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Test Series: March, 2019 

Mock Test Paper - 1 

Final (New Course): Group I 

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. 

Total Marks: 100 Marks        Time Allowed: 3 Hours 

1. (a) H Ltd. acquired equity shares of S Ltd., a listed company, in two tranches as mentioned in the  

below table: 

Date Equity stake purchased Remarks 

1st November, 2016 15% The shares were purchased based on 
the quoted price on the stock exchange 
on the relevant dates. 

1st January, 2017 45% 

 Both the above-mentioned companies have INR as their functional currency.  Consequently, H 

Ltd. acquired control over S Ltd. on 1st January, 2017.  Following is the Balance Sheet of S Ltd. 

as on that date: 

Particulars Carrying value 

(Rs. in crore) 

 Fair value 

(Rs. in crore) 

ASSETS:   

Non-current assets 

(a) Property, plant and equipment 

(b) Intangible assets 

(c) Financial assets 

 - Investments 

Current assets 

(a) Inventories 

(b) Financial assets 

 - T rade receivables 

 - Cash held in functional currency 

(c) Other current assets 

Non-current asset held for sale 

 

40.0 

20.0 

100.0 

 

 

20.0 

 

20.0 

4.0 

 

4.0 

 

90.0 

30.0 

350.0 

 

 

20.0 

 

20.0 

4.5 

 

4.5 

TOTAL ASSETS 208  

EQUITY AND LIABILIT IES:   

Equity 

(a) Share capital (face value Rs.100) 

(b) Other equity 

Non-current liabilities 

(a) Financial liabilities 

 - Borrowings 

 

 

12.0 

141.0 

 

 

20.0 

 

 

50.4 

Not applicable 

 

 

20.0 
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Current liabilities 

(a) Financial liabilities 

 - T rade payables 

(b) Provision for warranties 

(c) Current tax liabilities 

 

28.0 

3.0 

4.0 

 

28.0 

3.0 

4.0 

TOTAL EQUITY AND LIABILIT IES 208.0  

 Other information: 

 Property, plant and equipment in the above Balance Sheet include leasehold motor vehicles 
having carrying value of Rs. 1 crore and fair value of Rs. 1.2 crore.  The date of inception of the 
lease was 1st April, 2010.  On the inception of the lease, S Ltd. had correctly classified the lease 

as a finance lease.  However, if facts and circumstances as on 1 st April, 2017 are considered, 

the lease would be classified as an operating lease. 

 Following is the statement of contingent liabilities of S Ltd.  as on 1 st January, 2017: 

Particulars Fair value 

 (Rs. in crore) 

Remarks 

Law suit filed by a customer for 
a claim of Rs. 2 crore 

0.5 It is not probable that an outflow of 
resources embodying economic 
benefits will be required to settle the 
claim. 

Any amount which would be paid in 
respect of law suit will be tax 
deductible. 

Income tax demand of Rs. 7 

crore raised by tax authorities; S 
Ltd. has challenged the demand 
in the court. 

2.0 It is not probable that an outflow of 

resources embodying economic 
benefits will be required to settle the 
claim. 

 In relation to the above-mentioned contingent liabilities, S Ltd. has given an indemnification 

undertaking to H Ltd. up to a maximum of Rs. 1 crore. 

 Rs. 1 crore represents the acquisition date fair value of the indemnification undertaking. 

 Any amount which would be received in respect of the above undertaking shall not be taxable. 

 The tax bases of the assets and liabilities of S Ltd. is equal to their respective carrying values 

being recognised in its Balance Sheet. 

 Carrying value of non-current asset held for sale of Rs. 4 crore represents its fair value less cost 

to sell in accordance with the relevant Ind AS. 

 In consideration of the additional stake purchased by H Ltd. on 1 st January, 2017, it has issued 
to the selling shareholders of S Ltd. 1 equity share of H Ltd. for every 2 shares held in S Ltd. 

Fair value of equity shares of H Ltd. as on 1st January, 2017 is Rs. 10,000 per share. 

 On 1st January, 2017, H Ltd. has paid Rs. 50 crore in cash to the selling shareholders of S Ltd. 

