Test Series: April, 2023
MOCK TEST PAPER 2
FINAL COURSE: GROUP - |
PAPER - 1: FINANCIAL REPORTING

Question No.1 is compulsory. Candidates are required to answer any four questions from the
remaining five questions.

Wherever necessary, suitable assumptions may be made and disclosed by way of a note.
Working notes should form part of the answers.
Time Allowed - 3 Hours Maximum Marks - 100

1. (a) Master Creator Private Limited (a subsidiary of listed company) is an Indian company to whom
Ind AS are applicable. Following draft balance sheet is prepared by the accountant for year
ending 31st March 20X2.

Balance Sheet of Master Creator Private Limited as at 31st March, 20X2

Particulars 4
ASSETS
Non-current assets
Property, plant and equipment 85,37,500
Financial assets
Other financial assets (Security deposits) 4,62,500
Other non-current assets (capital advances) 17,33,480
Deferred tax assets 2,54,150
Current assets
Trade receivables 7,25,000
Inventories 5,98,050
Financial assets
Investments 55,000
Other financial assets 2,17,370
Cash and cash equivalents 1,16,950
TOTAL ASSETS 1,27,00,000
EQUITY AND LIABILITIES
Equity share capital 10,00,000
Non-current liabilities
Other Equity 25,00,150
Deferred tax liability 4,74,850
Borrowings 64,00,000
Long term provisions 5,24,436

Current liabilities
Financial liabilities
Other financial liabilities 2,00,564
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Trade payables 6,69,180
Current tax liabilities 9,30,820
TOTAL EQUITY AND LIABILITIES 1,27,00,000

Additional Information:

1.

5.

On 1st April 20X1, 8% convertible loan with a nominal value of ¥ 64,00,000 was issued by
the entity. It is redeemable on 31st March 20X5 also at par. Alternatively, it may be
converted into equity shares on the basis of 100 new shares for each ¥ 200 worth of loan.

An equivalent loan without the conversion option would have carried interest at 10%.
Interest of T 5,12,000 has already been paid and included as a finance cost.

Present Value (PV) rates are as follows:

Year End @ 8% @ 10%
1 0.93 0.91
2 0.86 0.83
3 0.79 0.75
4 0.73 0.68

After the reporting period, the board of directors have recommended dividend of
T 50,000 for the year ending 31st March, 20X1. However, the same has not been yet
accounted by the company in its financials.

‘Other current financial liabilities’ consists of the following:

Particulars Amount (%)
Wages payable 21,890
Salary payable 61,845
TDS payable 81,265
Interest accrued on trade payables 35,564

Property, Plant and Equipment consists following items:

Particulars Amount () | Remarks

Building 37,50,250 | Itis held for administration purposes

Land 15,48,150 | It is held for capital appreciation

Vehicles 12,37,500 | These are used as the conveyance for employees

Factory premises 20,01,600 | The construction was started on 31st March 20X2
and consequently no depreciation has been
charged on it. The construction activities will
continue to happen, and it will take 2 years to
complete and be available for use.

The composition of ‘other current financial assets’ is as follows:

Particulars Amount (%)

Interest accrued on bank deposits 57,720

Prepaid expenses 90,000

Royalty receivable from dealers 69,650
2
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6. Current Investments consist of securities held for trading which are carried at fair value
through profit & loss. Investments were purchased on 1st January,20X2 at ¥ 55,000 and
accordingly are shown at cost as at 315t March 20X2. The fair value of said investments as
on 31st March 20X2 is % 60,000.

7. Trade payables and Trade receivables are due within 12 months.
8. There has been no changes in equity share capital during the year.

9. Entity has the intention to set off a deferred tax asset against a deferred tax liability as they
relate to income taxes levied by the same taxation authority and the entity has a legally
enforceable right to set off taxes.

10. Other Equity consists retained earnings only. The opening balance of retained earnings
was ¥ 21,25,975 as at 15t April 20X1.

11. No dividend has been actually paid by company during the year.

12. Assume that the deferred tax impact, if any on account of above adjustments is correctly
calculated in financials.

Being Finance & Accounts manager, you are required to identify the errors and misstatements if
any in the balance sheet of Master Creator Private Limited and prepare corrected balance sheet
with details on the face of the balance sheet i.e. no need to prepare notes to accounts, after
considering the additional information. Provide necessary explanations/workings for the treated
items, wherever necessary. (16 Marks)

On the first day of a financial year, A Ltd. invested in the equity share capital of B Ltd. at a cost of
¥ 1,00,000 to acquire 25% share in the voting power of B Ltd. A Ltd. has concluded that B Ltd. is
an associate of A Ltd. At the end of the year, B Ltd. earned profit of ¥ 10,000 and other
comprehensive income of T 2,000. In that year, B Ltd. also declared dividend to the extent of
T 4,000. Pass necessary entries in the books of A Ltd. to account for the investment in associate.

