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Objective 
To acquire the ability to apply specific accounting standards and legislations to 
different transactions and events and in preparation and presentation of 
financial statements of various business entities. 
 

Contents 
1) Process of formulation of Accounting Standards including Indian Accounting 

Standards (IFRS converged standards) and IFRSs; Convergence vs Adoption; 
Objective and Concepts of carve outs. 

2) Framework for Preparation and Presentation of Financial Statements (as per 
Accounting Standards). 

3)  i.  Applicability of Accounting Standards to various entities.  
ii. Application of Accounting Standards: 
AS 1  Disclosure of Accounting Policies  
AS 2  Valuation of Inventories 
AS 3  Cash Flow Statements 
AS 4  Contingencies and Events Occurring After the Balance Sheet Date 
AS 5  Net Profit or Loss for the Period, Prior Period Items and Changes in 

Accounting Policies 
AS 7 Construction Contracts 
 AS 9 Revenue Recognition 
AS 10  Property, Plant and Equipment 
AS 11  The Effects of Changes in Foreign Exchange Rates  
AS 12 Accounting for Government Grants 
AS 13  Accounting for Investments 
AS 14  Accounting for Amalgamations (excluding inter-company holdings) 
AS 15  Employee Benefits 
AS 16  Borrowing Costs  
AS 17  Segment Reporting 
AS 18  Related Party Disclosures  
AS 19 Leases 
AS 20 Earnings Per Share  
AS 21 Consolidated Financial Statements of single subsidiaries (excluding 

problems involving acquisition of Interest in Subsidiary at Different 
Dates, Cross holding, Disposal of Subsidiary and Foreign Subsidiaries)  

AS 22  Accounting for Taxes on Income  
AS 23 Accounting for Investment in Associates in Consolidated Financial 

Statements 
AS 24 Discontinuing Operations  
AS 25 Interim Financial Reporting 
AS 26 Intangible Assets 
AS 27  Financial Reporting of Interests in Joint Ventures  
AS 28 Impairment of Assets 
AS 29  Provisions, Contingent Liabilities and Contingent Asset 

4) Company Accounts 
a. Schedule III to the Companies Act, 2013 (Division I) 
b. Preparation of financial statements  Statement of Profit and Loss, 

Balance Sheet and Cash Flow Statement 
c. Buy back of securities 
d. Accounting for reconstruction of companies 

5) Accounting for Branches including foreign branches 

PAPER 1: ADVANCED ACCOUNTING (100 MARKS) 



Chapter No. Weightage
1 Introduction to Accounting Standards
2 Framework for Preparation & Presentation of Financial Statements
3 Applicability of Accounting Standards

Presentation and Disclosure Based Accounting Standards
Unit 1 AS 1 Disclosure of Accounting Policies
Unit 2 AS 3 Cash Flow Statement
Unit 3 AS 17 Segment Reporting
Unit 4 AS 18 Related Party Disclosures
Unit 5 AS 20 Earnings per Share
Unit 6 AS 24 Discontinuing Operations
Unit 7 AS 25 Interim Financial Reporting
Assets Based Accounting Standards
Unit 1 AS 2 Valuation of Inventory
Unit 2 AS 10 Property, Plant & Equipment
Unit 3 AS 13 Accounting for Investments
Unit 4 AS 16 Borrowing Costs
Unit 5 AS 19 Leases
Unit 6 AS 26 Intangible Assets
Unit 7 AS 28 Impairment of Assets
Liabilities Based Accounting Standards
Unit 1 AS 15 Employee Benefits
Unit 2 AS 29 Provisions, Contingent Liabilities and Contingent Assets
Accounting Standards Based on Items Impacting Financial Statement
Unit 1 AS 4 Contingencies & Events Occurring After Balance Sheet Date

Unit 2
AS 5 Net Profit or Loss for the Period, Prior Period Items 
and Changes in Accounting Policies

Unit 3 AS 11 The Effects of Changes in Foreign Exchange Rates
Unit 4 AS 22 Accounting for Taxes on Income
Revenue Based Accounting Standards
Unit 1 AS 7 Construction Contracts
Unit 2 AS 9 Revenue Recognition
Other Accounting Standards
Unit 1 AS 12 Accounting for Government Grants
Unit 2 AS 14 Accounting for Amalgamations
Accounting Standards for Consolidated Financial Statements
Unit 1 AS 21 Consolidated Financial Statements
Unit 2 AS 23 Accounting for Investment in Associates in CFS
Unit 3 AS 27 Financial Reporting of Interests in Joint Ventures
Financial Statement of Companies
Unit 1 Financial Statements of Companies
Unit 2 Cash Flow Statements

12 Buyback of Securities
13 Amalgamation of Companies
14 Internal Reconstruction
15 5% - 10% Accounting for Branches including Foreign Branches

Chapter Name
ADVANCED ACCOUNTING: ICAI MODULE BIFURCATION & WEIGHTAGE 

55% - 65%

30% - 35%

4

5

6

7

8

9

10

11



      
                                         

Chapter 
No. 

ICAI Study 
Material 

Chapter Name 
Assignment Practice 

Ques. Pg. No. Ques. Pg. No.

1. Ch. 11 Unit 1 
Financial Statement of 
Companies 

12 1.01 – 1.20 15 1.21 – 1.30 

2. 
Ch. 11 Unit 2 
Ch. 4 Unit 2 

Cash Flow Statement 25 2.01 – 2.24 29 2.25 – 2.38 

3 Ch. 12 Buy-Back of Securities 11 3.01 – 3.14 18 3.15 – 3.23 

4.       Ch. 14 Internal Reconstruction 19 4.01 – 4.20 19 4.21 – 4.37 

5. 
Ch. 13 

Ch. 9 Unit 2 
Amalgamation  
(Including AS 14) 

26 5.01 – 5.28 29 5.29 – 5.53 

6. Ch. 15 Branch Accounting 37 6.01 – 6.29 30 6.30 – 6.44 

7. Ch. 5 Unit 3 

AS-13 Accounting for 
Investments 

    

   Practical Chapter 18 7.01 – 7.14 18 7.15 – 7.20 

   Case Study Questions 10 7.21 – 7.26 11 7.27 – 7.32 

8. Ch. 10 Unit 1 
AS-21 Consolidated 
Financial Statements 

21 8.01 – 8.16 24 8.17 – 8.29 

9. Ch. 2 
Framework for Prep. & 
Pres. of Financial 
Statements

5 9.01 – 9.08 10 9.09 – 9.14 

10.  Accounting Standards  

A Ch. 1 Introduction to Accounting Standards 10A.1-10A.5 

B Ch. 3 Applicability of Accounting Standards 10B.1-10B.7 

C Ch. 4 Unit 1 AS-1 Disclosure of Accounting Policies 10C.1-10C.10 

D Ch. 5 Unit 1 AS-2 Valuation of Inventories 10D.1-10D.23 

E Ch. 7 Unit 1 
AS-4 Contingencies & Events Occurring After 
Balance Sheet Date 

10E.1-10E.19 

F Ch. 7 Unit 2 
AS-5 Net Profit or Loss for the Period, Prior Period 
Items & Changes in Accounting Policies 

10F.1-10F.16 

G Ch. 8 Unit 1 AS-7 Construction Contracts 10G.1-10G.17 

H Ch. 8 Unit 2 AS-9 Revenue Recognition 10H.1-10H.20 

I Ch. 5 Unit 2 AS-10 Property, Plant & Equipment 10I.1-10I.30 

INDEX



      
                                         

J Ch. 7 Unit 3 
AS-11 The Effect of Changes in Foreign Exchange 
Rates 

10J.1-10J.16 

K Ch. 9 Unit 1 AS-12 Accounting for Government Grants 10K.1-10K.17 

L Ch. 6 Unit 1 AS-15 Employee Benefits 10L.1-10L.14 

M Ch. 5 Unit 4 AS-16 Borrowing Costs 10M.1-10M.23 

N Ch. 4 Unit 3 AS-17 Segment Reporting 10N.1-10N.14 

O Ch. 4 Unit 4 AS-18 Related Party Disclosures 10O.1-10O.16 

P Ch. 5 Unit 5 AS-19 Leases 10P.1-10P.17 

Q Ch. 4 Unit 5 AS-20 Earnings Per Share 10Q.1-10Q.19 

R Ch. 7 Unit 4 AS-22 Accounting for Taxes on Income 10R.1-10R.14 

S Ch. 10 Unit 2 
AS-23 Accounting for Investment in Associates in 
Consolidated Financial Statements 

10S.1-10S.10 

T Ch. 4 Unit 6 AS-24 Discontinuing Operations 10T.1-10T.7 

U Ch. 4 Unit 7 AS-25 Interim Financial Reporting 10U.1-10U.10 

V Ch. 5 Unit 6 AS-26 Intangible Assets 10V.1-10V.20 

W Ch. 10 Unit 3 
AS-27 Financial Reporting of Interest in Joint 
Ventures 

10W.1-10W.11 

X Ch. 5 Unit 7 AS-28 Impairment of Assets 10X.1-10X.15 

Y Ch. 6 Unit 2 
AS-29 Provision, Contingent Liabilities & Contingent 
Assets 

10Y.1-10Y.20 



 

WEIGHTAGE IN PAST YEAR EXAMS (From May 18 to Nov 23) 

MAY 
18 

NOV 
18 

MAY 
19 

NOV 
19 

NOV 
20 

JAN 
21 

JULY 
21 

DEC 

21 

MAY 
22 

NOV 
22 

MAY 
23 

NOV 
23 

Financial 
Statement of 
Companies 

- - - 10 - - 20 - - 20 10 20 

Cash Flow
Statement (AS 3) 

5 - 10 5 10 12 5 5 5 5 10 - 

Buy Back of 
Securities 

10 - 10 15 - 5 15 10 10 5 10+5 5 

Internal
Reconstruction 

- 10 - 15 - - 5 - - 20 5 20 

Amalgamation 
(Incl. AS 14) 