Additionally, on 31st March, 2019, H Ltd. will pay Rs. 30 crore to the selling shareholders of S 
Ltd. if return on equity of S Ltd. for the year ended 31st March, 2019 is more than 25% per annum.  
H Ltd. has estimated the fair value of this obligation as on 1st January, 2017 and 31st March, 

2017 as Rs. 22 crore and Rs. 23 crore respectively.  The change in fair value of the obligation is 

attributable to the change in facts and circumstances after the acquisition date. 
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 Quoted price of equity shares of S Ltd. as on various dates is as follows:  

 As on November, 2016     Rs. 350 per share 

As on 1st January, 2017   Rs. 395 per share 

As on 31st March, 2017           Rs. 420 per share 

 On 31st May, 2017, H Ltd. learned that certain customer relationships existing as on  

1st January, 2017, which met the recognition criteria of an intangible asset as on that date, were 
not considered during the accounting of business combination for the year ended 31st March, 
2017.  The fair value of such customer relationships as on 1st January, 2017 was Rs. 3.5 crore 

(assume that there are no temporary differences associated with customer relations; 

consequently, there is no impact of income taxes on customer relations). 

 On 31st May, 2017 itself, H Ltd. further learned that due to additional customer relationships 
being developed during the period 1st January, 2017 to 31st March, 2017, the fair value of such 

customer relationships has increased to Rs. 4 crore as on 31st March, 2017. 

 On 31st December, 2017, H Ltd. has established that it has obtained all the information necessary 

for the accounting of the business combination and that more information is not obtainable. 

 H Ltd. and S Ltd. are not related parties and follow Ind AS for financial reporting. Income tax rate 

applicable is 30%. 

 You are required to provide your detailed responses to the following, along with reasoning and 

computation notes: 

(a)  What should be the goodwill or bargain purchase gain to be recognised by H Ltd. in its 
financial statements for the year ended 31st March, 2017.  For this purpose, measure non-
controlling interest using proportionate share of the fair value of the identifiable net assets 

of S Ltd. 

(b)   Will the amount of non-controlling interest, goodwill, or bargain purchase gain so recognised 
in (a) above change subsequent to 31st March, 2017?  If yes, provide relevant journal  

entries. 

(c) What should be the accounting treatment of the contingent consideration as on  

31st March, 2017?  (20 Marks) 

2. (a) An entity has a nuclear power plant and a related decommissioning liability. The nuclear power 
plant started operating on April 1, 2015. The plant has a useful life of 40 years. Its initial cost was 
Rs. 1,20,000. This included an amount for decommissioning costs of Rs. 10,000, which 

represented Rs. 70,400 in estimated cash flows payable in 40 years discounted at a risk-adjusted 
rate of 5 per cent. The entity’s financial year ends on March 31. Assume that a market-based 
discounted cash flow valuation of Rs. 1,15,000 is obtained at March 31, 2018. It includes an 

allowance of Rs. 11,600 for decommissioning costs, which represents no change to the original 
estimate, after the unwinding of three years’ discount.  On March 31, 2019, the entity estimates 
that, as a result of technological advances, the present value of the decommissioning liability has 

decreased by Rs. 5,000. The entity decides that a full valuation of the asset is needed at  
March 31, 2019, in order to ensure that the carrying amount does not differ materially from fair 
value. The asset is now valued at Rs. 1,07,000, which is net of an allowance for the reduced 

decommissioning obligation. 

How the entity will account for the above changes in decommissioning liability if it adopts 

revaluation model?   (10 Marks) 
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(b) QA Ltd. is in the process of computation of the deferred taxes as per applicable Ind AS and 

wants guidance on the tax treatment for the following: 

(i)  QA Ltd. does not have taxable income as per the applicable tax laws, but pays 'Minimum 

Alternate Tax’ (MAT) based on its books profits. The tax paid under MAT can be carried 

forward for the next 10 years and as per the Company's projections submitted to its bankers, 

it is in a position to get credit for the same by the end of eighth year. The Company is 

recognising the MAT credit as a current asset under IGAAP. The amount of MAT credit as 

on 31st March, 2016 is Rs. 8.5 crores and as on 31st March, 2017 is Rs. 9.75 crores; 

(ii)  The Company measures its head office property using the revaluation model. The property 

is revalued every year as on 31st March. On 31st March, 2016, the carrying value of the 

property (after revaluation) was Rs. 40 crores whereas its tax base was Rs. 22 crores. 

During the year ended 31st March, 2017, the Company charged depreciation in its Statement 

of Profit and Loss of Rs. 2 crores and claimed a tax deduction for tax depreciation of Rs. 

1.25 crores. On 31st March, 2017, the property was revalued to Rs.45 crores. As per the 

tax laws, the revaluation of Property, Plant & Equipment does not affect taxable income at 

the time of revaluation. 