(4 Marks)

During the financial year 20X1-20X2, Akola Limited have paid various taxes & reproduced the
below mentioned records for your perusal:

- Capital gain tax of ¥ 20 crore on sale of office premises at a sale consideration of
T 100 crore.

- Income Tax of T 3 crore on Business profits amounting T 30 crore (assume entire business
profit as cash profit).

- Dividend Distribution Tax of ¥ 2 crore on payment of dividend amounting ¥ 20 crore to its
shareholders.

- Income tax Refund of ¥ 1.5 crore (Refund on taxes paid in earlier periods for business profits).

You need to determine the net cash flow from operating activities, investing activities and
financing activities of Akola Limited as per relevant Ind AS. (5 Marks)

A business has four items of inventory. A count of the inventory has established that the
amounts of inventory currently held, at cost, are as follows:

i
Cost Estimated Sales price  Selling costs
Inventory item A1 8,000 7,800 500
Inventory item A2 14,000 18,000 200
Inventory item B1 16,000 17,000 200
Inventory item C1 6,000 7,500 150
Determine the value of closing inventory in the financial statements of a business. (4 Marks)

3

© The Institute of Chartered Accountants of India



(c) Voya Limited issued 1,000 share options to each of its 200 employees for an exercise price of
T 10. The employees are required to stay in employment for next 3 years. The fair value of the
option is estimated at ¥ 18.

90% of the employees are expected to vest the option.

The Company faced severe crisis during the 2" year and it was decided to cancel the scheme
with immediate effect. The market price of the share at the date of cancellation was ¥ 15.

The following information is available:
o Fair value of the option at the date of cancellation is ¥ 12.

e The company paid compensation to the employees at the rate of ¥ 13.50. There were only
190 employees in the employment at that time.

You are required to show how cancellation will be recorded in the books of the Company as per
relevant Ind AS. (6 Marks)

(d) On 1 January 20X8, entity J enters into a one-year contract with a customer to deliver water
treatment chemicals. The contract stipulates that the price per container will be adjusted
retroactively once the customer reaches certain sales volume, defined, as follows:

Price per container Cumulative sales volume

<100 1-1,000,000 containers
790 1,000,001 - 3,000,000 containers
385 3,000,001 containers and above

Volume is determined based on sales during the calendar year. There are no minimum purchase
requirements. Entity J estimates that the total sales volume for the year will be 2.8 million
containers, based on its experience with similar contracts and forecasted sales to the customer.

Entity J sells 700,000 containers to the customer during the first quarter ended 31st March 20X8
for a contract price of ¥ 100 per container.

How should entity J determine the transaction price? (5 Marks)

3. (a) Entity X is an Indian entity whose functional currency is Indian Rupee. It has taken a plant on
lease from Entity Y for 5 years to use in its manufacturing process for which it has to pay annual
rentals in arrears of USD 10,000 every year. On the commencement date, exchange rate was
USD =% 68. The average rate for Year 1 was T 69 and at the end of year 1, the exchange rate
was T 70. The incremental borrowing rate of Entity X on commencement of the lease for a USD
borrowing was 5% p.a.

How will entity X measure the right of use (ROU) asset and lease liability initially and at the end
of Year 1? (8 Marks)

(b) ABC Company issued 10,000 compulsory cumulative convertible preference shares (CCCPS) as
on 1 April 20X1 @ ¥ 150 each. The rate of dividend is 10% payable every year. The preference
shares are convertible into 5,000 equity shares of the company at the end of 5™ year from the
date of allotment. When the CCCPS are issued, the prevailing market interest rate for similar
debt without conversion options is 15% per annum. Transaction cost on the date of issuance is
2% of the value of the proceeds.
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4.

(a)

Key terms:

Date of Allotment 01-Apr-20X1
Date of Conversion 01-Apr-20X6
Number of Preference Shares 10,000
Face Value of Preference Shares 150
Rate of dividend 10%
Market Rate for Similar Instrument 15%
Face value of equity share after conversion 10
Number of equity shares to be issued 5,000
Effective interest rate 15.86%

You are required to compute the liability and equity component and pass journal entries for entire
term of arrangement i.e. from the issue of preference shares till their conversion into equity
shares keeping in view the provisions of relevant Ind AS. (12 Marks)

At 31st March, 20X1 the issued share capital of SB Limited consisted of 20,00,000 ordinary
shares of ¥ 1 each. On 1st July 20X1, the Company issued < 25,00,000 of 8% convertible loan
stock for cash at par. Each ¥ 100 nominal of the loan stock may be converted, at any time during
the years ended 20X6 to 20X9, into the number of ordinary shares set out below:

e 31stMarch, 20X6: 135 Ordinary Shares
e 31stMarch, 20X7: 130 Ordinary Shares
e 31stMarch, 20X8: 125 Ordinary Shares
e 31stMarch, 20X9: 120 Ordinary Shares
If the loan stock is not converted by 20X9, they would be redeemed at par.

