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Cash Sales 50,000

Cash Collected from customers 1,30,000

Bad Debts during the year 5,000

Trade receivables at the beginning 10,000

Total sales will be

(@) Rs. 175,000 (b) Rs. 170,000
(c) Rs. 180,000 (d) Rs. 178,000

An asset is purchased for Rs. 25,000, depreciation is to be provided annually according to
straight line method. Useful life of the asset is 10 years and the residual value is Rs. 5,000.
Rate of depreciation will be

@) 10% (b) 8%
(©) 12% (d) 15%
Rs Rs
Opening inventory 5,570 Purchases 13,816 \)\L
— ~).
Closing inventory 8,880 Sales ’me
Purchase return
Sales return

Above figures WI|| sh

Rs. 2,958

?Ea) ﬁjg% ?0 age A(d) Rs. 4,000

00 (cost price Rs. 7,500) taken by Mohan office clerk. Amount
to be deducted from his salary in the subsequent month. Journal entry will be

Inventory worth Rs.

(@) Dr Salary and Cr Purchases A/c Rs. 10,000
(b) Dr Mohan and Cr purchases Rs. 10,000
(c) Dr Salary and Cr Purchases Rs. 7500
(d) None of the above

Cost of goods sold is 100,000
Opening inventory 5,000
Closing inventory 10,000
Amount of purchases will be

@) 105,000 (b) 120,000
(c) 95,000 (d) 130,000

Rent has been paid for 11 months from April to February 2010 amounting
Rs. 55,000. The amount of outstanding rent shown in the balance sheet will be

(@) Rs. 6,000 (b) Rs. 5,000
(©) Rs. 4,000 (d) None of the above.
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(c) When the offeree offers to qualified acceptance of the offer
(d) Offer made to a definite person

80. In FO.B. Contracts, F.O.B. stands for

(@) Free on Bill (b) Free on Board
(©) Free on Boarded Ship (d) Free on Bill of Lading
81. In case the goods are destroyed or damaged or lost by accident, the loss will fall on
(@) The owner of the goods (b) The buyer
(©) The owner and the buyer (d) The third party

82. Where goods are sold by a person who is not the owner thereof, the buyer

@) Acquires no better title to the goods than the seller had
(b) Acquires same title of the goods as the owner had
(©) No title of goods

(d) None of these 0 \)\4

83. If there is breach of warranty, the aggrieved party can ‘ e

G
@) Only claim damages O‘esa

(b) Treat the contract as repudlated A
() Treat the Contr I@ A_O
(d) All of thes *

84. ﬁf-e\bkgh of contracg@ t zrleved party can

@) File a suit for a r non delivery of goods
(b) File suit for specific performance
(c) File suit for injunction
(d) All of these
85. Only can be subject matter of a sale
@) existing goods (b) future goods
(©) specific goods (d) contingent goods

86. The delivery of goods and payment of price are

@) Concurrent conditions (b) Principal conditions
(©) Mutual conditions (d) All of these

87. A contract of sale involves transfer of

@) Title of goods (b) Ownership
(©) Liability (d) None of these
88. A warranty is a stipulation
@) Essential to main purpose of contract of sale
(b) Collateral to the main purpose of contract of sale
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA

COMMON PROFICIENCY TEST
Model Test Paper - BOS/CPT - 17

Time : 4 hours Maximum Marks : 200

The test is divided into four sections.

SECTION -A: FUNDAMENTALS OF ACCOUNTING (60 MARKS)

U
1. All the following are functions of accounting exce a\e C

(a) Decision making Ng asure
(©) Forecasting ’Aﬂg
2. Rs. 25 000 dn “'X Qral altgz@ @ stmg asset whereby its revenue earning
Ra\)%a Capltal expenWJ g (b) Deferred revenue expenditure

(©) Revenue expenditure (d) None of the above

3. Debts written off as bad if recovered subsequently are

@) Credited to Bad Debt recovered A/c
(b) Debited to Profit and Loss A/c

(c) Credited to Trade Receivables A/c
(d) None of the above

4. The total of the sales return book is posted periodically to the debit of
@) Sales Return Account (b) Cash Book
(©) Journal proper (d) None of the above

5. Bills payable is

@) Real A/c (b) Nominal A/c
(©) Personal A/c (d) Both (a) and (b)
6. Human assets have no place in accounting records is based on
@) Money measurement concept (b) Accrual concept
(©) Consistency (d) Conservatism
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(@) Rs. 253 (b) Rs. 250

(c) Rs. 350 (d) Rs. 275
36.  Which of the following is not a current asset?
(@) Bills Receivable (b) Inventory
(c) Trade receivables (d) Furniture and Fittings

37. Deepak Ltd. forfeited 40 shares of 100 each (Rs. 60 called up) issued at par to Mukesh
on which he had paid Rs. 20 per share. Out of these 30 shares were reissued to Sujoy as
Rs. 60 paid up for Rs. 45 per share. Amount transferred to capital reserve will be

(@) Rs. 150 (b) Rs. 100
(c) Rs. 200 (d) Rs. 120
38. The following information pertains to Quick Ltd.

Rs.
(i) Equity share capital called up 10,00,000
(i)  Callsinarrear 40,000 \_)\4
(iii) Calls in advance 25,000 \ CO *

.

(iv)  Proposed dividend é‘a

The amount of dividend payable is

(@)  Rs. 48,000 ,‘(OmN% SAQQA

(©)  Rs. -6 ?)Bd) Rs 49,250
39. m(eo\,[he follo ﬂ@e’set’?

(@) Plant and machinery (b) Inventory

(c) Trade receivables (d) Cash

40. Ram Ltd. re-issued 200 equity shares of Rs.10 each @ Rs. 7 per share (Rs. 2 originally
paid up). Amount of net loss on re-issue of shares will be

(@) Rs. 300 (b) Rs. 200
(c) Rs. 400 (d) Rs. 500

41. A company purchased machinery for Rs. 20,000 on 1% January 2006 and followed the
diminishing balance method @ 15%. At the end of 2009 it was decided to follow fixed
Instalment method of depreciating the machine at Rs. 3000 per year from the very
beginning and the necessary amount of unabsorbed depreciation of 2006 to 2008 to be
adjusted in 2009. Adjusted amount will be:

(@) Rs. 1,282 (b) Rs. 1,300
(c) Rs. 1,400 (d) Rs. 1,500

42.  On 1 April, 2009 M/s Omega Bros. had a provision for bad debts of Rs. 6,500. During
2009-2010 Rs. 4,200 proved irrecoverable and it was desired to maintain the provision
for bad debts @ 4% on trade receivables which stood at Rs. 1,95,000 before writing off
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59. Recovery of bad debts is a

(@) Revenue receipt (b) Capital receipt
(©) Capital expenditure (d) Revenue expenditure

60. A draws a bill on B for Rs. 50,000 for mutual accommodation. A discounted the bill for
Rs. 48,000 from bank and remitted Rs. 24,000 to B. On maturity date, A will send to B

(@  Rs.25000 ()  Rs.24,000
(c)  Rs.23,000 d)  Rs.26,000

SECTION - B : MERCANTILE LAWS (40 MARKS)

61. An agreement to do an impossible act is:

(@) \Woid (b) \oidable
(©) Illegal (d) None of these

62. A, B, and C jointly promised to pay Rs. 50,000 to D on the performance oft ntract. C
dies. Here the contract \ CO

@) Becomes void on C’s death

(b) Should be performed by A and @K_@ﬁegal r Aesentatlves

(©) Should be performed b
(d) Should be rene\/ﬁxb A B, and D

63. Inc éﬂk‘@b‘contrac d/éh?)t Q/vmg remedy is available to the aggrieved

@) Suit for reSC| (b) Suit for damages
(c) Suit for speC|f|c performance (d) All of these

64.  Which is true statement in voidable contract, the injured party

(@) Is entitled to recover compensation
(b) Has a right to sue for damages
(©) Has a right to rescinded the contract

(d) All of these

65. A contract can be discharged by operation of law by

(@) Death of promisor (b) By insolvency of promiser
(c) By Lunacy of promiser (d) By death or insolvency of promiser

66. Which does not relate with seller’s suits?

(@) Suit for price

(b) Suit for damages for non acceptance

(c) Suit for repudiation of contract by the buyer before due date
(d) Suit for taking back the goods
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68.

69.

70.

71.

72.
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74.
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Future goods means goods to be manufactured or acquired by the seller.

(@) Before making the contract of sale (b) At the time of contract of sale
(©) After making the contract by sale  (d) All of these

Where seller refuses to deliver the goods to the buyer

(@) The buyer many sue the seller for damages for non-delivery
(b) The buyer may not sue the seller

(©) The buyer may compel the seller to deliver the goods

(d) The buyer may not compel the seller to deliver the goods

Which of seller’s right against the buyer in case of breach of contract is:

@) Suit for price and damages for non-acceptance

(b) Suit for damages for non-acceptance

(©) Suit for price only

(d) Cannot sue for price and damages \L

Which of the statement is true in case of an auction sale O

@) The sale is complete when the auctloneer g@g\@ﬁp‘letlon by the fall of hammer
(b) The sale is complete after certal {é

(©) The sale is complete afterA
(d  Thesaleis com‘e‘é@ t hours -‘ A—OA
|p9

An unmarried woman
(d) Alien enemy

competent
(©) Non-resident

A Joint Hindu family arises

(@) From status decided by court (b) As a result of an agreement
(©) By operation of law (d) All of these

In partnership the liability of the partner is:

@) Limited to share in partner ship firm
(b) Unlimited

(c) Decided by court

(d) Decided by other partners

The Sale of Goods Act, 1930 gives the remedies to a seller for breach of contract of sale.
Which is correct.