20 5 10+5 - 15 20+5 10 15+5 20 5 20 5 

Branch 
Accounting 

10 - 8 - 10 5 10 10 10 10 5 10 

AS 13: A/cing for 
Investments 

10 10 5+1 10 10+5 10+5 20 10+5 5 10+5 10 10 

AS 21: 
Consolidation 

20 10 10 10+5 15 20 15+5 15 15 15 15+15 15 

Framework 5 5 5 - 5+5 5 5 5+5 - 5 5 - 

Basics - 5 - - - 5 - - - 5 - 5 

AS-1 - 5 - - - - - 5 5 - 5 5 

AS-2 - - 5+1 5 - 5 5 - 5 5 - 5 

AS-4 - 5 5+1 - - - 5 5 - 5 - - 

AS-5 5 - 1 - - 5 - - 5 5 - 5 

AS-7 5 - 5 - 5 - 5 - 5 - 5 - 

AS-9 - - 5 5 - - - 5 - 5 5 - 

AS-10 - 5 - - 5 - 5 - 5 - 5 - 

AS-11 5 5+5 - 5 - 5 - 5 - 5 5 5 

AS-12 5 - 1 - 5 5 5 - 5 - 5 5 

AS-16 - - 5 - 5 - - - 5 - 5 5 

AS-17 5 - - 5 5 5 - - 5 - 5 5 

AS-18 - 5 5 - - - 5 - - - 5 - 

AS-19 5 - 5 5 - 5 - 5 5 - - - 

AS-20 5 5 - 5 - - - 5 5 5 - 5 

AS-22 5 - 5 5 5 5 5 - - 5 - 5 

AS-24 - 5 - - - - 5 - - - - 5 

AS-26 5 - - 5 5+5 5 - 5 - - - 5 

AS-29 - - - 5 5 - 5 - 5 5 - - 



 

WEIGHTAGE IN PAST YEAR EXAMS (From May 2024 & onwards) 

(Descriptive Portion: 70 Marks) 
MAY 24 SEP 24 JAN 25 

Financial Statement of Companies 4 14 - 

Cash Flow Statement (AS 3) 7 7 7 

Buy Back of Securities - 7 4 

Internal Reconstruction 14 4 14 

Amalgamation (Incl. AS 14) 14 14 14 

Branch Accounting 6 6 6 

AS 13: Accounting for Investments - 4 - 

AS 21: Consolidation 14 14 (With AS 23) 14 

Framework - - 4 

AS-2 7 4 - 

AS-7 7 - -

AS-15 - 5 4 

AS-16 7 - - 

AS-18 - - 4 

AS-19 4 - 5 

AS-20 4 - 5 

AS-22 - 5 - 

AS-26 - 4 - 

AS-29 - - 7 
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MAINTENANCE OF BOOKS OF ACCOUNTS (Sec 128 of Companies Act, 2013)
Every company shall prepare and keep at its  books of account and other 
relevant books and papers and financial statement for every financial year which give a 

 of the state of the affairs of the company, including that of its branch office or 
offices, if any, and explain the transactions effected both at the registered office and its 
branches and such books shall be kept on  and according to the 

of accounting. 
Provided further that the company may keep such books of account or other relevant papers 
in electronic mode in such manner as may be prescribed. 

PREPARATION OF FINANCIAL STATEMENTS  
Under Section 129 of the Companies Act, 2013, the financial statements shall give a true and 
fair view of the state of affairs of the company or companies, comply with the accounting 
standards notified under section 133 and shall be in the form or forms as may be provided for 
different class or classes of companies, as prescribed in Schedule III.  
(As per section 133 of the Companies Act, it is mandatory to comply with accounting standards 
notified by the Central Government from time to time) 

The Board of Directors of the company shall lay  at every annual general 
meeting of a company which include: 
a) Balance Sheet as at the end of the period, and
b) Profit and Loss Account for that period.

[Note: For a Company not carrying on business for profit, an Income and Expenditure
Account shall be laid at that AGM, instead of the P & L Account.]

c) Cash flow statement for the financial year
d) Statement of changes in equity, if applicable; and
e) Any explanatory note annexed to, or forming part of, any document referred above

Provided that the financial statement, with respect to One Person Company, small company, 
dormant company and private company (if it’s a start up), may not include the cash flow 
statement. 

Requisites of Financial Statements It shall give a true and fair view of the state of affairs of 
the company as at the end of the financial year. 

Provisions Applicable  
(1) Specific Act is Applicable 

For instance any 
a) Insurance company
b) Banking company or
c) Any company engaged in generation or supply of electricity or
d) Any other class of company for which a Form of balance sheet or Profit and loss

account has been prescribed under the Act governing such class of company

“Stop being afraid of what could go wrong and focus on what could go right”

CH        

1 
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(2) In case of all other companies 
Balance Sheet as per Form set out in Part I of Schedule III and Statement of Profit and Loss 
as per Part II of Schedule III 

Division Applicable to 

Division I 
Companies that are required to apply Accounting Standards notified under 
Section 133 of the Companies Act, 2013. 

Division II 
Companies that are required to apply Indian Accounting Standards notified 
under Section 133 of the Companies Act, 2013.

Division III 
Non-Banking Finance Companies (NBFCs) that are required to apply Indian 
Accounting Standards notified under Section 133 of the Companies Act, 2013. 

Points to be kept in mind while preparing final accounts: 
Requirements of Schedule III to the Companies Act;
Other statutory requirements;
Accounting Standards notified by Ministry of Corporate Affairs (MCA) (AS 1 to AS 29);
Statements and Guidance Notes issued by the Institute of Chartered Accountants of
India (ICAI); which are necessary for understanding the accounting treatment/
valuation/ disclosure suggested by the ICAI.

Depending upon the Total Income of the company, the figures appearing in the Financial 

Statements shall be rounded off as given below: 
Total Income Rounding Off 

(a) Less than 100 crore rupees 
To the nearest hundreds, thousands, lakhs or 
millions, or decimals thereof 

(b) 100 crore rupees or more 
To the nearest lakhs, millions or crores, 

or decimals thereof. 
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Dividend 

Dividend to be declared / paid out of 
a) Profits of the company for that year or previous years but after providing

depreciation as per Schedule II or 
b) Money provided by Central Govt. or State Govt. in pursuance of guarantee

given by Govt. 

General 
Provisions 

Dividend cannot be declared except out of profits.
Dividend to be declared/paid out of free reserves.
Capital cannot be returned to the shareholders by way of dividend.
Dividend is paid to Shareholders; Preference shareholders being paid
first.
It is generally calculated on paid up capital i.e., Called up Capital Less
Calls in Arrears
No dividend on Calls in Advance
Company cannot declare dividend unless previous year losses &
depreciation not provided are set off against profits of current year.

Interim 
Dividend 

The Board of Directors of a company may declare interim dividend during any 
financial year or at any time during the period from closure of financial year 
till holding of the AGM out of the surplus in the profit and loss account or out 
of profits of the financial year for which such interim dividend is sought to be 
declared or out of profits generated in the financial year till the quarter 
preceding the date of declaration of the interim dividend: 

Provided that in case the company has incurred loss during the current 
financial year up to the end of the quarter immediately preceding the date of 
declaration of interim dividend, such interim dividend shall not be declared 
at a rate higher than the average dividends declared by the company during 
the immediately preceding three financial years. 

Declaration 
of Dividend 

out of 
Reserves 

The amount so drawn shall first be utilised to set off the losses incurred in 
the financial year in which dividend is declared before any dividend in respect 
of equity shares is declared. 

DIVIDEND (Sec 123 of Companies Act, 2013)
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Schedule III of the Companies Act, 2013 
PART I – BALANCE SHEET 

 

PARTICULARS 
Note 
No. 

Figures as at the 
end of current 
Reporting period 

Figures as at the 
end of previous 
reporting period 

A.  EQUITY AND LIABILITIES 
1. Shareholder's funds
a  Share capital 
b Reserves and surplus
c   Money received against share warrants 

2. Share application money pending allotment

3. Non-Current Liabilities
a   Long-term borrowings

b   Deferred tax liabilities (Net) 
c   Other long term liabilities 
d   Long-term provisions 

4. Current Liabilities
a   Short-term borrowings 
b   Trade payables 
c   Other current liabilities 
d   Short-term provisions 

TOTAL 

B.  ASSETS 
1. Non-Current Assets
a  Property, Plant & Equipment & Intangible 

  Assets 
i. Property, Plant & Equipment
ii. Intangible assets
iii. Capital work-in-Progress
iv. Intangible assets under development
b   Non-current investments 
c  Deferred tax assets (net) 
d   Long-term loans and advances 
e   Other non-current assets 

2. Current Assets
a   Current investments 
b   Inventories 
c   Trade receivables 
d   Cash and cash equivalents 
e   Short-term loans and advances 
f   Other current assets 

TOTAL 
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        Notes to 

Accounts 
1) Share Capital: For each class of share capital (different classes of preference shares to

be treated separately): 
a) the number and amount of shares authorised;
b) the number of shares issued, subscribed & fully paid, and subscribed but not fully paid;
c) par value per share;
d) a reconciliation of the number of shares o/s at the beginning & at the end of the period;
e) for the period of 5 years:

Aggregate number & class of shares allotted as fully paid-up pursuant to contract(s)
without payment being received in cash.
Aggregate number & class of shares allotted as fully paidup by way of bonus shares
Aggregate number and class of shares bought back.

f) List of Shareholders holding more than 5% shares

g) Shareholding of Promoter’s

Shares held by Promoter at the end of the year % change during 
the year S. No. Promoter Name No. of Shares % of total Shares 

Total 

2) Reserves and Surplus:
a) Capital Reserve

b) Capital Redemption Reserve

c) Securities Premium

d) Debenture Redemption Reserve

e) Revaluation Reserve

f) Share Option Outstanding Account

g) General (Revenue) Reserve

h) Other Reserves (specify nature, purpose & amount)

i) Surplus/ P&L A/c (Can be negative)

Balance of “Reserves & Surplus”, after adjusting negative balance of surplus, if any, shall be 
shown under the head “Reserves and Surplus” even if the resulting figure is in the negative.  

3) Long Term Borrowings:
a) Debentures/Bonds, Term Loans, Deposits, Loans & Advances from related parties, Long

term maturities of finance lease obligations, etc.

b) Show secured & unsecured and specify nature of security.

c) Terms of repayment of loans

4) Deferred Tax Liabilities: Calculated as per AS 22

5) Other Long Term Liabilities: Trade Payables & Others (E.g. Creditors for Machinery)

6) Long Term Provisions: Provision for Employee benefits (E.g. Gratuity) & Others

7) Short Term Borrowings:
a) Loans repayable on demand, Deposits, Loans & Advances from related parties, Bank

overdraft, Others, etc.

b) Show secured & unsecured and specify nature of security.

c) Current maturities of Long term borrowings shall be disclosed separately under Short

term borrowings & not under Other Current Liabilities
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8) Trade Payables:  

Particulars O/s for following periods from due date of payment

< 1 year 1-2 years 2-3 years > 3 years Total 
MSME 
Others 
Disputed dues-MSME 

Disputed dues-Others 

9) Other Current Liabilities:
a) Accrued Interest

b) Income received in Advance

c) Unclaimed dividend, Dividend Payable

d) Application money pending refund

e) Unpaid matured debentures/deposits

f) Outstanding Expenses

10) Short Term Provisions: E,g. Provision for tax, Provision for Claims etc.

