rs. 90,000
So cash to be paid back to X = 1,20,000— 90,000 = Rs. 30,000

53. When the sharesforfeited are reissued at discount, Bank account is debited by the amount received and
Share capita account is credited by the paid up amount. The amount of discount allowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.
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Now the amount of discount allowed on reissue of shares a the most can be equa to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, theremaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capital
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount alowed per
share=nil

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 400 x (8) = Rs. 3,200

The surplus amount to be transferred to capital reserve account = Rs. 3,200
Thisisthe case of Reissue of forfeited shares at premium and at par, originally issued at par

In this case the whole of the amount that has been credited to Shares Forfeited A/c is transferred to
Capital Reserve A/c on the reissue of such shares.

Giventhat D Ltd. forfeited 800 shares of Rs. 10 each fully called up, on which the holder has paid only
application money of Rs. 3 per share. Out of these 500 shares were reissued as Rs. 11 per share fully

paid up.

The amount available in shares forfeited account for the shares reissued will be=500 x 3=Rs. 1,500
Total value of business purchased = Rs. 90,000

Amount to be paid by issue of shares= 90,000

Value per share=Rs. 9

Thus number of sharesto be issued = 10,000 shares

Remaining amount to be paid by issue of 12% debentures=4,00,000—1,30,000 = 2,70,000
Value per debenture after discount = Rs. 90

Thus number of debenturesto beissued = 2,70,000/90 = 3,000 debentures

Face Vaue of debenturesissued = 3,000 x 100 = Rs. 3,00,000

Thus Discount amount will be=3,00,000—2,70,000 = Rs. 30,000.

Losswill be 2,000 x Rs. 100 x .02 + 2,000 x Rs. 100 x .05 = Rs. 14,000.

Dividends payable are dividends that a company’s board of directors has declared to be payable to its
shareholders. Until such time as the company actually pays the shareholders, the cash amount of the
dividend isrecorded within adividends payableaccount asa current ligbility.

Here dividend payable will be 15% of (Equity share capital called up — Cdls in arrear ) = 15% of
(1000000—10000) = Rs. 1,48,500

Profit or lossisequal to closing capita + drawing less (addition during year and opening capital).
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60.  Goodsarenormally sent on cost priceto the consignee but sometimethe consignor makestheinvoiceat
theselling pricei.e. proformainvoiceprice. Theideaisthat consignee should not know the actual cost of
the goods. In such cases the entries are made by the consignor in his books at theinvoice price.

Here On 1t January 2010, Badri of Kanpur consigned 100 cases, cost price Rs. 7,500, at a proforma
invoice price of 25% profit on salesto his agent Anil of Allahabad. The entries to be passed are

1. For the goods sent on consignment (at invoice price)

Consignment to ......... Alc ...Dr. 10,000
To Goods sent on consignment A/c 10,000
(7500/0.75)
2. Toreversethe extent of loading
Goods sent on consignment A/c 2,500
To Consgnment to ......... Alc 2,500
(25% of 10000)

3. For goods sent on consignment transferred to trading
account (by amanufacturing company) or purchase
account (by atrader)

Goods sent to consignment A/c .. Dr. 7,500
Totrading A/C 7,500
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT —20

Amount spent is capital expenditure asit hasincreased ful efficiency of Ringsand Pistons.

Bad debtsisin nature of expense, hence nomina account.

Expired portion of capital expenditureis expense. Unexpired is an asset to be shown in balance shest.
The maturity date will be 33 (30 + 3) days after date of acceptancei.e. 11.10.2011.

Payment of personal tax of partners by firmwill be considered astheir drawings.

Debenturesisaliability and thushasacredit balance. Carriageinward, prepaid insurance, billsreceivable
all have debit balances.

Depreciation @ 10% for haf year = Rs. 5,000. loss on sale = 31,000 (Rs. 95,000 less Rs. 64,000).
Three column cash book records cash, bank and discount.

Value of an asset after reducing depreciation is called book value.

Tria balance may be prepared by all the methods.

Selection of accounting policy is based on prudence, substance over form and materidity.

Current cost, Historical cost and Redlizablevalueall are valuation principles.