(@) Suit for price

(b) Suit for damages for non-acceptance

(©) Suit for damages for reputation of contract by the buyer before due date
(d) All of these
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99. ‘A’, a man enfeebled by disease is induced by B’s influence over him as his medical
attendant, to agree to pay ‘B’ an unreasonable sum for his services. It is the case of :
(@) Undue Influence (b) Coercion
(©) Fraud (d) Mistake

100. “A’ contracts to sing for ‘B’ at a concert for Rs. 5,000, which is paid in advance, ‘A’ is too ill
to sing. Decide best

@) A must refund the advance of Rs. 5,000 to B

(b) A is not liable to refund the many

(©) ‘B’ should force ‘A’ to sing

(d) ‘A is liable to refund only 50% of advance money to B

SECTION - C : GENERAL ECONOMICS (50 MARKYS)

101. Who is the main exponent of Marginal utility analysis ?

@) Paul Samuelson (b) Hicks \4
(c) Keynes (d) Marshal\ e CO -\)
102. Cardinal measure of utility is required in: es

) e DY et
103. Incase Kf,':(@\h‘ods, Incomeé O
@)( ezero P ag (b) positive

(©) negative (d) none
104. In case of Giffen goods, demand curve will slope :

(@) upward (b) downward
(©) horizontal (d) vertical

105. Cross elasticity of demand between tea and coffee is:

(@) positive (b) negative
(©) zero (d) infinity

106. If all inputs are trebled and the resultant output is doubled, this is a case of:
@) constant returns to scale (b) increasing returns to scale
(c) diminishing returns to scale (d) negative returns to scale

107. Indifference curve is downward slopping

(@) always (b) sometimes
(©) never (d) none of these
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F(x+1) (x+4)
~ 2 7d
193. ! N X
1 48
(a) 5lg (b) =
;
© 48 @ S

194. The mean of numbers 1, 7, 5, 3, 4, 4 is m. The numbers 3, 2, 4, 2, 3, 3, P have mean m-1. Then
mean of P and 1 is equal to

(@) 4.0 (b) 25
(c) 4.5 (d) 35
195. Fora 10 year deposit, what interest rate payable annually is equivalent to 5% interest payable
quarterly ?
@  5.1% (b)  4.9% CO u
(c) 6.0% (d) \%

196.  The sum of first m terms of an A.P_is N@Xa@m of 6 mterms Find the sum of first

(m+n) terms: ( Om
@ 100 e\N " 6 A§b)0 m+n
197. érx distance from thglgghe point of intersection of two straight lines having equation

3X —2y =6 and 3x+2y =18 is

@) 3 units (b) 5 units
) 4 units (d) 2 units.

198. The relation “is father of” Over the set of family members is the relation

(@) Reflexive (b) Symmetric
(c) Transitive (d) None of these

199. IfP={1,2,3,4}tand Q={2, 4, 6} thenPUQ

(@) {1,2,3,4,6} (b) {1,4,6}
(©) {1,2,3,6} (d) None of these

200. There are four hotels in a certain city. If 3 men check into hotels in a day, what is the
probability that they each are into a different hotels.

(@)  0.050 () 0375
(c) 0675 (d 0525
* % *
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A company issues 100 debentures of Rs. 1,000 each at 97 per cent. These are repayable
out of profits by equal annual drawings over 5 years. Discount on issue of debentures will
be written off in the ratio

(@) 54:3.2:1 (b) 43211
(©) 3:3:4:2:1:1 (d) None of the three
Returns of cash sales is recorded in

€)) Sales return book (b) Cash book
) Journal proper (d) None of the three

Securities premium is recorded in

@) Profit & Loss Account (b) Profit & Loss Appropriation Account
(©) Balance Sheet (d) None of the above

V.K. Ltd. forfeited 20 shares of Rs. 100 each (Rs. 60 called up) issued at par to Mohan on
which he had paid Rs. 20 per share. Out of these 15 shares were reissued to “ as Rs. 60
paid up for Rs. 45 per share. Amount transferred to capital reservea@e

(8  Rs.100 c-
(2) Rs. 200 @S?\

Z Ltd. purchased plant a m\nemr Rs. ¢,00 @Able as to Rs. 65,000.00 in
cash and the bala &él e of 6% b@ s. 1,000 each at a discount of
10%. Di ir\re\Nnt will be

@( 310,000 Pag (b)  Rs. 15,000

Rs. 12,000 (d) None of the three

A company issued Rs. 1,00,000 15%, debentures at a discount of 5%, redeemable after 10
years at a premium of 10%. Loss on issue of debentures will be

@) 10,000 (b) 15,000

(©) 12,000 (d) None of the three
Rs.

Opening Debtors 20,000

Total sales 90,000

Cash sales 20,000

Cash received from Debtors 20,000

Bad debts 3,000

Return inward 1,000

Bills received from Debtors 10,000

Debtors at end will be

@) Rs. 56,000 (b) Rs. 70,000

() Rs. 60,000 (d) Rs. 65,000
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The IC curve approach assumes :
(@) rationality (b) consistency
(©) transitivity (d) all of the above
A higher indifference curve shows :
@) a higher level of satisfaction (b) a higher level of production
(©) a higher level of income (d) none of the above
Demand deposits with banks are considered as money because they are:
@) generally acceptable as a means of payment
(b) more liquid than cash
(©) held by the government
(d) managed efficiently by bank managers
Which one of the following measures has been accorded the highest priority by the
government for checking the inflationary pressure on the economy since 199
@) Revamping the public distribution system. O
(b) Correcting the fiscal imbalance by reducmg th a&at‘as a percentage of GDP
(©) Increasing imports
(d) Devaluation of the rupee AO A
The basic aim m@le&%@ hem 3zﬂ‘a "
e hould try t estin each district
there should tion among the various nationalized banks
(c) individual bank should adopt particular districts for intensive development
(d) all the banks should make intensive efforts to mobilize deposits
Which one of the following taxes belongs exclusive to the state government of India?
@) Income tax (b) Agricultural tax
(©) Excise tax (d) Wealth tax
Which one of the following sources of Central revenue belongs to the category of indirect
taxes?
@) Corporation tax (b) Customs
(©) Wealth tax (d) Interest Receipts
The rapid increase of public debt of the Central Government since 1950-51 has been due to
@) uncontrolled inflation
(b) mounting shares of state government from revenues raised by the central government
(c) mounting costs of financing public expenditure
(d) rising population
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125

134.

135.

136.

Unemployment rate in India is defined as the ratio of number of persons unemployed to
total

(@) Population (b) Population excluding children
(c) Labour force (d) Population excluding the aged

The population of India living below the poverty line

(@) is rising in relative and absolute terms

(b) is falling in relative terms but rising in absolute terms
(©) is falling in both relative and absolute terms

(d) has not changed at all over the years

If the Indian economy aimed at an annual growth rate of 8 per cent in national income,
assuming as incremental capital — output ratio of 3.5:1 what would be the required rate of
investment as percent of national income?

(@) 28.0 (b) 24.5
) 105 d 35 \4
In order to provide acess to electricity to all areas mcludg\ gghguamlets

programmed was started. te
@) Rajiv Gandhi Grameen NO A
(b) Indira Gandhl ihutikaran .‘ A.

S \fdh
o MO:\, a andhl Gr um‘a‘zaran
R O =

138.

139.

140.
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ch one of the foI OT been a part of the land reforms programme in India?

@) Ceiling on holding (b) Consolidation of holdings
(©) Agricultural holding tax (d) Zamindari abolition

In India, which one of the following is NOT a cooperative organization?

@) Primary land development banks  (b) Central land development banks
(©) Regional rural banks (d) State cooperative banks

FDI is allowed in all of the following, except

(@) Banking (b) Lottery
(c) Insurance (d) Air transport

Which among the following is NOT a cause of sickness of industrial units in India?

(@) Obsolescent technology (b) Labour problems
(©) Faulty location (d) Lack of capital account convertibility
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141.