11) PPE & Intangible Assets: A reconciliation of the gross & net carrying amounts of each

class of assets at beginning & end of reporting period showing additions, disposals, amount

of change due to revaluation (if change is 10% or more in the aggregate of the net carrying

value of each class of PPE/ Intangible Assets) & other adjustments & related depreciation

& impairment losses/reversals shall be disclosed separately.]

PPE: Classified as Land, Building, Plant & Equipment, Furniture & Fixtures, Vehicles, etc.

Intangible Assets: Classified as Goodwill, Brands, Software, Copyrights, Licenses, etc.

12) Non Current Investments:
a) Investment Property, Investment in Equity, Preference Shares, Govt. securities,

Debentures, Mutual Funds, Partnership firms, Others, etc.

b) Aggregate Amount of Quoted & Unquoted investments and Provision for decline

c) Valuation basis if carried at other than cost

13) Long Term Loans & Advances:
a) Capital Advances, Loans & Advances to related parties, Others, etc.

b) Details of secured, unsecured, doubtful, etc.

14) Other Non Current Assets:
a) Long term trade receivables, Security deposits, Others, etc.

b) Details of secured, unsecured, doubtful, etc.

15) Current Investments:
a) Investment in Equity, Preference Shares, Govt. securities, Debentures, Mutual Funds,

Partnership firms, Others, etc.

b) Aggregate amount of Quoted & unquoted investments and Provision for decline

c) Valuation basis

16) Inventories:
a) Raw Materials, Work in Progress, Finished Goods, Stock in Trade, Stores & Spares,

Loose Tools, etc.

b) Valuation basis
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17) Trade Receivables:
a) Ageing Schedule

Particulars O/s for following periods from due date of payment 

Less than 

6 months 

6 months 

– 1 year

1-2

years 

2-3 

years 

More than 

3 years 

Total 

Undisputed -considered good 

Undisputed -considered doubtful 

Disputed - considered good

Disputed - considered doubtful 

b) Secured, Unsecured, Doubtful

c) Provision for Doubtful debts to be reduced

18) Cash & Cash Equivalents:
a) Cash, Balance with Banks, Cheque in hand, etc.

b) Show balance with Scheduled bank & Non Scheduled bank separately.

19) Short Term Loans & Advances:
a) Loans & advances to related parties, others (e.g. staff advances), etc.

b) Sub classified as Secured, Unsecured, Doubtful

20) Other Current Assets: Balance items like Accrued interest on Investment, etc.

Additional Disclosures 
(1) Title deeds of Immovable Property not held in name of the Company.
(2) Capital WIP/ Intangible Assets under development Ageing schedule. 
(3) Details as willful defaulter (where company declared willful defaulter by bank or 

financial institution, details to be given like: date, amount & nature of defaults) 
(4) Relationship with struck off companies 
(5) Following ratios to be disclosed: (Change >25% as compared to previous year to be explained) 

(a) Current Ratio, (b) Debt-Equity Ratio, (c) Debt Service Coverage Ratio, (d) Return on 
Equity Ratio, (e) Inventory turnover ratio, (f) Trade Receivables turnover ratio, (g) Trade 
payables turnover ratio, (h) Net capital T/o ratio, (i) Net profit ratio, (j) Return on Capital 
employed, (k) Return on investment

CONTINGENT LIABILITIES and COMMITMENTS (to the extent not provided for) 
a. Claims against the company not acknowledged as debt
b. Guarantees
c. Arrears of fixed cumulative dividends on preference shares
d. Estimated amount of contracts remaining to be executed on capital account & not provided
e. Uncalled liability on shares and other investments partly paid
f. Bills discounted not yet matured
g. Other money for which the company is contingently liable & other commitments.
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PART II – STATEMENT OF PROFIT AND LOSS 

PARTICULARS 
Note 
No. 

Figures for 
Current 

Reporting period 

Figures for 
Previous 

reporting period 
I. Revenue from operations 
II. Other income
III. Total Income (I + II) 
IV. Expenses:

Cost of materials consumed 
Purchases of Stock-in-Trade 
Changes in inventories of finished goods, 
work-in-progress and Stock-in-Trade 
Employee benefits expense
Finance costs 

Depreciation and amortization expense
Other expenses 

Total Expenses 
V. Profit before exceptional and extraordinary 

items and tax (III-IV) 
VI. Exceptional items
VII. Profit before extraordinary items & tax (V - VI)
VIII. Extraordinary Items
IX. Profit before tax (VII- VIII) 
X Tax expense: 

(1) Current tax 

(2) Deferred tax 
XI. Profit (Loss) for the period from continuing

operations (VII-VIII)
XII. Profit/(loss) from discontinuing operations
XIII. Tax expense of discontinuing operations
XIV. Profit/(loss) from Discontinuing operations

(after tax) (XII-XIII)
XV Profit (Loss) for the period (XI + XIV) 
XVI. Earnings per equity share:

(1) Basic 
(2) Diluted 

Notes to Accounts
Heading Items 

Revenue from Operations 
Sale of goods & services
Grants or donations received (For Sec 8
companies)
Other Operating revenues
Less: Excise Duty

Other Income 
Interest income, Dividends, Rent, Transfer fees, 
Discount received, Profit on sale of fixed assets 
/investments, Sale of scrap, etc. 
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Costs of Material Consumed Opening Stock + Purchase of Raw Material – 
Closing Stock 

Purchase of Stock in Trade 
Purchases 

Change in Inventory 

 

Opening Stock – Closing Stock 

Employee Benefit Expense 

Salaries & Wages
Contribution to Provident & Other Funds
ESOP expense
Staff welfare expenses

Finance Costs 
Interest on Loan, Debentures, etc.
Costs of arranging borrowings (Loan
Processing fees)

Depreciation & Amortisation expense 
Depreciation on PPE
Amortisation of Intangible Assets

Other Expenses 

Repairs, Office expenses, Travelling expenses, 
Printing & Stationary, Insurance, Bad Debts, 
Provision for doubtful debts, Advertisement, 
Consumption of Stores & spare parts, Rent, 
Director fees, Auditor fees, Selling expenses 
Preliminary expenses written off, Commission, 
Loss on sale of fixed assets/investments, etc. 

Exceptional & Extraordinary Items Litigation Settlement, Loss by Earthquake, Flood, 
etc. 

Additional Information: 
A Company shall disclose by way of notes additional information regarding aggregate 
expenditure and income on the following items:  
1. Any item of income or expenditure which exceeds 1% of the revenue from operations or

 1,00,000, whichever is higher;
2. Net gain/ loss on sale of investments;
3. Adjustments to the carrying amount of investments;
4. Net gain or loss on foreign currency transaction and translation (other than considered

as finance cost);
5. Payments to the auditor as

a) auditor,
b) for taxation matters,
c) for company law matters,
d) for management services,
e) for other services,
f) for reimbursement of expenses;

6. Details of items of exceptional and extraordinary nature;
7. Prior period items

Other Disclosures: 
1) Corporate Social Responsibility (CSR):

Where the company covered under section 135 of the companies act, the following shall be
disclosed with regard to CSR activities.
(a) amount required to be spent by the company during the year,
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(b) amount of expenditure incurred,  
(c) shortfall at the end of the year,  
(d) total of previous years shortfall,  
(e) reason for shortfall,  
(f) nature of CSR activities,  
(g) details of related party transactions, e.g., contribution to a trust controlled by the 

company in relation to CSR expenditure as per relevant Accounting Standard,  
(h) where provision is made with respect to liability incurred by entering into a contractual 

obligation, movements in provision during year should be shown separately

2) Details of Crypto Currency or Virtual Currency
Where the Company has traded or invested in Crypto currency or Virtual Currency during 
the financial year, the following shall be disclosed: 

a) profit or loss on transactions involving Crypto currency or Virtual Currency.
b) amount of currency held as at the reporting date,
c) deposits or advances from any person for the purpose of trading or investing in Crypto

Currency/ virtual currency.

3) Undisclosed Income

GENERAL INSTRUCTIONS FOR PREPARATION OF BALANCE SHEET 

1. An asset shall be classified as current when it satisfies any of the following criteria:
a) it is expected to be realized in, or is intended for sale or consumption in, the company’s

normal operating cycle;
b) it is held primarily for the purpose of being traded;
c) it is expected to be realized within twelve months after the reporting date; or
d) it is cash or cash equivalent unless it is restricted from being exchanged or used to

settle a liability for at least twelve months after the reporting date.
All other assets shall be classified as non-current. 

2. An operating cycle is the time between the acquisition of assets for processing and their
realization in cash or cash equivalents. Where the normal operating cycle cannot be
identified, it is assumed to have a duration of 12 months.

3. A liability shall be classified as current when it satisfies any of the following criteria:
a) it is expected to be settled in the company’s normal operating cycle;
b) it is held primarily for the purpose of being traded;
c) it is due to be settled within twelve months after the reporting date; or
a) the company does not have an unconditional right to defer settlement of the liability

for at least twelve months after the reporting date. Terms of a liability that could, at
the option of the counterparty, result in its settlement by the issue of equity
instruments do not affect its classification.

All other liabilities shall be classified as non-current. 

4. A receivable shall be classified as a ‘trade receivable’ if it is in respect of the amount due
on account of goods sold or services rendered in the normal course of business.

5. A payable shall be classified as a ‘trade payable’ if it is in respect of the amount due on
account of goods purchased or services received in the normal course of business.
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H Ltd. engaged in the business of manufacturing lotus wine. The process of manufacturing 
this wine takes around 18 months. Due to this reason H Ltd. has prepared its financial 
statements considering its operating cycle as 18 months and accordingly classified the raw 
material purchased and held in stock for less than 18 months as current asset. Comment on 
the accuracy of the decision and the treatment of the asset by H Ltd., as per the Schedule III.  

Solution 
As per Schedule III to the Companies Act, 2013, one of the criteria for classification of an asset 
as a current asset is that the asset is expected to be realised in the company’s’ operating 
cycle or is intended for sale or consumption in the company’s normal operating cycle. Further, 
Schedule III to the Companies Act, 2013 defines that an operating cycle is the time between 
the acquisition of assets for processing and their realisation in cash or cash equivalents. 
However, when the normal operating cycle cannot be identified, it is assumed to have duration 
of 12 months. As per the facts given in the question, the process of manufacturing of lotus 
wine takes around 18 months; therefore, its realisation into cash and cash equivalents will be 
done only when it is ready for sale i.e. after 18 months.  This means that normal operating 
cycle of the product is 18 months.  Therefore, contention of company's management that the 
operating cycle of the product lotus wine is 18 months and not 12 months is correct. 

 
C Ltd. is a group engaged in manufacture and sale of industrial and FMCG products. One of 
their division also deals in Leasing of properties - Mobile Towers. The accountant showed the 
rent arising from the leasing of such properties as other income in the Statement of Profit 
and Loss. Comment whether the classification of the rent income made by the accountant is 
correct or not in the light of Schedule III to the Companies Act, 2013. 