 The Company has no other temporary differences other than those indicated above. The 

Company wants you to compute the deferred tax liability as on 31st March, 2017 and the 

charge/credit to the Statement of Profit and Loss and/or Other Comprehensive Income for 

the same. Consider the tax rate at 20%.  (10 Marks) 

3. (a) QA Ltd. sold a property on 1st April, 2016 for Rs. 48 crores to raise cash for the future expansion 

of its business. The carrying value of the property on 1st April, 2016 was Rs. 50 crores and as per 
the independent valuation report the market value of the property is Rs. 55 crores and the distress 
sale value is Rs. 52 crores. The estimated future life of the property as on 1st April, 2016 was 40 

years.  

 However, since the administrative office of the Company was in the same premises and to avoid 

and logistic inconvenience, the Company on the same day has taken the same premises on the 

lease and the annual rental for 10 years is as follows:  

Year 1st 2nd 3r d 4th 5th 6th 7th 8th 9th 10th 

Rent in Rs. 

crores 
1.00 1.20 1.30 1.40 1.50 1.60 1.70 1.80 1.90 2.00 

 The lease agreement is for the period of 10 years, however the same is cancellable after initial  

period of 5 years. The Company as on date is expected to utilise the premises for entire period 

of 10 years.  

 As per market survey, rentals for a similar property for a similar period is expected to be  

Rs. 8.00 crores for the first five years and Rs. 11 crores for the next five years.  

 The Company wants you to suggest the accounting treatment of the above lease transaction as 

per applicable Ind AS. (8 Marks) 

 (b) (1)  QA Ltd. issued 10,00,000 of 8% Long Term bond-A Series of Rs. 1 each on  
1st April, 2016. The bond tenure is 3 years. Interest is payable annually on 1 st April each year. 
The investors expect an effective interest rate on the loan at 10%. QA Ltd. wants you to 

suggest the suitable accounting entries for the issue of these bonds as per applicable Ind AS. 
Consider the discounting factor 3 years, 10% discounting factor is 0.751315 and 3 years 

cumulative discounting factor is 2.48685.  
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(i)  What is the principal value of the bond at the initial recognition at the time of issue of 

bond as per applicable Ind AS?  

(ii)  What is the present value of the interest payment to be recognised as part of the sale 

price of the bond as per applicable Ind AS?  

(iii)  What are the proceeds of the sale of the bond to be recognized at the time of initial 

recognition as per applicable Ind AS?  

(iv)  What is the accounting entry to be passed at the time of accounting for payment of 

interest for the first year?  

(2)  QA Ltd. has also issued 10,00,000 of 8% Long Term Bond-B Series of Rs. 1 each on  

1st April, 2016. The bond tenure is 3 years. Interest is payable annually on 1 st April each 

year. However, the bond holders of this series are entitled to convert the bonds to shares 

of Rs. 1 each on the date of maturity, instead of receiving the principal repayment. Interest 

rate on the similar bond without conversion option is 10%. QA Ltd. has requested you to 

suggest the following for this type of instrument:  

(a)  What is entry to be passed at the date of issuance of the bond as per applicable Ind AS?  

(b)  What is entry to be passed at the date of conversion of the bond as per applicable  

Ind AS? (8 Marks) 

(c) X Ltd. owns 20% of the voting rights in Y Ltd. and is entitled to appoint one director to the board, 

which consist of five members. The remaining 80% of the voting rights are held by two entities, 

each of which is entitled to appoint two directors. 

A quorum of four directors and a majority of those present are required to make decisions. The 

other shareholders frequently call board meeting at the short notice and make decisions in the 

absence of X Ltd’s representative.  X Ltd has requested financial information from Y Ltd, but this 

information has not been provided. X Ltd’s representative has attended board meetings, but 

suggestions for items to be included on the agenda have been ignored and the other directors 

oppose any suggestions made by X Ltd. Is Y Ltd an associate of X Ltd.?    (4 Marks) 

4. (a) A company has a scheme for payment of settlement allowance to retiring employees. Under the 

scheme, retiring employees are entitled to reimbursement of certain travel expenses for class they 

are entitled to as per company rule and to a lump-sum payment to cover expenses on food and 

stay during the travel. Alternatively, employees can claim a lump sum amount equal to one month 

pay last drawn. 

 The company’s contentions in this matter are: 

(i) Settlement allowance does not depend upon the length of service of employee. It is 

restricted to employee’s eligibility under the Travel rule of the company or where option for 

lump-sum payment is exercised, equal to the last pay drawn. 

(ii) Since it is not related to the length of service of the employees, it is accounted for on claim 

basis. 

 State whether the contentions of the company are correct as per relevant Accounting Standard. 

Give reasons in support of your answer.  (5 Marks) 
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(b)      Either  

X Ltd. purchased a Property, Plant and Equipment four years ago for Rs. 150 lakhs and 

depreciates it at 10% p.a. on straight line method.  At the end of the fourth year, it has revalued 

the asset at Rs. 75 lakhs and has written off the loss on revaluation to the profit and loss account.  