Profit/losson revaluation is shared among the old partnersin old profit ratio.

At firdt, revaluation account is prepared at time of admission of a partner for revaluation of assety
lighilities

Amount payableis received by executor of the dead partner.

Rate of depreciation is 9%. Rs. 450 per year (Rs. 4,500/10).

Cheque deposited in bank but not credited are added to the pass book balance while preparing bank
reconciliation statement.

Debit balance of cash is an asset.
Dividend collected by bank will be added in bank reconciliation statement in the given case.
Remaining partners contribute to such compensation amount intheir gaining ratio.

If the partners don’t wish to change values of assets and liabilitiesin the new balance sheet, they open
memorandum reval uation account.

Sharesof private companiesare not listed in any stock exchange. Shares of public companiesarelisted.
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23. A baance sheet isalso known asthe statement of financial position tells about the assets, liabilitiesand
equity of abusiness at aspecific point of time. It isasnapshot of abusiness.

A balance sheet is an extended form of the accounting equation. An accounting equation is:

Assets=Liahilities+ Equity

MR.X
Balance Sheet as on December 31,2009

Liabilities Amount  Assets Amount
Capitd 165000 Plant and machinery 60,000
Add: Net profit
Less: Drawings Furniture 10,000
(1,55,000+ 22,000—12,000)
Billspayable 10000  Goodwill 70,000
Bank overdraft 15000 Investments 25,000
Trades payable 45000 Clognginventory 25,000
Outstanding expenses 5000 Tradereceiveble 35,000

Billsreceivables 9,000

Cash 6,000
Totd 240000 Totd 240,000

24, Gross profit isacompany’s revenue minusits cost of goods sold. Gross profit isacompany’s residua
profit after selling a product or service and deducting the cost associated with its production and sale.

Cost of goods sold is the direct costs attributable to the production or purchase of the goods sold by a
company. It excludesindirect expenses such as distribution costs and sales force cost.

Cost of goods sold = opening inventory + purchases— closing inventory = 19,000
Gross Profit = sales— cost of goods sold = 30,000 — 19,000 = Rs. 11,000

25. Net profit isca culated by subtracting acompany’stotal expensesfromtotal revenue, thus showing what
the company hasearned (or lost) in agiven period of time (usualy oneyear) also called netincomeor net
earnings.

Here net profit = gross profit — salaries — interest on overdraft — office expenses — rent paid — generd
expenses—advertisement + commission received = 35,000 —4,000—200-5,000-2,000—5,100—5,000
+4,000=Rs. 17,700.

26.  incometax paid on behdf of the proprietor will b e treated as drawings and will be deducted from the
capital of the proprietor.

Here Capital 50,000 Incometax paid 10,000 and Income tax advance payment is Rs. 1,600.
So Capital A/c balancewill be=50,000—10,000— 1,600 = Rs. 38,400.
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27.  Theprovisonfor doubtful debtsisidentical to thealowancefor doubtful accounts. The provisionisthe
estimated amount of bad debt that will arise from accounts receivabl e that have been issued but not yet
collected. The provision is used under accrual basis accounting, so that an expense is recognized for
probable bad debts.

In accounting, provision for discount on trade receivables shows the reserve amount for adjusting loss
due to discount allowed to our trade receivables. Every businessman wants to get money faster from
their customer. So, businessman accepts less money than actua from those customers who will pay
before maturity of debt. So, at the end of year, we make provision for next year losses due to discount
allowed. So, these provisionwill be called provision for discount on trade receivabl es.

Here Trade receivables = 30,000

Less:provision for bad debts = 5% of 30,000 = 1,500

=28500

So provision for discount on trade receivables = 2% of 28,500 = Rs. 570.
28. Claimfor compensation under disputeiscontingent liability.

29. Expenses which have been incurred but not been paid for till the end of the accounting year are known
as Accrued expenses or outstanding expenses.

Here the interest on loan due = 9% of 10,000 = Rs. 900
Interest onloan paid = 600
Thus Outstanding interest on loan will be Rs. 300

30. Sdeor returnisaterm sale, where the seller sold goods on the basis of return, there might be achance
of return of goods, or acceptance of goods, or acceptance of part of goods. Thismethod isalso called the
SaleonApproval basis.