Solution 
As per the “General Instructions for preparation of Statement of Profit and Loss” given in 
Schedule III to the Companies Act, 2013, “Other Income” does not include operating income. 
The term “Revenue from operations” has not been defined under Schedule III to the Companies 
Act, 2013.  However, as per the Guidance Note on Schedule III to the Companies Act, 2013 this 
would include revenue arising from a company’s operating activities, i.e., either its principal 
or ancillary revenue-generating activities. Whether a particular income constitutes “Revenue 
from operations” or “Other income” is to be decided based on the facts of each case and 
detailed understanding of the company’s activities. The classification of income would also 
depend on the purpose for which the particular asset is acquired or held.   

As per the information given in the question, C Ltd. is a group engaged in manufacture 
and sale of industrial and FMCG products and its one of the division deals in leasing of 
properties - Mobile Towers.  Since its one division is continuously engaged in leasing of 
properties, it shall be considered as its principal or ancillary revenue-generating activities.  
Therefore, the rent arising from such leasing shall be shown under the head “Revenue from 
operations” and not as “other income”. Hence, the presentation of rent arising from the leasing 
of such properties as “other income” in the Statement of Profit and Loss is not correct.  It 
should be shown under head “Revenue from operations”. 

QUESTIONS: SCHEDULE III OF COMPANIES ACT, 2013

Question 1

Question 2
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In the financial statements of the financial year 2022-2023, Alpha Ltd. has mentioned in the 
notes to accounts that during financial year, 24,000 equity shares of  10 each were issued as 
fully paid bonus shares. However, the source from which these bonus shares were issued 
has not been disclosed. Is such non-disclosure a violation of the Schedule III to the Companies 
Act? Comment. 

Solution 
As per Part I of the Schedule III, a company should, inter alia, disclose in notes to accounts 
for the period of 5 years immediately preceding the balance sheet date (31st March, 2023 in 
the instant case) the aggregate number and class of shares allotted as fully paid-up bonus 
shares. Schedule III does not require a company to disclose the source from which bonus 
shares have been issued. Therefore, non-disclosure of source from which bonus shares have 
been issued does not violate the Schedule III to the Companies Act. 

 
The management of Loyal Ltd. contends that the work in process is not valued since it is 
difficult to ascertain the same in view of the multiple processes involved. They opine that the 
value of opening and closing work in process would be more or less the same. Accordingly, 
the management had not separately disclosed work in process in its financial statements. 
Comment in line with Schedule III 

Solution 
Schedule III to the companies Act does not require that the amounts of WIP at the beginning 
and at the end of the accounting period to be disclosed in the statement of profit and loss. 
Only changes in inventories of WIP need to be disclosed in the statement of profit and loss. 
Non-disclosure of such change in the statement of profit and loss by the company may not 
amount to violation of Schedule III if the differences between opening and closing WIP are not 
material. 

 
Prince Ltd. presents its provisions for contingencies under "Reserves and Surplus” in Notes 
to Accounts in its financial statements. Whether this presentation is correct? 

Solution 
The ICAI’s Glossary of Terms Used in Financial Statements defines the term ‘Reserve’ as “the 
portion of earnings, receipts or other surplus of an enterprise (whether capital or revenue) 
appropriated by the management for a general or a specific purpose other than a provision 
for depreciation or diminution in the value of assets or for a known liability.” ‘Reserves’ should 
be distinguished from ‘provisions’. For this purpose, reference may be made to the definition 
of the expression provision’ in AS-29 Provisions, Contingent Liabilities and Contingent 
Assets. As per AS-29, a provision’ is “a liability which can be measured only by using a 
substantial degree of estimation”. A ‘liability’ is “a present obligation of the enterprise arising 
from past events, the settlement of which is expected to result in an outflow from the 
enterprise of resources embodying economic benefits.” Present obligation’ – “an obligation is 
a present obligation if, based on the evidence available, its existence at the Balance Sheet 
date is considered probable, i.e., more likely than not.” 

Question 3

Question 4

Question 5



  FINANCIAL STATEMENTS OF COMPANIES 

Page 1.13 

 
Anek Ltd. is a company that is required to present its financial statements as per the Division 
I of Schedule III. The company has trade receivables at the balance sheet date. What are the 
disclosures that are applicable with respect to trade receivables in the financial statements? 

Solution 
Trade Receivables, shall be sub-classified as:  
(i) (a) Secured, considered good; (b) Unsecured considered good; (c) Doubtful 
(ii) Allowance for bad and doubtful debts shall be disclosed under the relevant heads 

separately.  
(iii) Debts due by directors or other officers of the company or any of them either severally 

or jointly with any other person or debts due by firms or private companies respectively 
in which any director is a partner or a director or a member should be separately stated. 

For trade receivables outstanding, following ageing schedule shall be given: 
Particulars O/s for following periods from due date of payment 

Less than 

6 months 

6 months 

– 1 year

1-2

years 

2-3 

years 

More than 

3 years 

Total 

Undisputed -considered good 

Undisputed -considered doubtful 

Disputed - considered good

Disputed - considered doubtful 

Question 6
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Due to inadequacy of profits during year ended 31st March, 2022, XYZ Ltd. proposes to declare 
10% dividend out of general reserves. From following particulars, ascertain the amount that 
can be utilized from general reserves, according to the Companies (Declaration of dividend 
out of Reserves) Rules, 2014: 

 
 17,50,000 

 80,00,000 
General Reserves as on 1.4.2021 25,00,000 
Capital Reserves as on 1.4.2021 3,00,000 
Revaluation Reserves as on 1.4.2021 3,50,000 
Net profit for the year ended 31st March, 2022 3,00,000 

Average rate of dividend during the last 3 years has been 12%. 

 
Following information are available in respect of Z Limited as on 31st March, 2024 

1.  500 lakhs 
2. General Reserve  100 lakhs 
3. Loss for the year ending 31st March, 2024  

Due to absence of profits during the year 2023-24, the management recommends to declare 
dividend of 10% on equity share capital out of general reserve. 
The rates of equity dividend for the last 5 years immediately preceding the year 2023-24 are 
as follows: 

2022-23 2021-22 2020-21 2019-20 2018-19 
12% 14% 10% 10% 7% 

As an accountant of the company, you are required to suggest whether the recommendation 
of the management is justified? If, you do not agree, then suggest the rate of dividend. 

 

 

How 
loan will be classified in Financial Statements of Sumedha Ltd. for year ended 31st March, 2021. 

 
Futura Ltd. had following items under “Reserves & Surplus” in Balance Sheet as on 31.03.22 

 
Securities Premium Account 80 
Capital Reserve 60 
General Reserve 90 

The 
under the head “Statement of Profit and Loss” as asset in its Balance Sheet. Comment on 
accuracy of this treatment in line with Schedule III to the Companies Act, 2013. 

ASSIGNMENT QUESTIONS

(ICAI Study Material)Question 1

Pg no._____ Question 3

Pg no._____ Question 4

Pg no._____ Question 2

TOPIC 1:  DIVIDEND

TOPIC 2: FINANCIAL STATEMENTS

Pg no._____ 

(Inter May 2024) (4 Marks) 
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Prepare extract of Balance Sheet of A Limited along with notes making necessary compliance 
of Schedule III to the Companies Act, 2013 

 
Loan Funds 
(a) Secured Loans 18,12,000 
(b) Unsecured Loan - Short term from bank 2,25,000 
Other information is as under: 
Secured Loans 
Term Loans from: 
Banks 8,95,000 
Others 9,17,000

18,12,000 

Current Maturities of long-term loan from Bank 1,24,000
Current Maturities of long-term loan from Others 85,000 

There was no interest accrued / due as at the end of the year. Current maturities of long-term 
 

 

The Articles of Association of S Ltd. provide the following:  
(i) That 20% of the net profit of each year shall be transferred to reserve fund.  
(ii) That an amount equal to 10% of equity dividend shall be set aside for staff bonus. 
(iii) That the balance available for distribution shall be applied:  

a. in paying 14% on cumulative preference shares.
b. in paying 20% dividend on equity shares.
c. one-third of the balance available as additional dividend on preference shares and

two-third as additional equity dividend.
A further condition was imposed by the articles viz. that the balance carried forward shall be 
equal to 12% on preference shares after making provisions (i), (ii) and (iii) mentioned above. 
The company has issued 13,000, 14% cumulative participating prefe

ing other appropriations.   Show net balance 
of profit and loss account after making above adjustments. 

 

Their books show the following balances as on 31st March, 2022: 
  

Inventory 1.4.2021 6,65,000 Bank Current Account 20,000 
Discounts & Rebates 30,000 Cash in hand 8,000 
Carriage Inwards 57,500 Debenture interest (for the period of 

6 months ended 30.9.2021 
10,000 

Patterns 3,75,000 Interest (Bank Loan) 91,000 

Rate, Taxes and Insurance 55,000  10,000 
Furniture & Fixtures 1,50,000 Equity share capital  

10 each) 
20,00,000 

Purchases 12,32,500 4% Debentures (repayable after 10 
years) 

5,00,000 

Wages 13,68,000 Bank Overdraft 7,57,000 

Pg no._____ Question 5

Pg no._____ Question 6

Pg no._____ (RTP May 2018) / (RTP May 2021)/ (RTP May 2024) (Similar) Question 7
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Freehold Land 16,25,000 Trade Payables (for goods) 2,40,500 
Plant & Machinery 7,50,000 Sales 36,17,000 
Engineering Tools 1,50,000 Rent (Cr.) 30,000 
Trade Receivables 4,00,500 Transfer fees received 6,500 
Advertisement 15,000 Profit & Loss A/c (Cr.) 67,000 
Commission & Brokerage 67,500 Repairs to Building 56,500 
Business Expenses 56,000 Bad debts 25,500 

@ 12% on 
paid-up capital and it was decided to transfer to reserve @ 2.5% of profits.  
Charge depreciation on closing written down amount of Plant & Machinery @ 5%, Engineering 
Tools @ 20%; Patterns @ 10%; and Furniture & Fixtures @10%. Provide 25,000 as doubtful debts 

 
Create debenture redemption reserve @ 10% of Debentures. Provide for income tax @ 30%. 
You are required to prepare Statement of Profit & Loss for the year ended 31st March, 2022 
and Balance Sheet as on that date 

 
Ring Ltd. was registered with a nominal capital of  10,00,000 divided into shares of  100 
each. The following Trial Balance is extracted from the books on 31st March, 2022:  

Particulars  Particulars  

Buildings 5,80,000 Sales 10,40,000 
Machinery 2,00,000 Outstanding Expenses 4,000 
Closing Stock 1,80,000 Provision for Doubtful Debts 

(01/04/2021) 
6,000 

Loose Tools 46,000 Equity Share Capital 4,00,000 
Purchases (Adjusted) 4,20,000 General Reserve 80,000 
Salaries 1,20,000 Profit and Loss A/c (01/04/2021) 50,000 
Directors’ Fees 20,000 Creditors 1,84,000 
Rent 52,000 Provision for depreciation: 
Depreciation 40,000 On Building     1,00,000 
Bad Debts 12,000 On Machinery 1,10,000 2,10,000 
Investment 2,40,000 14% Debentures 4,00,000 

Interest accrued on 
investment 

4,000 Interest on Debentures accrued but 
not due 

28,000 

Debenture Interest 56,000 Interest on Investments 24,000 
Advance Tax 1,20,000 Unclaimed dividend 10,000
Sundry expenses 36,000 
Debtors 2,50,000 
Bank 60,000 

24,36,000 24,36,000 
You are required to prepare statement of Profit and Loss for the year ending 31st March, 2022 
and Balance sheet as at that date after taking into consideration the following information: 
a) Closing stock is more than opening stock by  1,60,000
b) Provide to doubtful debts @ 4% on Debtors
c) Make a provision for income tax @30%.
d) Depreciation expense included depreciation of 16,000 on Building & of 24,000 on Machinery.
e) Directors declared dividend @ 25% on 2nd April, 2022 & transfer to General Reserve @10%.
f) Bills Discounted but not yet matured 20,000.