However, on the date of revaluation, the market price is Rs. 67.50 lakhs and expected disposal  

costs are Rs. 3 lakhs.  What will be the treatment in respect of impairment loss on the basis that 

fair value for revaluation purpose is determined by market value and the value in use is estimated 

at Rs. 60 lakhs? (5 Marks) 

      Or  

 What is Integrated Reporting and what are i ts salient features?  (5 Marks) 

(c) From the following Profit and Loss Account of Kalyani Ltd., prepare a Gross Value Added 

Statement. Show also the reconciliation between Gross Value Added and Profit before Taxation.  

Profit and Loss Account for the year ended 31st March, 2019 

Income  Notes Amount Amount 

  (Rs. in lakhs) (Rs. in lakhs) 

Sales   206.42 

Other Income     10.20 

   216.62 

Expenditure     

Production and Operational Expenses 1 166.57  

Administration Expenses  2 6.12  

Interest and Other Charges 3 8.00  

Depreciation     5.69 186.38 

Profit before Taxes   30.24 

Provision for taxes      (3.00) 

   27.24 

Investment Allowance Reserve Written Back   0.46 

Balance as per Last Balance Sheet      1.35 

    29.05 

Transferred to:    

General Reserve  24.30  

Dividend     3.00 27.30 

Surplus Carried to Balance Sheet     1.75  
   29.05 

Notes: 

  (Rs. in lakhs) 

(1) Production and Operational Expenses  

 Decrease in Stock 30.50 

 Consumption of Raw Materials 80.57 

 Consumption of Stores 5.30 
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 Salaries, Wages, Bonus and Other Benefits 12.80 

 Cess and Local Taxes 3.20 

 Other Manufacturing Expenses  34.20 

  166.57 

(2) Administration expenses include inter-alia Audit fees of Rs. 1 lakh, Salaries and 

commission to directors Rs. 2.20 lakhs and Provision for doubtful debts Rs. 2.50 
lakhs. 

  (Rs. in lakhs) 

(3) Interest and Other Charges:  

 On Fixed Loans from Financial Institutions 3.90 

 Debentures 1.80 

 On Working Capital Loans from Bank 2.30 

  8.00 

 (10 Marks) 

5. (a) On April 1, 20X1, Pluto Ltd. has advance a loan for Rs. 10 lakhs to one of its employees for an 
interest rate at 4% per annum (market rate 10%) which is repayable in 5 equal annual installments 
along with interest at each year end.  Employee is not required to give any specific performance 

against this benefit. 

The accountant of the company has recognised the staff loan in the balance sheet equivalent to 

the amount disbursed i.e. Rs. 10 lakhs.  The interest income for the period is recognised at the 

contracted rate in the Statement of Profit and Loss by the company i.e. Rs. 40,000 (Rs. 10 lakhs 

x 4%). 

Analyse whether the above accounting treatment made by the accountant is in compliance with 

the Ind AS.  If not, advise the correct treatment alongwith working for the same.  (8 Marks) 

(b) A Ltd. had on 1st April, 2015 granted 1,000 share options each to 2,000 employees. The options 

are due to vest on 31st March, 2018 provided the employee remains in employment till 31 st March, 

2018. 

 On 1st April, 2015, the Directors of Company estimated that 1,800 employees would qualify for 

the option on 31st March, 2018. This estimate was amended to 1,850 employees on 31 st March, 

2016 and further amended to 1,840 employees on 31st March, 2017.  

 On 1st April, 2015, the fair value of an option was Rs. 1.20. The fair value increased to Rs. 1.30 

as on 31st March, 2016 but due to challenging business conditions, the fair value declined 

thereafter. In September 2016, when the fair value of an option was Rs. 0.90, the Directors 

repriced the option and this caused the fair value to increase to Rs. 1.05. Trading conditions 

improved in the second half of the year and by 31st March, 2017 the fair value of an option was 

Rs.1.25. QA Ltd. decided that additional cost incurred due to repricing of the options on 30th  

September, 2016 should be spread over the remaining vesting period from 30 th September, 2016 

to 31st March, 2018.  

The Company has requested you to suggest the suitable accounting treatment for these 

transaction as on 31 st March, 2017.  (6 Marks) 
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(c) During the year, QA Ltd. delivered manufactured products to customer K. The products were 

faulty and on 1st October, 2016 customer K commenced legal action against the Company 

claiming damages in respect of losses due to the supply of faulty product. Upon investigating the 

matter, QA Ltd. discovered that the products were faulty due to defective raw material procured 

from supplier F. Therefore, on 1st December, 2016, the Company commenced legal action 

against F claiming damages in respect of the supply of defec tive raw materials.  