When the transactions of sending the goods on sale or return basis are few, the seller may treat it as
norma saleand record it inthe booksaccordingly. However, if the goodsare sent on saleor return basis,
theunsold goods must beincluded intheinventory at cost. When thegoods sent on sale or approval basis
are treated as sdl e, for the goods not yet approved, the sale entry is reversed at the year end.

Herelncluded in the saleswere sale of goodsof Rs. 5,000 on“ Saleon approva™ basisfor which consent
of the customer was not received upto Dec. 31st. Thusthisentry will be reversed and the amount will be
includedininventory at cost.

Hereinventory at sde price = Rs. 5,000

Cost + 25% of cost = 5,000

Or

125% of cost = 5,000

Inventory on gpprova will be= Cost = 5,000/125% = Rs. 4,000
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31.  Opening baanceof tools= 4,320
Add: Toolspurchased = 1,440
Lessclosing balance of tools account = 4,680
Depreciation = Rs. 1,080

32. Calculation of interest onloan

Date Particulars Amount Interest @ 9% pa
30.9.2009-30.12.2009  Amount of loan 15000 3375
30.6.2009-30.9.2009  Amount of loan 15000 + 5000 450
1.1.2009-30.6.2009 Amount of loan 20000 +4000 1080
Totd 1867.5
33. Infinancia accounting, every singleevent occurringin monetary termsisrecorded. Sometimes, it just so

happensthat some eventsare either not recorded or it isrecorded in thewrong head of account or wrong
figureisrecorded in the correct head of account. Whatever the reas on may be, thereisawaysachance
of error in the books of accounts. These errors in accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trid balance agrees (pending the discovery and correction of the errors causing the difference).

Here hills received was passed through hills payable so bills received account is undercasted and hills
payable account is overcasted .

Sotherectification entry will be

B/RA/c Dr. 1,000
B/PA/c Dr. 1,000
To suspense 2,000
34. Infinancial accounting, every singleevent occurring in monetary termsisrecorded. Sometimes, it just so

happensthat some eventsare either not recorded or it isrecorded in the wrong head of account or wrong
figureisrecorded in the correct head of account.Whatever the reason may be, thereis always a chance
of error in the books of accounts. These errors in accounting require rectification. When there is a
differencein atrial balance a suspense account is opened with the amount of the difference so that the
trial balance agrees (pending the discovery and correction of the errors causing the difference).

Here an item of purchase of Rs. 151 was entered in the Purchase Book as Rs. 15 and posted to
Suppliers A/c as Rs. 51 thus purchase account is undercasted by 151 — 15 = 136Rs. And supplier
account has been undercasted by 151 —51 = Rs. 100 rectifying entry will be

Purchase Alc Dr. 136
To SuppliersA/c 100
To Suspense Alc 36
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35. Miscellaneous expenses should comeon debit sideinstead of credit sde. sothedifferenceintria balance

isdueto wrong placing of thisaccount.

36. Profit and LossAppropriation Account
(for the year ending on 31st March 2008)
Particulars Particulars
To net Profit transferred 7,800 By Profit after intereston capital 7,800
Sita-7,800 % 3/5=4,680
Gita-7,800 x 2/5=3,120
7,800 7,800

37. A Bank reconciliation is a process that explains the difference between the bank balance shown in an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’s own accounting records at aparticular point in time.

Such differencesmay occur, for example, becauseachequeor alist of chequesissued by the organization
has hot been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization

itself has made an error.

Bank reconciliation statement of .....

Particulars
Balance as per cash book (dr)

Less:

Cheques deposited in the Bank but not cleared

B/P paid by Bank not entered in cash Book
Add:

Cheques drawn but not presented for payment

Balance as per pass book(cr)

Amount Amount
10,000

2,000 2,000
800 800
2,300 2,300
9,500

38. A Bank reconciliation is a process that explains the difference between the bank balance shownin an
organisation’s bank statement, as supplied by the bank, and the corresponding amount shown in the
organization’s own accounting records at aparticular point in time.