Pg no._____ (ICAI Study Material) Question 8
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Following is the trial balance of Delta limited as on 31.3.2021.   

Particulars Debit Particulars Credit 
Land at cost 800 Equity share cap. (shares of 10 each) 500 
Calls in arrears 5 10% Debentures 300 
Cash in hand 2 General reserve 150 
Plant & Machinery at cost 824 Profit & Loss A/c (bal. on 1.4.20) 75 

Trade receivables 120 Securities premium 40 
Inventories (31-3-21) 96 Sales 1200 
Cash at Bank 28 Trade payables 30 
Adjusted Purchases 400 Provision for depreciation 150 
Factory expenses 80 Suspense Account 10 
Administrative expenses 45 
Selling expenses 25
Debenture Interest 30

2455 2455

Additional Information: 
a)
b) The 
c)
d)

balance is before adjustment of sale of machinery.
e) Depreciation is to be provided on plant and machinery at 10% on cost.
f)
g) Make provision for income tax @30%.
h)
You are required to prepare Delta Limited's Balance Sheet as at 31.3.2021 and Statement of 
Profit and Loss with notes to accounts for the year ended 31.3.2021 as per Schedule Ill. 
Ignore previous year's figures. 

 
On 31st March, 2022 Bose and Sen Ltd. provides to you the following ledger balances after 
preparing its Profit and Loss Account for the year ended 31st March, 2022: 

Credit Balances  
 70,00,000 

General Reserve 15,49,100 
Loan from State Finance Corporation 10,50,000 
Secured by hypothecation of Plant & Machinery  

 
Loans: Unsecured (Long term) 8,47,000 
Sundry Creditors for goods & expenses (Payable within 6 months) 14,00,000 
Profit & Loss Account 7,00,000 
Provision for Taxation 4,16,900 
Dividend Payable 4,00,000 

1,33,63,000 

Pg no._____ (RTP Nov 2020) (Similar) / (ICAI Study Material)Question 10

Pg no._____ (RTP May 2022) / (ICAI Study Material)Question 9
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Debit Balances  
Calls in arrear 7,000 
Land 14,00,000 
Buildings 20,50,000 
Plant and Machinery 36,75,000 
Furniture & Fixture 3,50,000 
Inventories:  Finished goods 

  :  Raw Materials 
14,00,000 
3,50,000 

Trade Receivables 14,00,000 
Advances: Short-term 2,98,900 
Cash in hand 2,10,000 

Balances with banks 17,29,000 
Preliminary Expenses 93,100 
Patents & Trade marks 4,00,000 

1,33,63,000 
The following additional information is also provided in respect of the above balances 
(i)  4,20,000 fully paid equity shares were allotted as consideration for land & buildings. 
(ii)

a. Cost of Building
b. Cost of Plant & Machinery
c. Cost of Furniture & Fixture

(iii) Trade Receivables  
(iv)

 
(v)  
(vi) Entire amount of Preliminary expenses to be written off, by adjusting from opening 

balance of General Reserve. 
You are not required to give previous year’s figures. You are required to prepare the Balance 
Sheet of the Company as on 31st March, 2022 as required under Schedule III of the Companies 
Act, 2013. 

 
You are required to prepare a Statement of Profit & Loss and Balance Sheet from the following 
Trial Balance extracted from the books of the International Hotels Ltd., on 31st March, 2022: 

  
Authorised Capital-divided into 5,000 6% Preference Shares 15,00,000 

Subscribed Capital –  
 

Equity Capital 
5,00,000 
8,05,000 

Purchases - Wines, Cigarettes, Cigars, etc. 
  - Foodstuffs 

45,800 
36,200 

Wages and Salaries 28,300 
Rent, Rates and Taxes 8,900 
Laundry 750 
Sales - Wines, Cigarettes, Cigars, etc. 

 -Food 
68,400 
57,600 

Coal and Firewood 3,290 
Carriage and Cooliage 810 
Sundry Expenses 5,840 

Pg no._____ (ICAI Study Material) Question 11
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Advertising 8,360 
Repairs 4,250 
Rent of Rooms 48,000 
Billiard 5,700 
Miscellaneous Receipts 2,800 
Discount received 3,300 
Transfer fees 700 
Freehold Land and Building 8,50,000 
Furniture and Fittings 86,300 
Stock on hand, 1st April, 2021 
Wines, Cigarettes. Cigars, etc 
Foodstuffs 

12,800 
5,260 

Cash in hand 2,200
Cash with Bankers 76,380 
Preliminary and formation expenses 8,000 

 2,00,000 
Profit and Loss Account 41,500 
Trade Payables 42,000 
Trade Receivables 19,260 
Investments 2,72,300 
Goodwill at cost 5,00,000 
General Reserve 2,00,000 

19,75,000 19,75,000 

a) Wages and Salaries outstanding  1,280
b) Stock on 31st March, 2022:-

Wines, Cigarettes and Cigars, etc.  22,500 Foodstuffs   16,400  
c) Depreciation:  Furniture and Fittings @ 5% p.a. : Land and Building @ 2% p.a.

shareholder could not pay the call on 100 shares and his shares were then forfeited and 
 

The directors declared dividend of 8% on equity shares on 02.04.2022, transferring any amount 
that may be required from General Reserve. Ignore Taxation. 

 
 consisting of 6,000 6% Preference shares 

Company as on 31st March, 2022 
Particulars Dr. Cr. 

Investment in shares at cost (non current investment) 1,50,000 
Purchases 14,71,500 
Selling Expenses 2,37,300 
Opening Inventory 4,35,600 
Salaries & Wages (including 30,000 Director’s Remuneration) 1,56,000 
Cash in Hand 84,000 
Bills Receivable 1,24,500 

Interest on Bank Overdraft 29,400 
Interest on Debentures upto 30th Sept (1st Half year) 11,250 
Debtors & Creditors 1,50,300 2,63,550 
Freehold Property at cost 10,50,000 

Pg no._____ (RTP Nov 2021) / (RTP May 2019) (Similar) Question 12
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Furniture at cost less depreciation of 45,000 1,05,000 
6% Redeemable Preference Share Capital 6,00,000 
Equity Share Capital fully paid up 6,00,000 
5% mortgage debentures secured on freehold properties 4,50,000 
Dividend Received 12,750 
Profit & Loss A/c (Opening Balance) 85,500 
Sales (Net) 20,11,050 
Bank Overdraft (secured by hypothecation of stocks & receivables) 4,50,000 
Technical know how fees (cost paid during the year) 4,50,000 
Audit Fees 18,000 

Total 44,72,850 44,72,850 
1.  4,27,500.
2. Purchases include 15,000 worth of goods & articles distributed among valued customers.
3.  6,000 being Wages incurred for installation of Electrical

Fittings which to be recorded under "Furniture".
4.  4,500 being dishonoured bills. 50% of which had been

considered irrecoverable.
5.  6,000 maturing after 31st March were discounted.
6. Depreciation on Furniture to be charged at 10% on Written Down Value.
7. Interest on Debentures for the half year ending on 31st March was due on that date.
8. Technical Knowhow Fees is to be written off over a period of 10 years.
9.  18,000 due for more than six months.

You are required to prepare the Profit and Loss Statement for the year ended 31st March, 2022 
and the Balance Sheet as on 31st March, 2022 as per Schedule III of the Companies Act, 2013 
after taking into account the above information. Ignore taxation. 
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XYZ Ltd. is having inadequacy of profits in the year ending 31-03-2022 and it proposes to 
declare 10% dividend out of General Reserves. From the following particulars ascertain the 
amount that can be utilized from general reserves, according to the Companies (Declaration 
of Dividend out of Reserves) Rules, 2014: 

 
 50,00,000 

General Reserves 25,00,000 
Revaluation Reserves 6,50,000 
Net profit for the year 1,42,500

Average rate of dividend during the last five years has been 12%. 

 

 
 

You are required to prepare financial statements from the following trial balance of Haria 
Chemicals Ltd. for the year ended 31st March, 2022.  

Particulars Dr. Particulars Cr. 
Inventory 6,80,000 Equity Shares Capital 

 
25,00,000 

Furniture 2,00,000 
Discount 40,000 11% Debentures 5,00,000 
Loan to Directors 80,000 Bank loans 6,45,000 
Advertisement 20,000 Trade payable 2,81,000 
Bad debts  35,000 Sales 42,68,000 
Commission 1,20,000 Rent received 46,000 
Purchases 23,19,000 Transfer fees 10,000 
Plant and Machinery 8,60,000 Profit & Loss account 1,39,000 
Rentals 25,000 Depreciation provision: Machinery 1,46,000 
Current account 45,000
Cash  8,000 

Interest on bank loans 1,16,000 
Preliminary Expenses 10,000 
Fixtures 3,00,000 
Wages 9,00,000 
Consumables 84,000 
Freehold land 15,46,000 
Tools & Equipments 2,45,000 
Goodwill  2,65,000 
Trade Receivables 4,40,000 
Dealer aids 21,000
Transit insurance 30,000 

Trade expenses 37,000
Distribution freight 54,000
Debenture interest   55,000

85,35,000 85,35,000 
Additional information: Closing stock on 31-3-  

Pg no._____ (ICAI Study Material) Question 2

Pg no._____ (RTP May 2021) Question 1
TOPIC 1:  DIVIDEND

TOPIC 2: FINANCIAL STATEMENTS

PRACTICE QUESTIONS
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The following balance appeared in the books of Oliva Company Ltd. as on 31-03-2022 
Particulars Dr.  Particulars Cr.  