M, is equal to :

(@) Currency with public (b) M, + Time deposits of the public with banks
(c) M, + Post office savings (d) M, + National saving certificates

142. The majority of Central Government enterprises belongs to the :
(@) Public corporations (b) Public limited companies
(c) Private Limited companies (d) Departmental organizations
143. In 1991, foreign exchange reserves were sufficient to finance imports of _ weeks.
(@) 36 (b) 16
(c) 24 (d) 3
144.  Which one of the following agencies in India is responsible for computation of national
income?
(@) NCAER (b) CSO
(c) NSS (d) RBI \4
145. What is the approximate share of the agricultural s a\@e employment in India?
(2013-14) é
@) 49 per cent m N
(c) 45 per cent .‘( O (d)
146.  Accor é n Develo t R p 2013, the GINI index for India in 2011-12 was :
@ 0.334 d (b) 0.29
(c) 0.53 (d) 0.18
147.  Over the plan era, the relative share of areas under food grains in gross cropped area in
India has:
@) decreased (b) increased
(©) remained the same (d) decreased initially and then increased
148.  Which one of the following is NOT an important import item of India at present?
@) Petroleum oil (b) Edible oil
(©) Fertilizers (d) News print
149. The total area under the demand curve of a good measures:
@) marginal utility (b) total utility
(©) consumers surplus (d) producers’ surplus
150. The incremental capital output ratio (ICOR) during the XI plan of India was
(@) 5.02 (b) 3.04
() 40 d 637
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216 X 310 X 54
181. The value of

12 4 36 £3 is equal to

@) 2160 (b) 6480
(c) 648 (d) 3240
182. Thevalue of y2"™m x y™ " x y"-2 s equal to
@ 1 (b) 0
© -1 @d vy
183. Thevalueoflog(1+2+3+........... +n) is equal to
@) logl+log2+....+logn (b) log n + log (n+1) — log 2
c 0 @@ 1
184. The roots of the equation x> - 3x + 2 = 0 are
@@ 1,2 () 01 \4
© 01,2 @ 1,23 CO \)
185.  The roots of the equation x> - x + 1 =0 are \
@) Imaginary and unequal equal
() Real and equal wid equal

186. Interest earn g 095%;).7

@)( eRs 45 P a.ge

or three yearsis

(b) Rs. 450
(d  Rs.54

187. The inequalities x < 0, y > 0 indicates

@) Third quadrant
(©) Second quadrant

o 5

188. E is equal to

@) 60
(©) 120

189. "C,is equal to

(@) n—r
o[
©) n—r

504
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(b) First quadrant
(d) Fourth quadrant

(b) 0
(d) None of these

|£1 n—r
(d) |£
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18.

19.

20.

21.

22.

The profits of last three years are Rs. 84,000, Rs. 78,000 and Rs. 90,000. Find out the
goodwill of two years purchase.

@) Rs. 84,000 (b) Rs. 1,68,000

(c) Rs. 2,52,000 (d) Rs. 72,000

Closing inventory of Rs. 19,000 in trial balance will be recorded in

(@) Trading account (b) Profit and Loss account
(©) Balance Sheet (d) None of the above

A & B are partners in a firm, sharing profits and losses in the ratio of 3:2. ‘C” was
admitted for 1/6 share in the future profits with a capital of Rs. 25,000. The new profit
sharing ratio will be

(@) 321 (b) 111
(c) 5:3:2 (d) 531

When depreciation is recorded by charging to Asset Account, the asset a| 3 rs-

(@) At original cost (b) At origigal cost@’ne ion

(c) At market value (d) A% \

X Ltd. purchased equipment from Y a) 0 on Aprll 2009 the freight and
cartage of Rs. 2,000 is spebm asset and Rs. 3,000 is incurred
on installing the eq pﬁ‘ ki g tended use. The market price

2010 |s the accountant of the company wants

of mach Yh@
}si mac age6 0 in flnanC|aI statements. However, the auditor
em ha3|zes that the should be valued at Rs. 55,000

(@) Money measurement principle (b) Historical cost concept
(©) Full disclosure principle (d) Revenue recognition

23. A started business with Rs. 10,000 cash. Sales amounted to Rs. 50,000 including
Rs. 5,000 cash sale. Rs. 10,000 sales were outstanding at the end of the year. Purchases
amounted to Rs. 30,000 including Rs.10,000 cash purchase Rs. 15,000 has been paid to
suppliers. Salaries paid amounted to Rs. 3,000, Rent Rs. 2,400, Stationery Rs. 900.
Drawings were 4,000. Miscellaneous expenses Rs. 1,000 and machines purchased
Rs. 8,000. Cash balance will be
(@) Rs. 15,000 (b) Rs. 15,500
(©) Rs. 15,700 (d) None of the three

24. If sales revenue is Rs. 5,00,000, cost of goods sold is Rs.3,10,000. The gross profit is
@) Rs. 1,90,000 (b) Rs. 2,00,000
(c) Rs. 3,10,000 (d) None of the three
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37.  G’s trial balance contains the following information —
Bad debts Rs. 4,000; Provision for doubtful debts Rs. 5,000; Trade receivables

Rs. 25,000

It is desired to create a provision for doubtful debts at 10% on Trade receivables at the
end of the year. Trade receivables will appear in the balance sheet at

(a) Rs. 21,000 (b)
() Rs. 22,000 (d)

Rs. 22,500
None of the three

38. An inexperienced book-keeper has drawn up a trial balance for the year ended 30" June, 2010.

Dr. Cr.
Rs. Rs.
Provision for Doubtful Debts 200
Bank overdraft 1,654
Capital - L4591
Trade payables - ) E’g?
Trade receivables « bk 6 .
Discount received ~A\\O 72
Discount allowed 3 e;e = - 733
Drawings A~ 1,200
Office furniture T4 0\ \ N PX - KGA‘ 2,155
General expe \ ol ' - 829
OV 10,923
\ = X 330
Rent and Rates ] 314
Salaries 2,520
Sales - 16882
Inventory 2,418
Stationary 1,175
Provision for Depreciation on furniture 364
Total 26,158 25002
The total of corrected trial balance will be
(@) Rs.25,580 (b) Rs.25,000
(c) Rs.24,000 (d) None of the three
39. Rs.
Balance as per adjusted cash book 274
(i) Cheques issued but not yet presented 730
(i) Cheques deposited but not collected by bank 477
Balance as per Pass Book will be
(@) Rs. 527 (b) Rs. 525
(©) Rs. 500 (d) None of the three.
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63.  Which of the following statement is true?
(@) If there is no consideration, there is no contract
(b) Past consideration is no consideration in India
(©) Consideration must result in a benefit to both the parties
(d) Consideration must be adequate
64. Which of the following statement is false?
(@) A stranger to a contract cannot sue
(b) A verbal promise to pay a time barred debt is valid
(©) Completed gifts need no consideration
(d) No consideration is necessary to create an agency
65. An agreement is not said to be a contract when it is entered into by
(@) Minor (b) A person of unsound mind
(c) Foreign enemy (d) All of these \L
66.  Which of the following statement is true? CO
(@) A threat to commit suicide does not amount to \e
(b) Undue influence involves use of. ﬁ
(c) Ignorance of law is no ex A
(d) Silence always W
67. Which Qf “ TJble is the caseg @3‘1 Qd not be performed?
@( A party subsl‘?& ntract for the old
(b) When the partles to a contract agree to rescind it
(c) When the parties to a contract agree to alter it.
(d) All of these
68. On the valid performance of the contractual obligation by the parties the contract is:
@) is discharged (b) becomes void
(©) become unenforceable (d) None of these
69. Contract of sale means
@) A contract between one person to another for exchange of property in goods
(b) A contract between buyer and seller for exchange of property in goods
(c) a contract between buyer and seller intending to exchange property in goods for a price
(d) All of these
70. Which of the following sentence is true ?
@) There should be immediate delivery of goods
(b) There should be immediate payment of price
(c) There may be delivery of goods and payment of price on to be made at some future date.
(d) All of these
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80.

81.

82.

83.

84.

A contract dependant on the happening of future uncertain event, is a

(@) Uncertain contract (b) Contingent contract
(©) \Void contract (d) \Voidable contract

A contingent contract depending on the happening of future uncertain event can be enforced
when the event.

(@) Happens (b) Becomes impossible
(©) Does not happen (d) Either of these

For the purpose of entering into a contract, a minor is a person who has not completed the
age of

@) 20 years (b) 21 years
(©) 18 years (d) 25 years

A contract with the minor which is beneficial for him is

(@) \Woid abinitio (b) Voidable 0 \)\4

(©) Valid (d) Illegal

If a creditor does not file a suit against § 6‘@ of the price within three years

the debt becomes

@) Time-barred an xx(}/erable -‘ A-OA

(b) Tlmﬁ \ rred overable
?i)( eNone of thes? a_ge

85. Delivery means
@) Compulsory transfer of possession by one person to another person
(b) Voluntary transfer of possession by one person to another
(©) Mere transfer of possession by one person to another person
(d) All of these
86. The general principle of regarding the transfer of title is that
@) The seller can transfer to the buyer of goods a better title than he himself has
(b) The seller cannot transfer to the buyer of goods a better title than he himself has
(©) The seller can transfer to the buyer of goods no title than the himself has
(d) None of these
87.  When the owner is estopped for the conduct from denying the sellers authority to sell,
the transferee will get
(@) A good title as against the true owner
(b) A better title as against the true owner
(©) No title as against the true owner
(d) None of these
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111. Under marginal utility analysis, utility is assumed to be a
(@) cardinal concept (b) ordinal concept
(©) indeterminate concept (d) none of the above
112. The utility may be defined as
(@) the power of commaodity to satisfy wants
(b) the usefulness of a commodity
(©) the desire for a commodity
(d) none of the above
113.  Marginal utility of a commodity depends on its quantity and is
@) inversely related to its quantity
(b) not proportional to its quantity
(©) independent of its quantity
(d) none of the above \L
114.  Consumer’s surplus is the highest in the case of CO
(a) necessities r?}\e
(©) luxuries eg oods
115.  Consumer stops purchi {g@(ﬂtlmunm c‘thﬁ_@Aity when -
(a) ma E\SN ts decllnlng’l O
e X lity beco %
) marginal utl|l? F@ arginal utility of money
(d) total utility is Increasing
116. Indifference curve approach assumes
@) consumer has full knowledge of all relevant information
(b) all commaodities are homogenous and divisible
(©) prices of commodities remain the same throughout the analysis
(d) all of the above
117.  The “substitution effect’ takes place due to change in
@) income of the consumer
(b) prices of the commodity
(©) relative prices of the commodities
(d) all of the above
118. Under income effect, consumer
(@) moves along the original indifference curve
(b) moves to higher or lower indifference curve
(©) always purchases higher quantities of both the commaodities
(d) none of the above
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MODEL TEST PAPER - 20

10.