Such differencesmay occur, for example, becauseachequeor alist of chequesissued by the organization
has not been presented to the bank, abanking transaction, such asacredit received, or acharge made by
the bank, has not yet been recorded in the organisation’s books, or either the bank or the organization

itself has made an error.
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Bank reconciliation statement of .....
Particulars
Balance as per cash book (cr)
Add:
Cheques deposited in the Bank but not cleared
Less.
Cheques drawn but not presented for payment

Baance as per pass book (dr)

Amount

8,250

12,000

Amount

10,500

8,250

12,000

6,750

39. Remuneration paid for servicesiscalled commission. Commissionisawayspaid on sales. Over-riding
commissionisan extracommission allowed to the consigneein addition to thenorma commission. Such

additional commissionisgenerdly alowed:

(i) To provide additional incentive to the consignee for the purpose of introducing and creating a

market for a new product

(i) Toprovideincentive for supervising the performance of other agentsin aparticular area

(i) To provide incentive for ensuring that the goods are sold by the consignee at the highest possible

price.

Here Ram, the manager, isentitled to get acommission of Rs. 25 per article sold plus¥4h of the amount
by which the gross sales proceeds|esstotal commission there on exceed asum at therate of Rs. 125 per

article sold. Ram sold 450 articles at Rs. 73,800.
Articlessold =450

So basic commission =450 x 25=11,250.

L et the total commission be x (say)

Extracommission = 1/4 (sales proceeds—x — 125 x articles sold) = 1/4 of (73,800 —x — 125 x 450)

Or x — 11250 = 1/4 (17,550 —x)
Or x — 11250 = 4,387.5— x/4
Orx +x/4=4,387.5+ 11,250 = 15,637.5

Total commisson=x=Rs. 12,510

40. Consignment isthe act of consigning, whichisplacing any materia inthe hand of another, but retaining

ownership until the goods are sold or person istransferred.
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Consignment account

Date Particulars Amount  Date Particulars Amount
To goods sent on
consignment A/c(100 x 500) 50,000 By Nirmal-sales (60 x 700) 42,000
To bank-packing charges 2,000 By closinginventory 21,440
To bank-forwarding charges 400
Tobank-freight 600
To nirmal-cartage 600
To Nirmal-godown charges 500
ToNirmal-commission
(6% of 42,000) 2520
To profit on consignment 6,320
63,400 63,400

Vdudtion of closinginventory:

Cost of goods consigned = 50,000

Add: packing and dispatch = 2,000

Add: freight =600

Add: forwarding charges =400

Add: cartage by consignee = 600

Tota cost =53,600

Cost of unsold goods = 53,600 x 40/100 = 21,440

41. Lossof quantity of goodsinthenormal courseof businessandinherent and thusinevitable or unavoidable,
such asloss because of 1oading and unloading of goods, |eakage, evaporation or shrinkageisknown as
normal loss.

The treatment of normal loss is to charge it to consignment account. The total cost of goods sent is
charged to the units remaining. Value of inventory isinflated to cover the normal loss. In other words
such lossisabsorbed by the remaining units.

No separate entry is made in the books of consignor in case of normal. such loss is considered while
caculating the cost of inventory left unsold with the consignee. Thevalue of unsold stock on consignment
isincreased because the value of stock is the proportion of the cost of the goods consigned and direct
expensesthat the quantity of inventory bearsto thetotal quantity of goodsconsigned asdiminished by the
normal loss of goods.
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Here PARIKH & CO. of Nagpur consigned D of Delhi 1,000 Kgs. of Oil @ Rs. 13 per Kg.
Consignor spent Rs. 750 on cartage, Insurance and freight. On the way due to leakage

50 kg. of oil was spoiled (Normal loss) D spent Rs. 500 on Octroi and carriage. His selling expenses
were Rs. 400 on 800 kg. of oil sold.

Unitslost =50 kgs
Closing inventory = 1,000 —50—-800= 150 kgs
Cost of goods consigned = 13,000 + 750 + 500 = Rs. 14,250

Vaueof closnginventory = unitsof unsoldinventory x (original cost of goodsconsigned + direct expenses)/
(total units—unitslost)

=150 % 14,250/950 = 2,250Rs.