Inventory 01-04-2021 Sales 17,10,000 
-Raw Material 30,000 Interest 3,900 
-Finished goods 46,500 76,500 Profit and Loss A/c 45,000
Purchases 12,15,000 Share Capital 3,15,000 
Manufacturing Expenses 2,70,000 Secured Loans 
Salaries and wages 40,200   :Short–term 4,500 
General Charges 16,500  :Long-term 21,000 25,500 
Stores and Spare Parts 
Consumed 

45,000 Deposits (unsecured) 
 Short –Term 1,500 

Building 1,01,000    Long –Term 3,300 4,800 

Plant and Machinery 70,400 Unclaimed Dividend 3,000 
Furniture  10,200 Trade Payables 3,27,000 
Motor Vehicles  40,800 
Interim Dividend 27,000 
Investments: 
Current 4,500 
Non Current 7,500 12,000 
Trade Receivables 2,38,500 
Cash in Bank 2,71,100 

24,34,200 24,34,200 
From the above balance and the following information, prepare the company’s Profit and Loss 
Account for the year ended 31st March, 2022 and Company’s Balance Sheet as on that date:  
1.
2.
3.
4.
5. Provide depreciation: Building @ 2% p.a., Machinery @ 10% p.a., Furniture @ 10% p.a. & Motor

Vehicles @ 20% p.a.
6.
7. The Taxation provision of 40% on net profit is considered.

 

The following is the Trial Balance of Omega Limited as on 31.3.2022:             
Debit Credit 

Land at cost 220 Equity Capital (Shares of  10 each 300 
Plant & Machinery at cost 770 10% Debentures 200 
Trade Receivables 96 General Reserve 130 
Inventories (31.3.22) 86 Profit & Loss A/c 72 
Bank 20 Securities Premium 40 
Adjusted Purchases 320 Sales 700
Factory Expenses 60 Trade Payables 52 
Administration Expenses 30 Provision for Depreciation 172 

Selling Expenses 30 Suspense Account 4 
Debenture Interest 20 
Interim Dividend Paid 18 

1670 1670 

Pg no._____ (RTP Nov 2019) / (RTP Nov 2022) Question 3

Pg no._____ (ICAI Study Material) Question 4
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Additional Information: 
a. The authorised share capital of the company is 40,000 shares of  10 each.
b. The company on the advice of independent valuer wish to revalue the land at  3,60,000.
c. Declared final dividend @ 10% on 2nd April, 2022.
d. Suspense account of  4,000 represents cash received for the sale of some of the

machinery on 1.4.2021. The cost of the machinery was  10,000 and the accumulated
depreciation thereon being  8,000.

e. Depreciation is to be provided on plant and machinery at 10% on cost.
You are required to prepare Omega Limited’s Balance Sheet as on 31.3.2022 and Statement of 
Profit and Loss with notes to accounts for the year ended 31.3.2022 as per Schedule III. Ignore 
previous years’ figures & taxation. 

 

From the following particulars furnished by Pioneer Ltd., prepare the Balance Sheet as at 
31st March, 2022 as required by Schedule III of the Companies Act. Give notes at the foot of 
the Balance Sheet as may be found necessary – 

  
 10,00,000 

Calls in Arrears 1,000 
Land 2,00,000 
Building 3,50,000 
Plant and Machinery 5,25,000 
Furniture 50,000 
General Reserve 2,10,000 
Loan from State Financial Corporation 1,50,000 

Inventory: 
Finished Goods       2,00,000 
Raw Materials       50,000 2,50,000 
Provision for Taxation 68,000 
Trade Receivables 2,00,000 
Advances 42,700
Dividend Payable 60,000 
Profit and Loss Account 86,700 
Cash Balance 30,000
Cash at Bank 2,47,000 
Loans (Unsecured) 1,21,000 
Sundry Creditors (For Goods and Expenses) 2,00,000

18,95,700 18,95,700 
The following additional information is also provided:  
(1) 2,000 equity shares were issued for consideration other than cash. 
(2) Trade Receivables  
(3) The cost of assets:    

a. Building
b. Plant and Machinery
c. Furniture

(4)

and Machinery.  
(5)  
(6)  

Pg no._____ (ICAI Study Material) / (RTP May 2023) (Similar) Question 5
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From the following particulars furnished by the Prashant Ltd., prepare the Balance Sheet as 

at 31st March, 2022 as required by Schedule III of the Companies Act, 2013 : 

Particulars   
Equity share capital (face value of 10 each) 15,00,000
Calls-in-arrears 5,000 
Land 5,50,000 
Building 4,85,000 
Plant & machinery 5,60,000 
General reserve 2,70,000 

Loan from State Financial Corporation 2,10,000 
Inventories 3,15,000 
Provision for taxation 72,000 
Trade receivables 2,95,000 
Short-term loans & advances 58,500 
Profit & loss account 1,06,800 
Cash in hand 37,300
Cash at bank 2,85,000 
Unsecured loans 1,65,000 
Trade payables 2,67,000 

Total 25,90,800 25,90,800 

The following additional information is also provided: 
1) 10,000 equity shares were issued for consideration other than cash.
2) Trade receivables of 55,000 are due for more than six months.
3) The cost of building and plant & machinery is 5,50,000 and 6,25,000 respectively.
4) Loan from State Financial Corporation is secured by hypothecation of plant & machinery.

Balance of 2,10,000 in this account is inclusive of 10,000 for interest accrued but not due.
5) Balance at Bank included 15,000 with Aakash Bank Ltd., which is not a scheduled bank.

 
From the following particulars furnished by Alpha Ltd., prepare the Balance Sheet as on 31st 
March 2022 as required by Part I, Schedule III of the Companies Act, 2013 

Particulars   
Equity Share Capital  50,00,000 
Call in Arrears 5,000 
Land & Building 27,50,000 
Plant & Machinery 26,25,000 
Furniture 2,50,000 
General Reserve 10,50,000 
Loan from State Financial Corporation 7,50,000
Inventory: 
Raw Materials 
Finished Goods 

2,50,000 
10,00,000 12,50,000 

Provision for Taxation 6,40,000 
Trade Receivables 10,00,000 
Short Term Advances 2,13,500 
Profit & Loss Account 4,33,500 
Cash in Hand 1,50,000 

Pg no._____ (RTP May 2020) / (RTP Nov 2023) (Similar) / (ICAI Study Material) Question 7

Pg no._____ (Inter Nov 2019) (10 Marks) Question 6
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Cash at Bank 12,35,000 
Unsecured Loan 6,05,000 
Trade Payables (for Goods and Expenses) 8,00,000 
Loans & advances from related parties 2,00,000 

The following additional information is also provided: 
a) 10,000 Equity shares were issued for consideration other than cash.
b) Trade receivables of  2,60,000 are due for more than 6 months.
c) Cost of Assets: Building  30,00,000, Plant & Machinery  35,00,000 and Furniture  3,12,500
d) Balance of  7,50,000 in Loan Account with State Finance Corporation is inclusive of 37,500

for Interest Accrued but not Due. The loan is secured by hypothecation of Plant & Machinery.
e) Balance at Bank includes  10,000 with Omega Bank Ltd., which is not a Scheduled Bank.
f) Transfer  20,000 to general reserve is proposed by Board of directors.
g) Board of directors declared dividend of 5% on the paid up capital on 2nd April, 2022

 
On 31st March, 2022, SR Ltd. provides the following ledger balances after preparing its Profit 
& Loss Account for the year ended 31st March, 2022. 

Particulars Debit Credit 
 80,00,000 

Calls in arrear 15,000 
Land 25,00,000 

Buildings 30,00,000 
Plant & Machinery 24,00,000 
Furniture & Fixture 13,00,000 
Securities Premium 15,00,000 
General Reserve 9,41,000 
Profit & Loss Account 5,80,000 
Loan from Public Finance Corporation 
(Secured by hypothecation of Land) 

26,30,000 

Other Long Term Loans 22,50,000 
Short Term Borrowings 4,60,000 
Inventories: Finished goods 45,00,000 

  Raw materials 13,00,000 

Trade Receivables 17,50,000 
Advances: Short Term 3,75,000 
Trade Payables 8,13,000 
Provision for Taxation 3,80,000 
Unpaid Dividend 70,000 
Cash in Hand 70,000 
Balances with Banks 4,14,000 

1,76,24,000 1,76,24,000 
The following additional information was also provided in respect of the above balances:  
(1) 50,000 fully paid equity shares were allotted as consideration for land.   
(2) The cost of assets were:   

 
(3)  
(4)
(5) Loan from Public Finance Corporation repayable after 3 years.  
(6) B

Pg no._____ (ICAI Study Material) Question 8
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(7) Other long term loans (unsecured) includes:  

 
(8)
(9) Short term borrowings includes:   

 
(10)

of the profits for the year.   
(11)

definition of property, plant & equipment as per AS-10)   
You are required to prepare the Balance Sheet of the Company as on March 31st 2022 as 
required under Part - I of Schedule III of the Companies Act, 2013.  You are not required to 
give previous year figures. 

 
The following is the Trial Balance of H Ltd., as on 31st March, 2021: 

Dr. Cr. 
 8,05,000 

 5,00,000 
9% Debentures 4,00,000 
General Reserve 40,00,000 
Profit & Loss A/c (of previous year) 72,000 
Sales 60,00,000 
Trade Payables 10,40,000 
Provision for Depreciation on Plant & Machinery 1,72,000

Suspense Account 40,000 
Land at cost 24,00,000 
Plant & Machinery at cost 7,70,000 
Trade Receivables 19,60,000 
Inventories (31-03-2021) 9,50,000 
Bank 2,30,900 
Adjusted Purchases 22,32,100
Factory Expenses 15,00,000 
Administration Expenses 3,00,000 
Selling Expenses 14,00,000 
Debenture Interest 36,000 

Goodwill 12,50,000 
1,30,29,000 1,30,29,000 

Additional Information: 
(i) The authorised share capital of the company is : 

 5,00,000 
 10,00,000 

D st October 2020. 
A shareholder could not pay the call on 100 shares and his shares were then forfeited and 

 
(ii) On 31st March 2021, the Directors declared a dividend of 5% on equity shares, transferring 

any amount that may be required from General Reserve. Ignore Taxation.
(iii)  

Pg no._____ (Inter July 2021) (20 Marks) Question 9
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(iv)
machinery on 1-4-

 
(v) Depreciation is to be provided on plant and machinery at 10% on cost. 
(vi) Amortize 1/5th of Goodwill. 
You are required to prepare H Limited's Balance Sheet as on 31-3-2021 and Statement of Profit 
and Loss with notes to accounts for the year ended 31-3-2021 as per Schedule III of the 
Companies Act, 2013. Ignore previous years' figures & taxation. 