11.

12.

13.

14.

15.

536

Which of the following account will have credit balance?

(@) Debentures Alc (b) Carriage inward
(©) Prepared insurance (d) Bills receivable

The book value of the assets as on 1%t April, 2011 is Rs. 1,00,000. Depreciation is charged
on the assets @ 10%. On 1%t October, 2011, the asset is sold for Rs. 64,000. Profit or
Loss on the sale will be

@) Rs. 30,000 (b) Rs. 31,000
(c) Rs. 36,000 (d) None of the above

Three column cash book records

(@) Only cash transactions (b) All transactions
(c) Cash, Bank and discount transactions
(d) Cash purchases and cash sale transactions

The value of an asset after reducing depreciation from the historical 06t |\§|\‘ﬁn as

@) Fair value (b) Boo
(©) Market value 8 value
Trial Balance is prepared accorgh to

ﬁalance method

98 TOtﬁ' m \ an‘gfoth ll@ All the three.

%n of accou@ es is based on:

(@) Prudence (b) Substance over form
(c) Materiality (d) All of the above

Which of the followings is a valuation principal?

(@) Historical cost (b) Current cost
(c) Realisable value (d) All of the above

Profit or loss on revaluation is shared among the partners in

(@) Old profit sharing ratio (b) New profit sharing ratio
(©) Capital ratio (d) Equal ratio

In case of admission of a partner, the first account prepared is

@) Revaluation account (b) Realisation account
(©) Profit and Loss adjustment account (d) Bank account

After the death of a partner, amount payable is received by

(@) Government (b) Firm
(c) Executor of the dead partner (d) None of the three

Common Proficiency Test (CPT) Volume - |

© Thelnstitute of Chartered Accountants of | ndia



MODEL TEST PAPER - 20

85.

86.

87.

88.

89.

90.

91.

92.

548

It is not a right of partner

(@) To take part in business (b) To take access to accounts book
(©) To share profits (d) To receive renumeration

It is not included in the implied authority of a partner

@) To buy or sell goods on account
(b) To borrow money for the purposes of firm
(©) To enter into partnership on behalf of firm

(d) To engage a lawyer to defend actions against firm

After retirement from firm, partner is not liable by holding out

@) Active partner

(b) Sleeping partner

(©) Representative of deceased partner \A
(d) Both (b) and (c)

\e.cO M

does not relate the dissolution of firm Sa
@) Dissolution by agreement N

@ S?s?f“'s‘”y d'sﬂa@n.ng

RO 0§99 5.40%

is the casgfas duct

@) Gambling by a partner on stock exchange
(b) Fraudulent breach of trust by a partner
(©) Persistent refusal by a partner to attend to the business

(d) All of these

Every citizen is at liberty to conduct

(@) Any profession (b) Lawful profession
(c) Business of his choice (d) Any business

A voidable contract

(@) Can be enforced at the option of aggrieved party
(b) Can be enforced at the option of both the parties
(©) Cannot be enforced in a court of law

(d) Is prohibited by court.

There can be a stranger to a

@) Contract (b) Consideration
(©) Agreement (d) Promise

Common Proficiency Test (CPT) Volume - |

© Thelnstitute of Chartered Accountants of | ndia



125. Which of the following equation is correct?

Py P
@) MRTS,, = P, (b) MRTS, = P,
|:)Y
(c) MRTS,, = P_ (d) None of the above

X

126. The marginal cost curve intersects the average cost curve when average cost is:

@) Maximum (b) Minimum
(©) Raising (d) Falling
127. If the demand curve confronting an individual firm is perfectly elastic, then :
@) The firm is a price taker
(b) The firm cannot influence the price \4
e

(©) The firms marginal revenue curve coincides with its average r ﬁ
(d) All of the above é

128. Inlong run equilibrium the pure monﬁ Q@%@e profits because of
@) Blocked entry g g@&he charges

dv rtising

n one market

(©) The low L B& ) O
129. ? Ing state @ lgw?r e about a discriminating monopolist?
a) He operate ? ﬁ

(b) He makes moOre profit because he discriminates
(©) He maximizes his profits in each market
(d) He charges different prices in each market

130. In both the Chamberlin and kinked demand curve models, the oligopolists

@) Recognize their independence (b) Do not collude
(©) Tend to keep prices constant (d) All of the above

131. The demand for a factor of production is said to be a derived demand because

@) It is a function of the profitability of an enterprise

(b) It depends on the supply of complementary factors

(©) Its stems from the demand for the final product

(d) It arises out of means being scarce in relation to wants.

132.  Positive income elasticity implies that as income rises, demand for the commodity

@) Rises (b) Falls
(©) Remains unchanged (d) Becomes zero
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141. FIEO stands for :

(@) Foreign Import Export Organization

(b) Federation of Import Export Organization
(©) Forum of Indian Export Organization

(d) Federation of Indian Export Organization

142. The Eleventh Five Year Plan (2007-12) kept a target of a GDP growth rate

@) 6 per cent (b) 9 per cent
(©) 10 per cent (d) 12 per cent

143. The major cause of unemployment in India is :

@) Underdevelopment (b) Defective manpower planning
(©) Rapid population growth (d) All of the above

144.  The largest share of foreign aid in India has been used in the programme of :

@) Agriculture development (b) Industrial developn6 u

@) Administered mterest ra

(©) Education (d) Health
145.  Before financial reforms, the banking systeg 8{@ as by aII of the following except :

(b) Quantitative resﬁﬁ redit flo AOA
(c) Hi w ements Zsé

édk e‘ﬁ' ry less le @ e%ur or the priority sector
Du

146. ing _ we had the current account.
(@) 2001-04 (b) 1991-93
(c) 1981-83 (d) 1971-73
147.  Economic development has retarded in India mainly due to :
@) Overgrowing service sector (b) Westernised social attitudes
(©) Poor infrastructural facilities (d) Modern agrarian system

148. India is termed as a developing economy because of her :

@) Initiative for determined planned economic development
(b) Rapid population growth
(©) Predominant agrarian set-up
(d) Slow Industrial Progress
149. The percentage of people working in agriculture sector came down to around in
2013-14.
(@) 49 per cent (b) 80 per cent
(c) 65 per cent (d) 54 per cent
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Answer of Model Test Papers

Model Test Paper — BOS/CPT-1

SECTION - A: FUNDAMENTALS OF ACCOUNTING

1 (c) 2 (d) 3 (c) 4 (b) 5 (d)
6 (b) 7 (c) 8 (a) 9 (c) 10 | ()
11 | (o) 12 | @ [ 13 ] ¢ | 14 | (@ 15 | (a)
16 | (a) 17 | @ | 18 | @ | 19 | (o 20 | ()
21 | (a) 22 | © | 23 | @ | 24 | 25 | (a)

26 (a) 27 (b) 28 (b) ()

31 (a) 32 (c) 33 (d) Y

36 (a) 37 (d) 38 (a) (b)

41 (b) 42 (c) 43 | (b)

46 (c) 47 (a (b)

51 (c) | (d)
—~&ENENY 57 |y (b)
v aod

SECTION - B : MERCANTILE LAWS

61 | () 62 | @ | 63 | ( 64 | (b) 65 (d)
66 | (d 67 | ® | 68 | (o) 69 (a) 70 (b)
71 | (@ 72 | © | 73 | © 74 | () 75 (d)
76 | (@) 77 | @ | 78 | (0 79 () 80 )
81 | (b) 82 | @ | 83 | ( 84 | (a) 85 )
86 | (c) 87 | @ | 88 | () 89 (b) 90 )
91 | (b) 92 | ® | 93 | (o 94 | () 95 ©)
96 | (a) 97 | ® | 98 | () 99 ® | 1200 | (b)
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ANSWERS

SECTION - C : GENERAL ECONOMICS

101 (c) 102 (@) 103 (b) 104 (@) 105 (d)
106 (@) 107 (b) 108 (b) 109 (c) 110 (d)
111 (d) 112 (b) 113 () 114 (@) 115 (d)
116 () 117 (@) 118 (b) 119 (b) 120 (d)
121 (d) 122 (b) 123 (b) 124 (b) 125 ()
126 (@) 127 (@) 128 (c) 129 (c) 130 (@)
131 (b) 132 (b) 133 (d) 134 (b) 135 (d)
136 (c) 137 (d) 138 (d) 139 () 140 (b)
141 | (c) 142 | () 143 | () 144 (a) 145 (b)

146 | (@) | 147 | (© | 148 | @ | 149 | (@ | 150y D\{d.)