42. In case of revauation, the depreciation is calculated on the total revalued amount over a period of
balance useful lives assessed on the date of revaluation. New cost for the purpose of depreciation will be
gross cost less accumulated depreciation on the date of revauation. Along with this, the revaluation
reserveisamortised to theincome statement based on the useful life of the asset towhichit relates. This
isdoneto ensurethat depreciation onthereva ued amountsshouldn’ t inflate/ deflate theincome statement.

Date Particular Amount Amount
Cost of machinery 1,35,000
Less Depreciation for 5 yearson straight line basis
(1,35,000-5,000)/10% 5= 65,000
End of 5" year Wav of the machinery 70,000
6" year Depreciation (70,000-5,000)/8 8,125

43. Goods returned to supplier will decrease balance in supplier’s alc and will decrease purchases (add
profit).

44,  Ajointventure (JV) isabusinessagreement inwhichthe partiesagreeto devel op, for afinitetime, anew
entity and new assetsby contributing equity. They exercise control over the enterprise and consequently
share revenues, expenses and assets.

Profit on venture can be ascertained with the help of the joint venture account.

Goods bought on joint venture aswell as expensesincurred in connection with the business are debited
to thejoint venture account and credited to the coventurer’saccount or thejoint bank account. Whenthe
goods are sold, the amount thereof is debited to the coventurer’s account or the joint bank account and
credited to thejoint venture account. If the parties have taken over plant or materia s etc., the value will
be debited to the account of the party concerned and credited to the joint venture account. The joint
venture account will now show profit or loss which will be transferred to the personal accounts of the
respective partiesin their profit sharing ratio.

Common Proficiency Test (CPT) Volume- | 823

© Thelnstitute of Chartered Accountants of India



ANSWERS

Joint venture A/c

Date Particulars Amount  Date Particulars Amount
To A- purchases 2,00,000 By B-sde 2,550,000
ToA-commission 2,000

ToB-commission 12,500

To net profit transferred to- 35,500

A-23667

B-11833

45.  Owner'scapita refersto thesum of thebusinessresourcesowned by thebusinessowners. Itiscal culated
through the subtraction of assetsfrom liabilities. WWhen abusinesspaysall itsdebts, theamount remaining
belongs to the business owner and it isthe one that isreferred to as Owners Capital or Owners Equity.

Formulasof closing capital:

Closing capitd =

Opening capital + profit OR

Opening capital + profit + additional capital —drawings—interest on drawings

Profit = closing capital —opening capita —additiond capital + drawings= 16,430—12,000—4,000 + 3,000
=Rs. 3,430

46.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio isan important aspect to be considered on recongtitution by
admission. I n academic accounting, changein profit sharing ratio can be presented in variousways. The
exigting partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Followingistheformulafor calculating new ratio

New ratio = Old ratio — Sacrificing ratio

New ratio

Partners Old ratio Gain/(sacrifice) New ratio

A 58 1/10 5/8—1/10=42/80
B 38 1/10 3/8—1/10=22/80
C 1/5=16/80

Thusthe new profit sharingratioisA:B:C=42:22:16=21:11:8.
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47.  When anew partner comesinto the business, old partners have to give him his profit share from their
portion. Thus changein profit sharing ratio is an important aspect to be considered on reconstitution by
admission. I n academic accounting, changein profit sharing ratio can be presented in variousways. The
existing partners may decide to change their profit sharing ratio for various reasons. When the profit
sharing ratio is revised among existing partners, there ought to be apartia sacrifice of profit share by
some partners in favour of others. The sacrifice of one or agroup of partners becomes the gain of the
remaining partners. Followingistheformulafor calculating new ratio

New ratio = Old ratio — Sacrificing ratio

New ratio

Partners Old ratio Gain/(sacrifice) New ratio

A 35 1/5 OF 3/5 = (3/25) 3/5-3/25=12/25
B 25 2/5 of 2/5 = (4/25) 2/5—-4/25=16/25
C 7125 7125

Thusthe new profit sharingratioisA:B: C=12:6:7.