It is assumed that the written equity conversion option is accounted for as a derivative liability
and marked to market through profit or loss. The change in the options fair value reported on
31st March 20X2 and 31st March 20X3 amounted to losses of ¥ 5,000 and ¥ 5,300 respectively.
Further, it is assumed that there are no tax consequences arising from these losses.

The profit before interest, fair value movements and taxation for the year ended 31st March, 20X2
and 20X3 amounted to ¥ 16,50,000 and T 17,90,000 respectively and relate wholly to continuing
operations. The rate of tax for both the periods is 33% (including cess and surcharge if any).

Calculate Basic and Diluted EPS for 31st March 20X2 & 31st March 20X3. (8 Marks)
Identify the type of joint arrangements in each of the following scenarios:

() X Ltd and Y Ltd, manufacturing similar type of mobile phones, form a joint arrangement to
manufacture and sell mobile phones. Under the terms of the arrangement, both X Ltd and Y
Ltd are to use their own assets to manufacture the mobile phones and both are responsible
for liabilities related to their respective manufacture. The arrangement also lays down the
distribution revenues from the sale of the mobile phones and expenses incurred thereof. X
Ltd however has exclusive control over the marketing and distribution functions and does
not require the consent of Y Ltd in this aspect. No separate entity is created for the
arrangement.
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(v)

(vi)

Continuing with (i) above, what would be the classification of the joint arrangement if X Ltd
and Y Ltd both jointly control all the relevant activities of the Joint arrangement including the
marketing and the distribution functions?

What would be the classification of the joint arrangement if under the terms of the
arrangement, a separate entity is created to manufacture the mobile phones.

Continuing with (iii) above, the joint arrangement is a means of manufacturing mobile
phones on a common platform but the output of the joint arrangement is purchased by both
X Ltd and Y Ltd in the ratio of 50:50. The joint arrangement cannot sell output to third
parties. The price of the output sold to X Ltd and Y Ltd is set by both the parties to the
arrangement to cover the production costs and other administrative costs of the joint
arrangement entity.

Would your answer in (iv) above be different if X Ltd and Y Ltd sold their respective share of
output to third parties?

Assume that in (iv) above, the contractual terms of the arrangement were modified so that
the joint arrangement entity is not obliged to sell the output to X Ltd and
Y Ltd but was able to sell the output to third parties. (7 Marks)

(e) XYZ Ltd. has eight segments namely A, B, C, D, E, F, G and H. The information regarding
respective segments for the year ended 31st March, 20X1 is as follows:

Segments A B c D E F G H
External sales 0 255 15 10 15 50 25 35
Inter-segment sales 100 60| 30 5 L o .
Total 100 315 45| 15| 5| 50| 25| 35
Segment result 5 90) | 15| (9) 8 (5) 5 7
Profit/(Loss)

Segment assets 15 47 5 11 3 5 5 9

Identify which of the above segments out of A to H would be considered as reportable segments
of XYZ Ltd. for the year ending 31st March, 20X1? (5 Marks)

5. (a) E Ltd. owns a machine used in the manufacture of steering wheels, which are sold directly to
major car manufacturers.

The machine was purchased on 1st April, 20X1 at a cost of ¥ 5,00,000 through a vendor
financing arrangement on which interest is being charged at the rate of 10% per annum.

During the year ended 31t March, 20X3, E Ltd. sold 10,000 steering wheels at a selling
price of ¥ 190 per wheel.

The most recent financial budget approved by E Ltd.’s management, covering the period
1st April, 20X3 — 315t March, 20X8, including that the company expects to sell each steering
wheel for ¥ 200 during 20X3-20X4, the price rising in later years in line with a forecast
inflation of 3% per annum.

During the year ended 31st March, 20X4, E Ltd. expects to sell 10,000 steering wheels. The
number is forecast to increase by 5% each year until 31st March, 20X8.

E Ltd. estimates that each steering wheel costs ¥ 160 to manufacture, which includes ¥ 110
variable costs, ¥ 30 share of fixed overheads and X 20 transport costs.

6
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o Costs are expected to rise by 1% during 20X4-20X5, and then by 2% per annum until
31st March, 20X8.

e  During 20X5-20X6, the machine will be subject to regular maintenance costing ¥ 50,000.

o In 20X3-20X4, E Ltd. expects to invest in new technology costing ¥ 1,00,000. This
technology will reduce the variable costs of manufacturing each steering wheel from ¥ 110
to ¥ 100 and the share of fixed overheads from ¥ 30 to ¥ 15 (subject to the availability of
technology, which is still under development).

e E Ltd. is depreciating the machine using the straight line method over the machine’s
10 year estimated useful life. The current estimate (based on similar assets that have
reached the end of their useful lives) of the disposal proceeds from selling the machine is
T 80 000 net of disposal costs. E Ltd. expects to dispose of the machine at the end of
March, 20X8.

o ELtd. has determined a pre-tax discount rate of 8%, which reflects the market’s assessment
of the time value of money and the risks associated with this asset.