. A C
151 | (d) é\lﬂz &Y 153 o) () \i54 T @ | 155 | ()
ﬂ)\ 25E EA"@) 159 | @ | 160 | (o)
ﬁé@g 0 | WO | 163 | @ [164 | © | 165 | )
166 | (& | 167 | @ | 168 | @ |69 | ® | 170 | )
171 | @ |2 | ® |73 ] @© |74 | © | 175 ] @
176 | ® |77 | ® 178 [ © [279 [ © [ 180 | (¢
181 | ) | 182 | ® |18 | © |18 [ @ [ 185 | (0
186 | (c) | 187 | ® |18 | ® |18 [ ® [ 100 [ )
191 | 0 292 | ® [293 ] @ [204 | © [ 1205 | (0
196 | (¢ | 297 | @ |28 | ® [209 [ © [ 200 | (¢
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ANSWERS

SECTION - C : GENERAL ECONOMICS

100 | @ | 102 | (@ | 103 | (¢ | 104 | @ | 105 | (b
106 | @® | 107 | (@ | 108 | (0 | 1200 | © | 1120 | (o)
11 | v | 12| © | 13| @ | 124 | @ | 115 | ()
116 | () | 17| @ | 118 | @ | 119 | @ | 120 | (o)
120 ® | 122 @ | 123 | @© | 124 | @ | 125 | (a
126 | © | 127 | @ | 128 | () | 129 | @ | 130 | (0
131 | @ | 132 | (© | 133 | (© | 134 | @ | 135 | (0
136 | © | 137 | ® | 138 | (© | 139 | @ | 140 | (0
141 | @ | 142 | @ | 143 | ) | 144 | @ | 145 | ()

146 | (a) 147 | (b 148 | (c) 149 () ,1\50\'\\@
U‘

151 | (@ \i\ﬂz"(é’)) "15 oy(H\isz'| ® | 155 | )

(4

NCMs7 | ;e 188 (@ | 159 | @ | 160 | (@)
A @ | WO | 163 @ | 164 | 0 | 165] )
166 | () | 167 | () | 168 | () | 169 | @ | 170 | ()
w1 w | 12| o | 3] o | s © | 15| o
w6 | © | 177 o | 78] © | 9] @ | 10| @
181 @ | 182 @ | 183] © | 18 | @ | 185 | (0
186 | @ | 187 (© | 188 ] @ | 189 | ® | 1900 | @
11 @ | 192 @ | 193] © | 194 @ | 195 | (o
196 | @ | 197 | () | 198 | @ | 199 | @ | 200 | (o
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ANSWERS

SECTION - C : GENERAL ECONOMICS

101 | (c) 102 | (d) 103 | (c) 104 () 105 (d)
106 | (d) 107 | (b) 108 | (b) 109 (a) 110 ()
111 (a) 112 | (a) 113 (b) 114 (b) 115 (b)
116 (d) 117 | (d) 118 (c) 119 (a) 120 (a)
121 | (b) 122 | (b) 123 | (c) 124 (d) 125 (d)
126 | (a) 127 | (b) 128 | (b) 129 (a) 130 (b)
131 | (a) 132 | (d) 133 | (b) 134 (c) 135 (d)
136 | (a) 137 | (b) 138 | (d) 139 (b) 140 ()
141 | (c) 142 | (d) 143 | (b) 144 () 145 (a)
146 (c) 147 (a) 148 (a) 149 (c) | 450y h\@

151 | () |, a5 ‘K((Q 15 jea) 52 (@ | 155 | (a)

ALY v 1As P ) | 159 | ) | 160 | (@)
L | ¢ | %2 a%el 163 | @ | 164 | @ | 165 | (o)
166 | (@) | 167| () | 168 | @ | 19| ® | 170 | @
71| © | 12| o | 3| o | 74| © | 5| o
176 | ® | 177 @ | 78| @ | 179 | © | 180 | (o
181 @ | 182 (@ | 183| ® | 18| @ | 185 | @
186 @ | 187 (© | 188 | © | 18| ® | 19| @
191 @ | 192 o | 193] @ | 194 | © | 195 | o
196 @ | 197 @© | 98| © | 199 | © | 200 ¢
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ANSWERS

SECTION-C : GENERAL ECONOMICS

101 (a) 102 (c) 103 (a) 104 (c) 105 (c)
106 (d) 107 (b) 108 (@) 109 (d) 110 (b)
111 (d) 112 (d) 113 (b) 114 (d) 115 (b)
116 (c) 117 (d) 118 @) 119 (b) 120 (b)
121 (@) 122 (d) 123 (c) 124 (c) 125 (c)
126 (b) 127 (c) 128 (c) 129 (c) 130 (c)
131 @) 132 (b) 133 (b) 134 (c) 135 (d)
136 (c) 137 (b) 138 (@) 139 (@) 140 (c)
141 (c) 142 (d) 143 (d) 144 (@) 145 (d)

146 | (d) | 147 [ (@ | 148 | (o) | 149 | (o) | 150y )\(@
\e LO°

151 | (b) &2_{((@ Ysa o V\sT| (@ | 155 | (@)
5 M\ > 57 aﬁé_{gé%) 159 | () | 160 | ()
6N [ @ | 1§21 163 | ) | 164 | ® | 165 | )
166 | (d) | 167 | () | 168 | () | 169 | (@) | 170 | (b)
171 © | 172 @ | 173 @ | 174 | ) | 175 | ()
176 | @) | 177 | o | 178 | @ | 179 | @ | 180 | b)
181 @ | 182 (@ | 183 | @ | 184 | (@ | 185 | (b)
186 | ) | 187 | ) | 188 | @ | 189 | (¢) | 190 | (b)
191 | @ | 192 @ | 193] ® | 194 | (¢ | 195 | (a)
196 | ®) | 197 | © | 198 | @ | 199 | @ | 200 (o)
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ANSWERS

SECTION-C : GENERAL ECONOMICS

101 | © | 202]| @ [103]| 0 | 1204 | @ | 205 | (v
106 | ) | 107 | v |08 | 0 | 1200 | 0 | 120 | (a
1w | o | 12| @ |13 | @ |14 | @ | 15 | @
e | o) | 117 | @ |18 | @ |19 | ® | 120 | (a
21| ® | 122 © 123 @ |124 | @ | 125 | (0
126 | © | 127 | ® | 128 | ® | 120 | @ | 130 | (9
131 | © | 132 © [133 | ® |123¢] 0 | 135 | (@
136 | @ | 137 | @ | 138 | 0 | 139 | ® | 140 | (q)
11 | @ | 142 © 143 © | 144 | © | 145 | (@)
146 | (0) | 147 | ® | 148 | (@ | 149 | (@ | 150y h\&)

151 | (@) |, ( 153~ Ao)(QQNs2 | () | 155 | (@)

%XM@\IW a1 ® | 159 | © | 160 | )
ﬁ% @ | PO | 163 | () | 164 | @ | 165 | (a
166 | @ | 167 | ¢ | 168 | @ | 169 | ¢ | 170 | (q)
171 o | 172 @ |13 @ |17a | © | 175 | (0
176 | @ | 177 | @ |78 | ® | 179 | @ | 180 | (¢
181 | ) | 182 ] @ | 183 | ® | 184 | @ | 185 |
186 | () | 187 | @ | 188 | @ | 189 | ® | 190 |
191 | ® | 192] @ [193] ® [ 198 | @ | 195 | 0
196 | () | 197 | @ | 198 | ® | 199 | @ | 200 | )
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ANSWERS

SECTION-C : GENERAL ECONOMICS

101 @ | 02| (@ | 03| ® | 108 | © | 105| @b
06| ® | 107] o | 08| @ | 09| © | 10| (o
11| © | 12| @ | 13| ® | 1s| ® | 15| @
16| © | 17| @ | 18| @ | 19| @ | 120] q@
1210 @ | 122] © | 123 ® | 124 o | 125| (o
126 | @ | 127] @ | 128 ® | 120 | @ | 130 | (o
131 ® | 132] @ | 133] © | 138 | o | 135 | @
136 | @ | 137 ] © | 138| © | 139 | o | 140 | ()
11| o | 2] o | 13| @ | 14a| 0 | 145 @
146 | (a) | 147 | (@) | 148 | (&) | 149 | () | 150 "4

151 | (a) 'if‘(b)"lﬁaﬂr)c)(}\tm T@@) | 155 | ()

ﬁM b ¥57 | myd 1888 [ 159 | ) | 160 | )
ﬁ%{lﬁ @ | WO 163 | (0 |164 | @ | 165 | (0
166 | @ | 167 | ) | 168 | © |169 | &) | 170 | )
171 | @ [ 172 © |73 | @ 174 | ® | 175 | (@
176 | @ | 177 | ® | 178 | © [179 [ & | 180 | (@
181 | ® | 182 | @ | 183 | ® |184 | (¢ | 185 | (a
186 | 0 | 187 | (© | 188 | @ |89 [ & | 190 | (o
191 | @ [ 192 0 [ 193 | @ [1294 | @ | 195 | )
196 | () | 197 | ®) | 198 | (©) | 199 | @@ | 200 | (v
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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -1

Same method of depreciation isfollowed year after year due to consistency.
A changein accounting policy isjustified dueto all the three options given in the question.