48.  Weighted average method : Thismethod isamodified version of average profit method. In thismethod
each year profitisassigned aweight i.e. 1, 2, 3, 4 etc. Theresfter each year profit is multiplied by the
weight and find product. The total of productsisdivided by the total of weight. Asaresult wefind the
weighted average profit. After this the value of goodwill is calculated to multiplied the weight average
profit into the agreed number of year’s purchase. Thus the goodwill is calculated as follows

Weighted average profit = Total product of profit/Total of weights
Value of goodwill = Weighted average profit x number of year of purchase

(Note : This method is used when we observe that there is a tendency to increase the annua profits.
Latest year profit is assigned the highest weight.)

Year Profits Weights Product
2005 43,000 1 43,000
2006 50,000 2 1,00,000
2007 52,000 3 1,56,000
2008 65,000 4 2,60,000
2009 85,000 5 4,25,000
total 2,95,000 15 9,84,000

Weighted average profit = 9,84,000/15 = 65,600
Value of goodwill = 65,600 x 2=Rs. 1,31,200
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49.  Whenanew partner isadmitted in the firm, the existing/old partners have to sacrifice, what isgiven to
thenew partner, fromtheir future profits, thereputation they havegainedin their past effortsand theside
of capita they have taken before. The new partner when admitted, has to compensate for al these
sacrifices made by the old ones. The compensation for such sacrifice can be termed as ‘goodwill’.
Hence, at thetime of admission of thenew partner, it isnecessary to account the valuation of goodwill in
thefirm.

Here Mohan's share in profit is 1/5"

the combined capital of Ramesh and Suresh=1,02,900 + 73,500 = 1,76,400.
Thiscombined capital congtitutes 4/5th of thetotal capital

Sototal capitd of thefirmwill be=1,76,400 x 5/4 = Rs. 2,20,500
ThusC'scapita will be=2,20,500/5=Rs. 44,100.

50. Closing inventory isthe amount of inventory that abusiness ill has on hand at the end of areporting
period. The amount of closing stock (properly valued) is used to arrive a the cost of goods sold in a
periodicinventory systemwiththefollowing calculation:

Opening stock + Purchases — Closing stock = Cost of goods sold

Here cost of goods sold = sales—margin = sales—20% of sales= 2,70,000—20% of 2,70,000=2,70,000
—54,000=Rs. 2,16,000

Thus closing inventory = purchases— cost of goods sold = 3,00,000—2,16,000 = Rs. 84,000.

51. Sometimes, acceptor of abill finds himself unable to meet his acceptance on the due date. So he may
approach the drawer of the bill before the maturity date arrives, to cancel the old bill and draw anew bill
with extended date. The acceptor inthiscasewill of course haveto pay interest for the extended period.
When abill of exchangeis dishonored, the holder can get such fact noted on the bill by anotary public.
The advantages of noting isthat the evidence of dishonored is secured. The noting isdone by recording
thefact of dishonored, the date of dishonor, the reason of dishonor, if any. For doing all this the notary
public charges hisfeeswhichis called noting charges.

In case the bill isrenewed theinterest will not be charged on the noting charges which will be treated
separately and will not be clubbed with the amount of the bill.

Here Total amount of the A’'s acceptance = 2,500
Amount paidin cash = 1,000
Amount of the renewed bill =amount remaining + interest = 1,500 + 50 = Rs. 1,550

52. Ramesh, an employeegetsasadary of Rs. 10,000.The goodswithdrawn by Ramesh for personal usewill
bedebited to hissalary Rs6000at cost and thewhen hereceived Rs. 6,000 againin cashfor saary hegot
Rs (6,000 + 6,000 — 10,000) = 2,000 excess salary so it should be debited to salaries paid in advance as
per thematching principle.

53. Billsof exchangeisafinancia service, where the Bank purchases drawn bills, from the domestic trade
transactions, confirmed in particular with aninvoice- with right of recourseto you - and creditsyou with
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theamount of thebill of exchangelessdiscount interest and additional costsrelated tothehill, accruedin
advance from the discount date to the bill payment term.