Assume a tax rate of 30%. What is the value in use of the machine in accordance with
Ind AS 367 (10 Marks)

(b) On 1st April, 20X1, S Limited enters into a contract with Corp Limited to construct heavy-duty
equipment for a promised consideration of ¥ 20,00,000 with a bonus of ¥ 2,50,000 if the
equipment is completed within 24 months. At the inception of the contract, S Limited correctly
accounts for the promised bundle of goods and services as a single performance obligation in
accordance with Ind AS 115. At the inception of the contract, the Company expects the costs to
be ¥ 11,00,000 and concludes that it is highly probable that a significant reversal in the amount
of cumulative revenue recognised will occur. Completion of the heavy-duty equipment is highly
susceptible to factors outside of the Company’s influence, mainly due to difficulties with the
supply of components.

At 31st March, 20X2, S Limited has satisfied 65% of its performance obligation on the basis of
costs incurred to date and concludes that the variable consideration is still constrained in
accordance with Ind AS 115. However, on 4 June 20X2, the contract is modified with the result
that the fixed consideration and expected costs increase by ¥ 1,50,000 and ¥ 80,000
respectively. The time allowable for achieving the bonus is extended by six months with the
result that S Limited concludes that it is highly probable that the bonus will be achieved and that
the contract remains a single performance obligation.

S Limited wants your opinion on the accounting treatment of contract with Corp Limited in light of
Ind AS 115, for the year 20X1-20X2 and 20X2-20X3. (10 Marks)

6. (a) RKA Private Ltd is an old company established in 19XX. The company started with a very small
capital base and today it is one of the leading companies in India in its industry. The company
has an annual turnover of ¥ 11,000 crores and planning to get listed in the next year.

The company has a large employee base. The company provided a defined benefit plan to its
employees. Following is the information relating to the balances of the fund’s assets and

liabilities as at 1st April, 20X1 and 31st March, 20X2. Zinlacs
Particulars 1st April, 20X1 31st March, 20X2
Present value of benefit obligation 1,400 1,580
Fair value of plan assets 1,140 1,275
7
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For the financial year ended 315t March, 20X2, service cost was ¥ 55 lacs. The company made a
contribution of an amount of ¥ 111 lacs to the plan. No benefits were paid during the year.

Consider a discount rate of 8%.
You are required to -

(@) Compute the balance(s) of the company to be included its balance sheet as on
31st March, 20X2 and amounts to be recognized in the statement of profit and loss and other
comprehensive income for the year ended 31st March, 20X2.

(b) Give the journal entries in respect of amount(s) to be recognized. (8 Marks)

(b) Government of India provides loans to MSMEs at a below-market rate of interest to fund the set-
up of a new manufacturing facility. Sukshma Limited's date of transition to Ind AS is
1st April 2020.

In financial year 2014-2015, the Company had received a loan of ¥ 2.0 crore at a below -market
rate of interest from the government. Under Indian GAAP, the Company had accounted for the
loan as equity and the carrying amount was ¥ 2.0 crore at the date of transition. The amount
repayable on 31st March 2024 will be ¥ 2.50 crore.

The Company has been advised to recognize the difference of ¥ 0.50 crores in equity by
correspondingly increasing the value of various assets under property, plant & equipment by an
equivalent amount on proportionate basis. Further, on 31st March 2024 when the loan has to be
repaid, ¥ 2.50 crore should be presented as a deduction from property, plant & equipment.

Discuss the above treatment and share your views as per applicable Ind AS. (7 Marks)
(c) Either

Solar Limited has an 80% interest in its subsidiary, Mars Limited. Solar Limited holds a direct
interest of 25% in Venus Limited. Mars Limited also holds a 30% interest in Venus Limited. The
decisions concerning relevant activities of Venus Limited require a simple majority of votes. How
should Solar Limited account for its investment in Venus Limited in its consolidated financial
statements?

OR

Company P Ltd., a manufacturer of textile products, acquires 40,000 equity shares of Company X
(a manufacturer of complementary products) out of 1,00,000 shares in issue. As part of the
same agreement, the Company P purchases an option to acquire an additional 25,000 shares.
The option is exercisable at any time in the next 12 months. The exercise price includes a small
premium to the market price at the transaction date.

After the above transaction, the shareholdings of Company X’s two other original shareholders
are 35,000 and 25,000. Each of these shareholders also has currently exercisable options to
acquire 2,000 additional shares. Assess whether control is acquired by Company P. (5 Marks)
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