Purchases book records al credit purchases of the goods in trade.

Wb PR

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.

Dueto this error, previous year’s profit is overstated and current year’s profit is understated.
In the absence of provision in the partnership agreement, profit and losses are shar ualy.
Going concernisfundamental accounting assumption. \ CO

Compensating errors are not revealed by trail balance

© 0o N o o

Wages paid for installation of machi nery @1
10.  If del-credere commissi b debt IHCS‘% A‘rg)y consignor, thus not debited to
consi gnment- }(N

11. ? e of ?2 @plt oss to be written off over tenure of debentures.
12. 0Ss on issue of deb reated as other current/non-current assets.

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

—

14.  Partnerswill get policy amount in the given case.

15.  Profit/Lossonrevaluation 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.  Changein method of depreciation should be done only in situation givenin 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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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT -2

1. Book keeping isnot asub-field of Accounting.

2. Revenue from products’ saleisrealized at the time of sale.

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

4, Accounting principles, policiesare standardized to ensure transparency, 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. \L

7. Double entry system affects two accounts. O

8. Quantity of aparticular product sold during the per, @d@g&\@wn in general ledger.

9. In three column cash book, contra 0 A

10.  Forlocating cleric o&@ ﬁ‘c‘e is A‘

11. H%&ﬁl\)@\&ta n amméwﬁk_g measured by using substantial degree of estimated

4 paY

12.  Chequesissued but ndt 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 Alcisdebited 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 cal culation of profit.
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16. Interest on capita to be paid only from profitsin given case.

17. Performainvoiceis sent by consignor to consignee.

18. In the given case, discount charges will be recorded in Memorandum A/c.
19.  Zwill bepayeeof hill.

20. 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%
21. Conservatism concept isbeing violated in given case.
22.  Objectionof auditor isjustified only insituation givenin option (C). O ‘\)\L

23. Inventory should bevaued a lower of cost or net redlzablevalg inventory assumessignificance
when different lots are purchased at varyi nﬂ mgs
Sointhiscase
Car

e\N " Flat /g%a 'xlarutl Esteem Maruti 800 Zen
@\,\ q@o l 1,15,000 275,000 100000 210,000

et redisable value ( 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

24, 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 Book value
cost rate expense depreciation at end of year
1,26,000
(origind cost)
1,26,000 6/21 36,000 36,000 90,000
(1,26,000 % 6/21)
S0 Rs. 36,000 is the depreciation expensesin year 1.
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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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22. In the given case, the treatment by auditor isjustified dueto Historical cost concept.

23. Mr. A gtarted his business 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 caculated on the debtors' balance
obtained after deducting the bad debt written off.

The provision created to cover the expense of discount that may be alowed to the debtors during the
coming year when they 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 capitd,
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 valye at theend of
itseffectivelife. Theannual chargeto be made by way of depreciation isfound out i Uity tables.
Theannual chargefor depreciation will be credited to asset account and dehjtedo) aion account,
while the interest will be debited to asset account and credit AdeOunt.

Thus depreciation to be charged = asset valﬁi rﬁ}yg ,000 x4 230975 = Rs. 9,239

26. Under thediminishing bal Doan @A)reciation accordingtoafixed
percentage calcul % |naI co ) and written down value, (in subsequent
years) of ten off duri e@f |ng perlod over the expected useful life of the asset.

% od, t ﬁ@é remains constant year after year whereas the amount goes
reasing.
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 9
31-3-2009 depreciation@10% 10% of .9x = .09x
31-3-2009 wadv 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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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 invol ved.

Monthly/quarterly drawingsmethod: If uniform amount iswithdrawn at eachtimeand theinterva between
twowithdrawa sasoisuniform. In such 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 drawingsof 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 \L
Interest on capital of A = 5% of 40,000 = Rs. 2,000 CO
Interest on capital of B =5 % of 25,000 = Rs. 1250‘ Sa\

Profit after interest = 3,900 —2,000 — % A
The proflt sharl ng r f" *u(g A‘O

\
é\fproflt shared b?%gg = RSQ27§ ’l O

44,  Theexpenditure will shown as prepaid expensein Financial statementsfor the year ended 31.12.09.

45, 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.

Tota amount of thehill = 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
The amount 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 line depreciationiscalculated 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. Astheresidua vaue
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.

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 apartner isentitled to rece|ve int ether there
are profits or not. If there is no agreement regarding therate o ﬁerest | Yo p.a

So asnothing ismentioned inthedeed of partnershi p
loan will be paid at 6% pa.
Interest on Gopal’s|oan w M$ OAOA
48. Interestis ‘Kirﬁeason for the purpose of the partnership business.
le tal was “22009 and the books are being closed on 315 Dec. 2009. Thus

inter est on capital will I@cﬂagd for haf 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

on loan sointerest on Gopal’s

49, Under this method Goodwill is calculated on the basis of Super Profitsi.e. the excess of actual 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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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 does not aim to provide detail sof personal assetsand liabilitiesof owner. All other threeare
objectivesof accounting.

Personal expenses of owners (paid by firm) are called drawings. \L
Purchase Journal records credit purchase of goods dedlt in by firm. O ‘\)
Tria baance givesthelist of balances of al accounts (gi éeg

Dep. iscaculated on original cost under SA O

Ifdateofmaturltyofablll.ﬁv@ [ Wlllrr@p ﬁdléﬁgqngdate

-

A proml n by maker ifff

@& cy requi r&? d 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 balanceare |t 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 essentid 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
retio.

Drawings should be recorded at cost price.

Concept of substance over formis applied in the given case.
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59. Share forfeiture is the process by which the directors of a company cancel the power of shareholder if
he does not pay his call money when the company demandsfor it. Company will give 14 days natice;
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
there was no money lying in thefirst call account or thefina call account . Thus when the amount was
forfeited no amount will be credited in thefirst call account.

60. Sharesissued to promoterswill be debited to Goodwill A/c.
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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 all 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. \L

7. A bill of exchange requires acceptance. \ CO

8. A promissory note cannot be made payable to esa‘

9. Expenditure for repl acement of a pendi AI@IA-] case.

10. Outstanding sal dnt asiti %3

1. @@q’e\i cted from )

12. @penl nginventory |s cgcdl ngA/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.

109. 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 betrested 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 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.
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expenditure. ThusRs.5,000 wasspent by Sargj for addition to machinery in order toincreasethe production
capacity. The amount is Capital in nature.

49.  Total amount of sdles=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 less (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 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, there is always 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 %overy and
correction of the errors causing the difference). \ﬁ

Here the total of the debit and credit side of atrial balance ‘@ ag:ﬁ 31st March, 2012 were

Rs. 20,000 and Rs. 10,000 respectively. Thus eacredit balanceof Rs. 10,000.
Now purchase return book WhICh &W % by Rs. 1,500 — Rs. 1,400 =
Rs. 100. Thus we have t aﬁj eturn account by rs 100. After
crediting su%@dunt Rs 100 tvz ﬁ of se account will be Rs. 10,100 (cr).
51. ?fn@ owing cl @/I ason 31.3.2012;

Capita introduced ason 1.4.201 3,00,000

Add:

Further capital 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
theslling pricei.e. proformainvoiceprice. Theideaisthat consignee should not know the actua 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 + 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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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.

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 in the hand of another, but retaining
ownership until the goodsare sold or personistransferred. A joint venture takes place when two parties
come together to take on one project.

Here the cost of goods sent on consignment = Rs. 20,000 which isthe cost of consignment.

80% of 20,000 = Rs. 16,000.