Here amount of the bill = 30,000
The bill was accepted by B on 1% January but was discounted on 4" February so,
Amount to be paid to bank on discounting at 12%pa= 30,000 x 12/100 x 2/12 = Rs. 600.
54, Amount received on application = 14,000 x 30 = Rs. 4,20,000
Amount received on alotment = 14,000 x 35 = Rs. 4,90,000
Amount received onfirst and final call = 13,800 x 35 = Rs. 4,83,000
Cash book balancewill be=4,20,000 + 4,90,000 + 4,83,000 = Rs. 1,39,3000
55. Share capital in case of forfeiture will be debited by Rs. 100 x 8 (2.50 + 2.50 + 3) = Rs. 800.

56.  Whenthesharesforfeited arereissued at discount, Bank account isdebited by the amount received and
Share capital account is credited by the paid up amount. The amount of discount alowed is debited to
Share Forfeited Account. This is for adjusting the amount of discount so alowed from the amount
forfeited at the time of forfeiture.

Now the amount of discount allowed on reissue of shares at the most can be equal to the forfeited
amount on such shares. In that case the share forfeited account after reissue will show a zero balance.
But in case, thisamount of discount islessthan theamount forfeited, theremaining forfeited amount will
be profit for the company. This profit is a capital gain to the company and is transferred to Capita
Reserve account.

In the above question discount on shares reissued = number of shares reissued x discount allowed per
share =500 x 2 = Rs. 1,000.

Amount available for the reissued shares in shares forfeiture account = number of shares reissued x
amount forfeited per share = 500 x (8) = Rs. 4,000

The surplus amount to be transferred to capital reserve account = 4,000 — 1,000 = Rs. 3,000.
57.  Tota vaueof business purchased = Rs. 3,30,000

Amount to be paid by issue of 12% debentures = 3,30,000

Value per debenture a premium = Rs. 110

Thus number of debenturesto beissued = 3,30,000/110 = 3,000 debentures

58. A company may issue debentures with the stipul ation that the repayment of the debentures on maturity
will be made a premium.

The amount of the premium payableis debited to Loss on Issue of DebenturesA/c at the time of issue
of debentures. Thisamount will also be written off in the same manner asis donein case of writing off
Discount on Issue of Debentures.
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So here the Loss on issue of debentureswill be = 5% of 2,00,000 = Rs. 10,000
59.  Theamount of debenture discount can be written off in two ways:

1. All debentures areto be redeemed after afixed period. When the debentures are to be redeemed after
afixed period, the amount of discount will be distributed equally within the number of years spreaded
between theissue of debentures and their redemption. Theamount of discount onissue of debenturesto
be written off each year is calculated as

Amount of discount to be written off annually = Total amount of Discount/Number of years
2. Debentures are redeemed in instalments

Debentures may also be redeemed in instalments but over a fixed period. In that case the amount of
debenture discount will be written off each year in proportion to the amount of debentures redeemed.

Here On 1st Jan. 2010, aLimited Co. issued 14% Rs. 1,00,000 debentures at a discount of 6%
repayable at the end of 5 years.
Tota discount = 6% of 1,00,000 = Rs. 6,000
Here Amount of discount to be written off annualy
= Total amount of Discount/Number of years
=6,000/5=Rs. 1,200
60. Here company issued debentures of the face value of Rs. 1,00,000 at a discount of 6% on

Jan. 1, 2004. These debentures are redeemable by annual drawings of Rs. 20,000 made on 31st Dec.
each year. The directors decided to write off discount based on the debentures outstanding each year.

Tota discount = 6% of 1,00,000 = Rs. 6,000

Calculation of discount to be written off every year

Date Debentures to be redeemed Discount written off
31.12.2009 1,00,000 6,000 % 5/15=2,000
31.12.2010 80,000 6,000 x 4/15=1,600
31.12.2011 60,000 6,000 x 3/15=1,200
31.12.2012 40,000 6,000 % 2/15=800
31.12.2013 20,000 6,000 % 1/15=400

So Discount to be written off in the fifth year will be Rs. 400.

828 Common Proficiency Test (CPT) Volume- |

© Thelnstitute of Chartered Accountants of India



© The Institute of Chartered Accountantsof India



© The Institute of Chartered Accountantsof India



	00
	01
	02
	03
	04
	05
	06
	07
	08
	08a
	09
	10
	11
	12
	13
	14
	15
	16
	17
	18
	19
	Binder1.pdf
	20
	21
	22

	Untitled