 
“Current maturities of long term borrowing are disclosed separately under the head Other 
current Liabilities in the balance sheet of a company”. You are required to comment in the line 
with schedule III to the Companies Act, 2013 

 
The following is the Trial Balance of Anmol Limited as on 31st March, 2022: 

Debit Balance  Credit Balances  
Purchases 82,95,000 Sales  1,25,87,000
Wages and Salaries 12,72,000 Commission 72,500 
Rent 2,20,000 Equity Share Capital  10,00,000 
Rates and Taxes 50,000 General Reserve 10,00,000 
Selling & Distribution Expenses 4,36,000 Surplus (P&L A/c) 01.04.2021 8,75,500 
Directors Fees 32,000 Securities Premium 2,50,000 
Bad Debts 38,500 Term Loan from Public 

Sector Bank 
1,02,00,000 

Interest on Term Loan 8,05,000 Trade Payables 55,08,875 

Land 24,00,000 Provision for Depreciation: 
Factory Building 36,80,000    On Plant & Machinery  9,37,500 
Plant and Machinery 62,50,000    On Furniture and Fittings 82,500 
Furniture and Fittings 8,25,000    On Factory Building 1,84,000 
Trade Receivables 64,75,000 Provision for Doubtful Debts 25,000 
Advance Income Tax Paid 37,500 Bills Payable 1,25,000 
Stock (1st April,2021) 9,25,000 
Bank Balances 9,75,000 
Cash on Hand 1,31,875 

Total 3,28,47,875 Total 3,28,47,875 

Following information is provided: 
1.

2. st March, 2022.
3. Provide Depreciation @ 10% per annum on Plant and Machinery, 10% on Furniture and

Fittings and 5% on Factory Building on written down value basis.
4. Closing Stock as on 31st 
5. Make a provision for Doubtful Debt @ 5% on Debtors.
6. Make a provision of 25% for Corporate Income Tax.
7.
8. Term Loan from Public Sector Bank is secured against Hypothecation of Plant and

9.
10. The Board declared a dividend @10% on Paid up Share Capital on 5th April, 2022.

Pg no._____ Question 10 (RTP May 2022) 

Pg no._____ (Inter Nov 2022) (20 Marks)Question 11
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You are required to prepare Balance Sheet as on 31st March 2022 and Statement of Profit and 
Loss with Note to Accounts for the year ending 31st March, 2022 as per Schedule III of the 
Companies Act, 2013. Ignore previous years' figures. 

 

State under which head these accounts should be classified in Balance Sheet, as per Schedule 
III of the Companies Act:  
(i) Share application money received in excess of issued share capital.  
(ii) Share option outstanding account.  
(iii) Unpaid matured debenture and interest accrued thereon.  
(iv) Uncalled liability on shares and other partly paid investments.  
(v) Calls unpaid.  
(vi) Money received against share warrant.  

 
The following balances are extracted from the books of Travese Limited as on 31st March 2023: 

Particular  
Debit Credit 

7% Debentures 48,45,000 
Plant & Machinery (at cost) 37,43,400 
Trade Receivables 35,70,000 
Land 97,37,000 
Debenture Interest 3,39,150 
Bank Interest 13,260 
Sales 47,22,600 

Transfer Fees 38,250 
Discount received 66,300 
Purchases 28,86,600 
Inventories 1.04.2022 4,97,250 
Factory Expenses 2,58,060 
Rates, Taxes and Insurance 65,025 
Repairs 1,49,685 
Sundry Expenses 1,27,500 
Selling Expenses 26,520 
Directors Fees 38,250 
Interest on Investment for the year 2022-2023 55,000 

Provision for depreciation 5,96,700 
Miscellaneous receipts 1,42,800 

Additional information: 
(i) Closing inventory on 31.03.2023 is  4,76,850. 
(ii) Miscellaneous receipts represent cash received from the sale of the Plant on 01.04.2022. 
The cost of the Plant was  1,65,750 and the accumulated depreciation thereon is  24,865. 
(iii) The Land is re-valued at 1,08,63,000.
(iv) Depreciation is to be provided on Plant & Machinery at 10% p.a. on cost. 
(v) Make a provision for income tax @ 25%. 
(vi) The Board of Directors declared a dividend of 10% on Equity shares on 4th April, 2023. 
You are required to prepare a Statement of Profit and Loss as per Schedule III of the 
Companies Act, 2013 for the year ended 31.03.2023. (Ignore previous year figures)

Pg no._____ (ICAI Study Material) / (RTP May 2019) / (RTP Nov 2021) (Similar)Question 12

Pg no._____ (Inter May 2023) (10 Marks) Question 13
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The following is the Trial Balance of Falgun Ltd., as on 31st March, 2023: 

Particulars Debit 
 

Credit 
 

Equity Share Capital (Fully paid-up shares of 100 each) 10,00,000 
10% Preference Share Capital of Face Value 100 each 4,00,000 
General Reserve 2,85,000 
2,000 10% Debentures of  100 each 2,00,000 
Securities Premium Account 50,000 
Land (at Cost) 7,00,000 
Plant and Machinery 14,70,000 
Furniture 4,00,000 
Provision for Depreciation - Plant and Machinery 3,00,000 

Provision for Depreciation – Furniture 1,90,000 
Trade Receivables 3,10,000 
Trade Payables 72,000 
Cash-in-Hand 1,34,000 
Cash-at-Bank 3,05,000 
Bank Over Drafts from Nationalized bank  
(Long Term) (Secured by Hypothecation of Stocks) 

2,00,000 

6% Secured Loan from State Finance Corporation 
(repayable after 3 years) (Secured by Hypothecation of 
Plant and Machinery) 

4,50,000 

Unclaimed Dividend 23,000 
Loan from Director (Short Term) 1,00,000 
Adjusted Purchases 2,25,000 

Closing Stock 1,12,000 
Sales 8,46,000 
Carriage Inward 17,200 
Miscellaneous Expenses 10,200 
Selling and Distribution Expenses 46,600
Depreciation 1,80,000 
Salaries 72,000
Director's Fees 40,000 
Travelling Expenses  
(include  50,000/- for foreign tour) 

1,30,000 

Profit and Loss Account 40,000 
Office Expenses 28,000 

Rent Received 24,000 
Total 41,80,000 41,80,000 

Additional Information: 
(i) Authorized Capital — divided into – 

a) 20,000 equity shares of 100 each.
b) 10,000 10% preference shares of  100 each

(ii) Equity shares include, 2,500 equity shares issued for consideration other than cash. 
(iii) The company has had land professionally valued and decides to include it in the Balance 

sheet at its valuation of  8,50,000. 
(iv) It is proposed to capitalize part of the undistributed profits by making bonus issue to the 

shareholders by allocating one equity share of  100 each for every 5 shares held. 

Pg no._____ (Inter Nov 2023) (20 Marks) Question 14
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(v) Trade Receivables of  46,000 are due for more than six months. There is no doubtful 
amount. 

(vi) Depreciation expenses include depreciation of  1,10,000 on Plant and Machinery and 
that of  70,000 on Furniture. 

(vii) Cash-at-Bank include  55,000 with Desire Bank Ltd., which is not scheduled Bank. 
(viii) Miscellaneous expenses included  5,000 being audit fees paid to auditors. 
(ix) Bills Receivables for  35,000 maturing on 31st  discounted. 
(x) Balance of secured loan from State Finance Corporation is inclusive of  36,000 for 

interest accrued but not due. 
(xi) Director's declared final dividend 8% on 6th April, 2023, transferring any amount that may 

be required from General Reserve. Ignore Taxation. 
(xii) Interest on debenture for the year is outstanding as on 31st March, 2023. 
You are required to prepare Balance Sheet as on 31st March, 2023 and Statement of Profit and 
Loss with Notes to Accounts for the year ending 31st March, 2023 as per Schedule III of the 
Companies Act, 2013. Ignore previous years' figures. (Ignore taxation). (All workings should 
form part of the answer) 

 
The following is the Trial Balance of Shivam Ltd as on 31st March, 2024: 

Particulars Dr.  000) Particulars Cr.  000) 

Land at Cost 148 Equity Share of 10 each 200 

Plant and Machinery at Cost 520 10% Debenture of  100 each 135 

Debtors 65 General Reserve 90 

Closing Stock 58 Profit and Loss A/c 48 

Bank 14 Security Premium 27 

Adjusted Purchases 226 Sales 473 

Factory Expenses 40 Creditors 35 

Administration Expenses 22 Provision for Depreciation 116 

Selling Expenses 20 Suspense A/c 3 

Debenture Interest 14 

Total 1,127 Total 1,127 

Additional Information: 
On 31st March, the Company issued Bonus Shares to the Shareholders on 1:2 basis (one
equity share issued as bonus for every 2 equity shares held). No entry relating to this has
yet been made.

The Directors declared a Dividend of 10% on 5th April, 2024 and also transferred profit @ 10%
to General Reserve.

the 1st day of the financial year 2023-24. Cost of this 

Depreciation is to be provided on Plant and Machinery at 10% on Cost.
Provision for Income tax is required@ 30%.

You are required to prepare Shivam Ltd.'s Profit and Loss A/c for the year ended 31st March, 
2024 and Balance Sheet as at that date as per the provisions of the Companies Act, 2013 after 
considering the above information. Ignore previous year figures. 

Pg no._____ (Inter Sep 2024) (14 Marks) Question 15
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Cash Flow Statement helps the users of accounts: 
To identify the historical changes in the flow of cash & cash equivalents.
To determine the future requirement of cash & cash equivalents.
To assess the ability to generate cash & cash equivalents.
To estimate the further requirement of generating cash & cash equivalents.
To compare the operational efficiency of different enterprises.
To study the insolvency and liquidity position of an enterprise.
As an indicator of amount, timing and certainty of future cash flows.
To check the accuracy of past assessments of future cash flows
In examining relationship between profitability & net cash flow & impact of changing prices

THE TERM ‘CASH’ 
Meaning Cash comprises Cash in hand and Demand Deposits with banks. 

Examples Cash in hand, Cash at Bank 

THE TERM ‘CASH EQUIVALENTS’ 
Meaning Cash Equivalents are short term, highly liquid investments that are 

readily convertible into known amounts of cash and which are subject to 
an insignificant risk of changes in value.  

Purpose Cash Equivalents are held for the purpose of meeting short-term cash 
commitments rather than for Investment or other purposes.  

Conditions to 
qualify 

It must be readily convertible to a known amount of cash.  
It must be subject to an insignificant risk of changes in value. Therefore, 
an investment normally qualifies as a cash equivalent only 

 from the date of acquisition.  
Investments in shares are not normally taken as cash equivalent (unless 
they are in substance cash equivalent), because of uncertainties 
associated with them as to realisable value. 