34.  Accounting Egtimatesinvolve management’ sjudgment of expectedt‘ be@gd obligationsrelating
to assetsand liabilities (and associated expense and i | formatlon that best reflectsthe
conditions and circumstancesthat exist at tm y itsnatye, estimates are subjective and

I must

Ajay drawshill on Bijay for 80% of the cost of consignment, thusthe amount of the bill dw will be =

may require frequent revisonsin f, A new information becomes
availablewhichindicat chrcumstan m hi imateswereformed. Changesin
Accounting W account yinthefinancia statements, i.e. the effects of
incorporat ng period inwhich the estimates are revised. Therefore,

ér ounts of sp§ esand any associated expense and gainsare adjusted in the period
of change in estimate. Ive gpplication of changes in estimates prevents frequent revisonsin

prior period comparative figures which might cause unnecessary complicationsin respect of financia
statement bal ancesthat are expected to be revised 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 restatethe depreciation
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)

31.3.2012 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, which isplacing any material inthe hand of another, but retaining
ownership until the goods are sold or person is transferred. Remuneration paid for servicesis called
commission. Commissionisawayspaid onsales. Over-riding commissionisan extracommission alowed
to theconsigneein addition to the normal commission. Such additional commissonisgenerally alowed:

(i) Toprovideadditiona incentiveto the 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 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 \L
Overriding commission = 20% on grosssaleslessall commission % n@sgm cevaue

L et the overriding commission bex e
Total commission=1,700+ X Qm NO" _‘ AOA(

Grosssaesless ; O
ISSIOh 200 OQ—‘ ,000—1,700—X) =X

@r/ 1,660—-.2x = X

Or 1.2x=1,660
Or x=1383
Total commission=1,383+ 1,700=Rs. 3,083

36. Consignment istheact of consigning, whichisplacing any material inthehand 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 1500
To Bittu-profit share 1500
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 1,500

By cons gnrg comrﬁ\( 500

15,000
37. Inthecasmwherea i iX af iht tAgtlmelsto be cdculated from the date
of the \T&L accepted . If ﬁ t iS made payable at the stated number of months
‘@ ter the corresponding date of the month. If the month in

? eperiod wou@ no correspondl ng day, the period shall beliableto changeonthelast

day of such month. Three days of grace must be added to it. In cal cul ating the date at which promissory

note or bill 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 comesafter adding stated number of daysto the date of thebill,shall bethe due date
and the date of bill 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 days to this date we get 7.1.2012.
Now by adding 3 days of grace we get 10.1.2012.

38. Billsof exchange isafinancid 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
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 = Rs. 30,000
The bill 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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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 divisible profits.

Total vaue of preference shares to be redeemed = Rs. 5,00,000
Less: divisbleprofitsavailablefor redemption = Rs. 3,00,000 \L
Total valueof sharesto beissued = 2,00,000 \e CO ’

Value per equity share=Rs. 9 tesa

Thus sharesto beissued = E 6@(\
57. Wheneveraco prefer nomi nal vaueor facevaueof thesharesis

&t W* ption rewrv d thl sfund becomesthe part of the paid capital of the

Capital Redemption R Eere isalso 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.

The capita 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 premium is
transferred to securities premium account.
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The cost 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.  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. Thelosswhichiscaused by unavoidable reasonsisknown asnormal |oss. For examples
shrinkage, evaporation, leakage and pilferage. Such lossesform part of cost of goods and no additional
adjustment isrequiredfor thispurpose. Thenormal lossisborne by goodsunits. The quantity of suchloss
isto bededucted from thetotal quantity sent by the consignor. Thefollowing formulamay be used for the
valuation 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 mus Rs. 400
freight. Loss of 15% of Mangoesis unavoidablei.e. the normal | and 7 d

Total value of goodssent = 1,000 x 3+400=Rs. 3,

Net quantity received by the consignee= 1, Ai @ &

Sotheremai ni nginven @&“ Af

Value é ry (3 400§O 1% % 400
ng ine method evenly throughout the useful life of the fixed asset.

Straight linedepreciation |scal culated asfollows:
Depreciation per annum = (Cost — Residual Vaue) / 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 materia inthe hand of another, but retaining
ownership until the goods are sold or person istransferred. Consigning goods &t 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 wholesal er/retail er)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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SECTION—A: FUNDAMENTALSOFACCOUNTING
Suggested Answer/Hints
Model Test Paper — BOS/CPT - 11

1. Errorsof partial omission effect the trial 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 persona account asitisin nameof individual.

7. Cost of travel of sales manager is deferred revenue asiit is mcurred to dﬁ@we\}%&s and the
benefit will be for more than one year.

8. Advance received from customersis not cQ urd

9. Income includes received S

10. Mohan Statlon Wot it purch ?ﬁ]@lonery Alchbutitwill debitin purchases.

11. ?@7 a$2

12. Cost of goodssoldis %u? y Trading A/c.

13. Amount spent on newly purchased car is debited to car A/c only.

14.  Suspense Alc (Dr. baance) in Tria 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 shest.

18. Interest is cal culated 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 case is of over-subscription, pro-rate alotment and forfeiture of shares.

23.  Thedirect cogtsattributable to the production of the goods sold by acompany. Thisamount includesthe
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cost of thematerial sused 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 caculate 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 depreciation iscal culated asfollows:
Depreciation per annum = (Cost — Residua Value) / Useful Life
Where:
Costincludestheinitia and any subsequent capital expenditure. \L

Residua Valueisthe estimated scrap value at the end of theu gth Asthe residua value
is expected to be recovered at the end of an asset’s u {é@,& need to charge the portion of
cost equaling theresidua value.

Useful Lifeisthe stl matiI asset is exm t(AQd fromthetimeit isavailablefor
useto the ti me r termi nayzﬁl

vagevalue=Rs. 1,
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 (usualy: 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 + gpprentice 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. Thevalue of thenominal ledger will hold either adebit balancevaue or acredit
balance value. The debit balance vaues 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 financia reports can then be produced using the ledger accounts listed on the trial
balance.
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March 6 Purchases 10 460 4600

March24  Sdes 32 (Openinginventory 15 units @ 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
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. 2,400 \L
Interest on drawings = 5% of 2,400 x 6/12 = Rs. 55

Capital as on 31% December 2011: O‘_esa\
Opening capital ason 1% J%w Zoam N

Add profit durué
aI intr

PRoe s
drawl ngs during 2400

Lessinterest on drawings 55
Closing capital ason 31% Dec 2009 157545
36.  Therectifying entry will be to debit purchases and to credit salesand A.

37. 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 salesforce cost.

Herethe carriage outward is expensesrelated to salesand will not beincluded in cost of goods sold and
officerentisalsoindirect 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

Common Proficiency Test (CPT) Volume- | 707

© Thelnstitute of Chartered Accountants of | ndia



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 ligbility.
3. Cost of shifting is deferred 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, dueto conserva@‘u \)\L
8. Account saleis sent by consignee to consignor. \e C
9. X /dcel -crederecommissionisallowed, bad de“ ns gn and not debited to consgnment
10. Profit and Ioms 4&@{"\ @1
%Q) current asset.

1. Q esfor5 -
12. iv endsarepaldas aﬁaid up capital.

13. Balance sheet is prepared as per Part | of Schedule 111 as per Companies Act, 2013.

14. Damaged inventory isvalued at cost or market value whichever isless.

15. Main cause of depreciation is passage of time.

16. ‘By balance b/d’ are written on cr. side in case of cr. balance.

17. Prepaid insurance given in trial balance is 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 is being vilated by trader in the given case.

22.  Accounting Standards reduce the vagueness and chances of misunderstandings by harmonizing varied
accounting practices.

23.  Thedirect cogtsattributable to the production of the goods sold by acompany. Thisamount includesthe
cost of thematerial sused in creating the good al ong with the direct labor costs used to produce the good.
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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

Sdes 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. \)K
27.  Theoriginal cost of an asset takesinto consideration all of the I@:a‘ggl buted toits purchase
and to putting the asset to use. These costs can |n IS as the purchase price, repairs,

commissions, trangportation, apprasals w atio AY
Thushereinstallation of mﬁlv@ |ncI uded in 6 rciAbs theasset and thejournal entry

will be ,

28. ?et worth method |sd cﬂg;t of affairsmethod or capital comparison method. According to

thismethod profit or loss of the businessisdetermined by making compari son between the capital of two
dates of aperiod. If there are other capita related items such as drawing, additional capital, interest on
capital etc. are to 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 capitdl.

Additional capital: If additional capital isintroduced inthebus nessduring 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
closing capitd.

Profit for the year = Closing capita — Opening capital —additional capital + 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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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 exigting 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/sacrificing ratio
Partners New ratio Old ratio Gain/(sacrif
A 512 !i

B 412 Sa\ezl)‘lz /3= (nil)
C m NO&? AO A]JIZ—]J6:n|I

9(10
55 éoieé\,(‘%;/‘eam B, W@%gll nil

56. Closing inventory isthe amount of inventory that a business ill has on hand at the end of areporting
period. Thisincludes raw materids, work-in-process, and goodsinventory. Theamount of cdlosinginventory
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 closing inventory isusedto arriveat the cost of goods soldin aperiodicinventory system
withthefollowing caculation:

Opening inventory + Purchases— Closing inventory = Cost of goods sold
So closing inventory = total goodsavailablefor 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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46. The journal entry to transfer net income to owner’s equity is a debit to Income Summary, and a credit
Capitdl.
The balance of Income Summary is reduced to zero; the owner’s capital 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 material in the hand of another, but retaining
ownership until the goods are sold or person istransferred.
Consignment account
Particulars Amount  Particulars Amount
To goods sent on 900000 By gitaA/c-sdes 9,00,000
consignment A/c (1000 x 900) CO \)
To bank- freight paid 7,000 45545
To bank-carriage Oglnvent cs A 1,84,391
To bank i msurance ( Om ag O" K
To GI @ébl e
? Xltaa/c-commlss@ a,g
To profit on consignment 1,52,036
Tt Tux@  Tod TS
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 alteration will be capital in nature. It will berevenueasitisunder pressure of
law.
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The surplus amount to be transferred to capital reserve account = 750 — 500 = Rs. 250

59. Debenture isacertificate/instrument acknowledging adebt. It isissued 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.