 QA Ltd. has estimated that it's probability of success of both legal actions, the action of K against 

QA Ltd. and action of QA Ltd. against F, is very high. 

 On 1st October, 2016, QA Ltd. has estimated that the damages it would have to pay K would be 

Rs. 5 crores. This estimate was revised to Rs. 5.2 crores as on 31st March, 2017 and Rs. 5.25 

crores as at 15th May, 2017. This case was eventually settled on 1st June, 2017, when the 

Company paid damages of Rs. 5.3 crores to K. 

 On 1st December, 2016, QA Ltd. had estimated that it would receive damages of Rs. 3.5 crores 

from F. This estimate was revised to Rs. 3.6 crores as at 31st March, 2017 and Rs. 3.7 crores as 

on 15th May, 2017. This case was eventually settled on 1st June, 2017 when F paid Rs. 3.75 

crores to QA Ltd. QA Ltd. had, in its financial statements for the year ended 31 st March, 2017, 

provided Rs. 3.6 crores as the financial statements were approved by the Board of Directors on 

26th April, 2017. 

(i)  Whether the Company is required to make provision for the claim from customer K as per 

applicable Ind AS? If yes, please give the rationale for the same.  

(ii)  If the answer to (a) above is yes, what is the entry to be passed in the books of account as 

on 31st March, 2017? Give brief reasoning for your choice. 

(A) Statement of Profit and Loss A/c        Dr. Rs. 5.2 crores  Rs. 5.2 crores  

 To Current Liability A/c  Rs. 5.2 crores  

(B) Statement of Profit and Loss A/c        Dr. Rs. 5.3 crores   

 To Non-Current Liability A/c   Rs. 5.3 crores  

(C) Statement of Profit and Loss A/c        Dr.  Rs. 5.25 crores   

 To Current Liability A/c   Rs. 5.25 crores  

(iii)  What will the accounting treatment of the action of QA Ltd. against supplier F as per 

applicable Ind AS?  (6 Marks) 

6. (a) An entity enters into a contract with a customer for two intellectual property licences (Licences A 

and B), which the entity determines to represent two performance obligations each satisfied at a 
point in time.  The stand-alone selling prices of Licences A and B are Rs. 1,600,000 and  
Rs. 2,000,000, respectively. The entity transfers Licence B at inception of the contract and transfers 

Licence A one month later.   

Case A—Variable consideration allocated entirely to one performance obligation 

 The price stated in the contract for Licence A is a fixed amount of Rs. 1,600,000 and for Licence 

B the consideration is three per cent of the customer's future sales of products that use Licence 

B.  For purposes of allocation, the entity estimates its sales-based royalties (ie the variable 

consideration) to be Rs. 2,000,000.  Allocate the transaction price. 
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 Case B—Variable consideration allocated on the basis of stand-alone selling prices 

 The price stated in the contract for Licence A is a fixed amount of Rs. 600,000 and for  

Licence B the consideration is five per cent of the customer's future sales of products that use 

Licence B.  The entity's estimate of the sales-based royalties (ie the variable consideration) is  

Rs. 3,000,000.  Allocate the transaction price and determine the revenue to be recognised for 

each licence and the contract liabili ty, i f any.   (8 Marks) 

(b) On 1 April 2018, an 8% convertible loan with a nominal value of Rs. 6,00,000 was issued at par. 

It is redeemable on 31 March 2022 also at par. Alternatively, it may be converted into equity 

shares on the basis of 100 new shares for each Rs. 200 worth of loan. 

An equivalent loan without the conversion option would have carried interest at 10%. Interest of 

Rs. 48,000 has already been paid and included as a finance cost. 

Present value 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 

How will the Company present the above loan notes in the financial statements for the year 

ended 31 March 2019? (8 Marks) 

(c) An Indian company has a parent company out side India. Parent company negotiates software 

licenses with end vendor and based on number of licences, parent company get its 

reimbursement from Indian company. Say, license cost of Rs. 12 Lac is charged for calendar 

year of 2018. Parent company generates is invoice in February'18. Indian company accounts full 

invoice in February'18 and then for Indian financial year, accounts Reimbursement expense of 

Rs. 3. 00 Lac during FY 1718 (for licencing cost relating to period January'18 to March'18) and 

Prepaid expenses of Rs. 9 Lac for licensing cost reimbursement relating to April'18 to 

December'18. Prepaid expense is subsequently reversed and expense of Rs. 9 Lac is accounted 

for in FY 18-19. 

What amount should be disclosed at Related party transaction?  (4 Marks) 
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