Herea Co. issued Rs. 2,00,000 Debentures at 5% discount, redeemable at 10% premium after 10 years.
Thediscount 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 firmsligbility out of his private fundswill betreated ascepltal |ntr ion by that
partner. Here A, B & C are partners sharing profits & lossesin equal rat iability of
Rs. 10,000 out of his private funds.

So the entry to record thistransaction will b Sa‘\

e 80 325 o %90%.}0

we\"e paQe
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25.

26.

27.
28.
29.
30.
31
32.

33.

754

Fixed installment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight line depreciation iscal 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 isno 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 itsdisposal or termination of use.

Here Cost of the asset = Rs. 1,26,000

Sdvagevaue= Rs. 6,000 O \L
Depreciationyear = (1,26,000— 6,000)/6 = Rs. 20,000 \e C

Accural concept gtates that al expenses @Sb@g? ot) ould be provided for in the
accounting period. 6

Under diminishi c&&l@ dep Z@. every yedr.
i

?I‘@@?@A he issues €. current replacement cost.
alance sheet repraa@ iabilities and capital.

Total of purchase book is posted in purchasesA/c.
Legal expensesfor asuit for breech of contract of goods is revenue expenditure.

Capital isneeded to create a bal 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.
1,89,000

And liabilities= 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 is used for recording goods returned to us by
our customers.
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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 \L 25,000
By balance c/d-balanceo U
recelvable \e . 122,000
“@ﬂ()‘.e 250,000
48. For rectlflctlon Ajit eﬁ{t@s ited b @KWIA: responding credit to Bad debts
recovered.

49, ? nC|I|at|o ﬁ@m explal ns the difference between the bank baance shown in an
rganisation’s bank st; it 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.

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
Add:
Cheques deposited in the Bank but not recorded in Cash Book Rs. 100 100 100
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Profit on venture can be ascertained with the help of the joint venture account.

Joint venture Alc

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
54,000 54000

33. In case of revauation, the depreciation is calculated on the total revalued amount over a period of
balance useful livesassessed on the date of revaluation. New cost for the purpose of depreciation will 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 \jwnt
Cost of machinery \e CO 1,35,000

Less: Depreciation for 5 years on straight n;t@sja

(1,35,000—5,000)/10x 5 A5ooo
End of 5" year Wmthmm AA— O‘ A‘O 70,000

(70,000—5,000)/8 8125

34. P\;Vhen anew partner Qne 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 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 Old ratio Gain/(sacrifice) New ratio
Mohan Ys (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.
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Oartners New ratio Old ratio Gain/(sacrifice)

A 510 6/10 5/10—6/10 = (1/10)
B 310 410 3/10—4/10 = (1/10)
C 2/10

So the sacrificing ratio between A and Bis 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 cals 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. \)\L

Here Shveta holding 100 shares did not pay final call money.
Thus amount received in respect of the sharesfon‘eiﬁel% (20 +20+ 25) Rs. 6,500

50. In case of retirement and death, goo% ough tmﬁ account in Gaining Ratio.
New ratio= oIdrat o+ ﬁrﬁ@ ’l O"

Calcul
?ar ners Gain/(sacrifice) New ratio
A 1/2 6/10 of %2=3/10
B Yo 4/10 of 2= 2/10
C Y

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 Reva uation 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 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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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

Pant 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
valuegreater than thebook value, then againisrealized on exchange of the asset. If the deadler grantsan
exchange value lesser than the book value, then a loss is realized on exchange & As per
prudent and accepted accounting practices, the loss will be taken o the pm unt of the
year concerned, and profit on exchange will be deducted fr

Here The old machinery has been valued ge pu Kse
@c‘wm 5,000 —800 = Rs. 4,200

%r gn the basis of return, there might be achance
d anceof part of goods. Thismethodisalso called the

e new asset.

Thusloss on exchange W|§
57. Sdeor returfii wherethe

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 inthe 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.

50. 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. Infinancid 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 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 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 2,004
To Suspense 396
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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 changewould result in appropriate presentation of financial statement.

23. Fixed ingtalment or straight line method depreciates cost evenly throughout the useful life of the fixed
asset.

Straight line depreciation iscal 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 s available for
useto thetime of itsdisposa or termination of use. iz

Here Cost of the asset = Rs. 5,000 \ ‘CO *
Salvage value = Rs. 500 O‘esa
Depreciation/year = (5 0005 AOA

Depreuatlon,rat (600 (ﬁﬁ
24, r%m "stota expenses from total revenue, thus showing what
y hasearn @

glven period of time (usudly oneyear). aso called 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. Cadlculation of cash balance at the end:

Opening balance 10,000
Add:

Cash sdles 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 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 wasdrawn 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 installment. 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%.

So interest 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. Somey itjust so
happens that some events are either not recorded or itisrecorded in the wron or wrong
figureis recorded in the correct head of account. Whatever the r @isawaysachance
of error in the books of accounts. These errorsin accou |T| cation.

Here bills receivable passed through bl||Sx¢ I”SRG&COLM is overcasted and bills

R | ol
w@\rt@'\w ISe@,e 355,

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 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 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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44,

45.

46.
47.
48,
49,

798

When anew partner isadmitted in the firm, the existing/old partners have to sacrifice, what isgiven 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.

Here the share in profit is 1/5"
Thetotal vaue 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 vaue of average
profits. After arriving at the capitalized average profit, Capital employed (assets—liagbilities) 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 yearsare n‘&pl iedby an
agreed number of years.

Mathematically, Capitalized Va ue of Average Profits=A 3 *@ (‘& %rmal Rate of Return)

Good\Nlll:CapltahzedVdueofAverage fi 6&' oned

Here profit for the year = ?@b _‘
Reasonable Yo 2 O

P1$®t lvalu?;?@@)og?oom 2,00,000

Capital employed=1

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 colletua security will be added in total of liabilitiesaswell asassets.

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 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 caculated 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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30. Manager’s commission 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 isthetotal outlay required to
produce a product or carry out a service.

Here x sells goods at cost plus 60%. Tota 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 CO . \L
Or 1.6x =16,000 \e

a .
Or cost price = x = 16,000/1.6 = Rs. 10,00(N()J‘.e5

32. Cost priceisaso known a{x Q@gi nal priceo&it cégt isthetota outlay required to
produceapm{léWry a ice@)s‘()@is n establishing profitability in the following

90“ Cost price Wh@@t as a percentage produces rate of profit on cost.

Here trader sells goods at a profit of 25% on sale.

So let 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 = salesless 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 the businessowners\tscalculated
through the subtraction of assetsfrom liabilities. When abusinesspaysal its he remaining
belongs to the business owner and it isthe one that isreferred to a\ a or Owners Equity.

Formulasof W
i SO o 404

QDT rof|t+addgrea% ravings OR
osn

g assets—clos n
Thusprofit/(loss) = closing capital —opening capital —additional capital + 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 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 (cr) 4,500
Add:
Cheqgues deposited in the Bank but not cleared 6,225 6,225
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23. A balance sheet isaso known asthe statement of financia 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 equationis:

Assets=Liabilities+ 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
Bank overdraft 15000 Investments \L 25,000

Trades payable 45000 Closnginvent e CO
&ﬁi‘l 35,000

Outstanding expenses 5,000
o frO™ Nﬁ%*&% o
4&9 Totd 240,000

24, goss profit is acompgny’ @9@ 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 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 = 19,000
Gross Prafit = sdles— cost of goods sold = 30,000 — 19,000 = Rs. 11,000

25. Net profit iscal culated by subtracting acompany’stotal expensesfromtota revenue, thus showing what
thecompany hasearned (or lost) inagiven period of time (usually 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 Capita A/c balancewill be=50,000—10,000— 1,600 = Rs. 38,400.
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theamount of thebill of exchangelessdiscount interest and additional costsrelated to thebill, 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 on first and final call = 13,800 x 35=Rs. 4,83,000
Cash book baancewill 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 theam ived and
Share capital account is credited by the paid up amount. The amount of d ﬁ iSdebited to
ed from the amount

Share Forfeited Account. This is for adjusting the amount of w
forfeited at the time of forfeiture.

Now the amount of discount allow ar& art&g can be equd to the forfeited
amount on such shares. I are forfelt reissue will show a zero balance.
Butin case thls unt |sI rfelted theremaining forfeited amount will

(Q y Thi e gain to the company and is transferred to Capital
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.  Total value of business purchased = Rs. 3,30,000

Amount to be paid by issue of 12% debentures = 3,30,000

Value per debenture at 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 at 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 herethe Loss onissue 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 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. 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, a Limited Co. issued 14% Rs. 1,00,000 debentures at a discount of 6%

repayable at the end of 5 years. \L
Total discount = 6% of 1,00,000 = Rs. 6,000 \ CO

Here Amount of discount to be written off annually ‘_ Sa

= Total amount of Dlscount/Numbme&

=6,000/5=Rs. 1,2 2 O‘ A‘
60. 2 f@ﬁ@'&@l ebenturz e of Rs. 1,00,000 at adiscount of 6% on
1, 2004. These d 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
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.
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