Examples Treasury Bills, Commercial Papers, Commercial Bills, Call Money, 
Certificate of Deposit 

 ” Winners  
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TRANSACTIONS NOT CONSIDERED AS CASH FLOWS
Meaning Transactions which represent movements between items of Cash or 

Cash Equivalents are not considered as Cash Flows.   

Reason These components are part of the cash management of an enterprise 
rather than part of its Operating, Investing and Financing Activities.  

Examples a) Cash deposited into Bank;
b) Cash withdrawn from Bank;
c) Purchase/Sale of Short-term Marketable Securities (neither held as

Current Investments nor held as Non-current Investments).
d) It is important to note that a change in cash does not necessarily imply

cash flow. For example: Suppose an enterprise has a bank balance of
USD 10,000, stated in books at 4,90,000 using the rate of exchange
49/USD prevailing on date of receipt of dollars. If the closing rate of
exchange is 50/USD, the bank balance will be restated at 5,00,000 on
the balance sheet date. The increase is, however, not a cash flow
because neither there is any cash inflow nor there is any cash outflow.

 ‘CASH FLOWS’ 
Cash Flows Cash Flows are inflows and outflows of Cash and Cash equivalents. 

Cash Inflows Cash Inflow arises when the net effect of transaction is increase in the 
amount of Cash or Cash Equivalents. 

Cash Outflows Cash Outflow arises when the net effect of transaction is to decrease in 
the amount of Cash or Cash Equivalents. 

EXAMPLES OF CASH FLOWS 
CASH INFLOWS CASH OUTFLOWS 

1) Cash Sales of Goods 1) Cash Purchases of Goods
2) Cash received from Trade Debtors 2) Cash paid to Trade Creditors
3) Cash received from commission &

Royalty
3) Operating Expenses paid (e.g. Salaries &

Wages, Administration Exp. Selling Exp.)
4) Sale of Fixed Assets for Cash 4) Income Tax paid

5) Sale of Investments (whether Current
or Non-Current) for Cash

5) Purchase of Fixed Assets for Cash

6) Loans & Advances repayment received
(whether Short term or Long term)

6) Purchase of Investments (whether Short
term or Long term) for Cash

7) Income received on Investments
(whether Current or Non-Current)

7) Loans & Advances granted (whether Short
term or Long term)

8) Issue of Equity Shares for Cash 8) Buy-back of Equity Shares for Cash
9) Issue of Preference Shares for Cash 9) Redemption of Preference Shares for Cash

10)Issue of Debentures for Cash 10)Redemption of Debentures for Cash
11) Loans taken (whether Short/Long term) 11) Loans repaid (whether Short/Long term)

12) Interest on Debentures & Loans paid.

13)Final Dividend on Equity Shares paid.
14)Dividend on Preference Shares paid.
15) Interim Dividend on Equity Shares paid.
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OPERATING ACTIVITIES 
MEANING OF OPERATING ACTIVITIES 

Principal revenue-producing activities of the enterprise and other activities that are not 
investing or financing activities. 

Cash Inflows Cash Outflows 
1) Cash Sales of Goods 1) Cash Purchases of Goods

2) Cash received from Trade Debtors 2) Cash paid to Trade Creditors
3) Cash received from Trading

Commission & Royalty
3) Operating Expenses paid (e.g. Salaries &

Wages, Administration Exp. Selling Exp.)

4) Income Tax paid (Operating Activity only).

NOTES 
In case of  the following activities are classified as Operating 
Activities since they relate to the main revenue-producing activity of that enterprise: 

 
Cash receipts and cash payments of an insurance entity for premiums 

and claims, annuities, and other policy benefits. 
Cash receipts & payments relating to futures contracts, forward contracts, option 
contracts & swap contracts when the contracts are held for dealing or trading purposes. 
Cash flows arising from the purchase and sale of dealing or trading securities

INVESTING ACTIVITIES 
MEANING OF INVESTING ACTIVITIES 

Acquisition & disposal of long-term assets & other investments not included in cash 
equivalents. 
 

Cash inflows Cash outflows 
1) Cash sale of fixed assets 1) Cash purchase of fixed assets
2) Cash sale of investments (whether

current or non-current)
2) Cash purchase of investments (whether

short term or long term)
3) Loans & advances repayment received

(whether short term or long term)
3) Loans & advances granted (whether short

term or long term)
4) Income received on investments

(whether current or non-current)
4) Brokerage paid on purchase of investments

(whether short term or long term)
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FINANCING ACTIVITIES 
MEANING OF FINANCING ACTIVITIES 

Activities that result in changes in size and composition of the Owners’ capital (including 
Preference share capital in case of a company) and Borrowings (whether short term or 
long term) of the enterprise. 
 

Cash inflows Cash outflows 
1) Issue of Equity shares for cash 1) Buy-back of Equity shares for cash.

2) Issue of Preference shares for cash  2) Redemption of Preference shares for cash
3) Issue of Debentures for cash 3) Redemption of Debentures for cash

4) Loans taken (whether short term or
long-term)

4) Loans repaid (whether short term or long
term)

5) Interest on Debentures and Loans paid

6) Dividend on Shares Paid
7) Brokerage & Underwriting Commission

Paid on issue of Shares & Debentures
8) Cash payments by lessee for reduction of

O/s liability relating to a finance lease.

NON-CASH TRANSACTIONS 

Meaning Those transactions which do not involve Cash 

Examples 
(Verification by 
Journal Entry)

Issue of Equity Shares or Debentures against the purchase of an Asset 
Asset A/c    Dr 

  To Equity Share Capital A/c / Debentures A/c 

Issue of Equity Shares on conversion of Convertible Debentures 
 Convertible Debentures A/c    Dr 

  To Equity Share Capital A/c 

Why ignored in 
CFS? 

Non-Cash transactions are ignored while preparing Cash Flow 
Statement because these do not involve Cash.  

STEPS INVOLVED IN THE PREPARATION OF CASH FLOW STATEMENT 
Step 1: Calculate the Cash flow from Operating activities. 
Step 2: Calculate the Cash flow from Investing activities
Step 3: Calculate the Cash flow from Financing activitites 
Step 4: Calculate Net Increase/(Decrease) in cash & cash equivalents [Step (1 + 2 + 3)] 
Step 5: Calculate the Cash and Cash Equivalents at the beginning of period  
Step 6: Calculate the Cash and Cash Equivalents at the end of period [Step (4 + 5)] 
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HOW TO COMPUTE NET CASH FLOW FROM OPERATING ACTIVITIES 
(UNDER DIRECT METHOD) 
Particulars   

A. Operating Receipts in Cash (e.g.) 
Cash Sales xxx
Cash receipts from Debtors xxx
Trading Commission received xxx xxx 

B. Operating Payments in cash (e.g.) 
Cash Purchases xxx
Cash paid to Suppliers xxx
Wages & Salaries Paid xxx
Office and Administration Expenses paid xxx
Manufacturing overheads paid xxx
Selling and Distribution expenses paid xxx xxx 

C. Cash Generated from Operations before taxes (A-B) xxx 
D. Income tax paid (Net of refund of Tax) xxx 
E. Cash flow before extraordinary item (C-D) xxx 

F. Extraordinary item xxx 
G. Net cash from (used in) Operating Activities xxx 

HOW TO COMPUTE NET CASH FLOW FROM OPERATING ACTIVITIES 
(UNDER INDIRECT METHOD) 

Particulars   
Step 1: Calculate Net Profit before Taxation & Extraordinary item: 

Closing Balance of P & L A/c xxx 
Less: Opening Balance of P&L A/c (or Add: Opening Bal. of P&L A/c (Dr.) xxx 
Add: Dividend declared for the current year xxx 
Add: Interim Dividend paid during the current year xxx 
Add: Transfer to Reserve (or Less: Transfer from Reserve) xxx 
Add: Provision for Tax made during the Current Year xxx 
Less: Refund of Tax credited to P&L A/c (xxx) 
Less: Extraordinary Item, if any, credited to P&L A/c (e.g. Insurance 
proceeds from earthquake disaster settlement) 

(xxx) 

Add: Extraordinary Debit Items (e.g. Loss due to earthquake) xxx 
Net Profit before Taxation and Extraordinary Item xxx 

Step 2: Calculate Operating Profit before Working Capital Changes: 

Net Profit before Taxation and Extraordinary Item xxx 
Adjustments for Non-Cash and Non-Operating Items: (For Example) 

Depreciation xxx 
Interest on Debentures & Loans (whether Short term or Long Term) xxx 
Preliminary Expenses/Underwriting Commission/Discount on xxx 
Issue of Debentures/Shares written off xxx 
Goodwill/Patents/Trade Marks/Copyright amortized xxx 
Loss on Sale of Investments (whether Current or Non Current) xxx 
Interest income from Investments (whether current or non-current) (xxx) 
Dividend income (xxx) 
Rental income (xxx) 

Profit on sale of Investments (whether current or non-current) (xxx) xxx 
Operating profit before working capital changes xxx 
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Step 3: Calculate Cash from Operations before tax & Extraordinary item: 
A. Operating profit before working capital changes xxx 
B. Add: Changes in current assets (Excluding cash and cash equivalents) 
& Current Liabilities (excluding bank overdraft and cash credit):   xxx 

Decrease in Inventories, Trade Receivables etc. xxx 
Increase in Trade Payables, O/s exp. Etc. xxx 
Increase in Inventories, Trade Receivables etc. (xxx) 
Decrease in trade Payables, O/s Exp. etc. (xxx) xxx 

Cash Generated from Operations xxx 
Step 4: Calculate Net Cash from (used in) Operating Activities : 
A. Cash generated from Operations xxx 

B. Less: Income tax paid (Net of refund of tax) (xxx) 
  (Note: Income tax should be related to operating activities only) 

C. Add: Extraordinary Items (e.g. Insurance proceeds from earthquake 
 disaster settlement, Govt. Grant) 

xxx 

Net Cash Flow from (used in) Operating Activities xxx 

CALCULATION OF CASH FLOW FROM INVESTING ACTIVITIES 
Particulars  

A. Cash inflow from Investing Activities: 
Sale of Tangible Fixed Assets (e.g. Machinery) for cash xxx 

Sale of Intangible Assets (e.g. Goodwill/Patents/Trademark/Copyright) for cash xxx 

Sale of Investments (whether current or non-current) for cash xxx 

Loans & Advances repayments received (whether short term or long term) xxx 

Incomes from Investments (whether current or non-current) xxx 
Dividend received on Shares held as investments xxx 

Interest received on Debentures held as investments xxx 

Rent received from Immovable property held as investments xxx 

B. Cash used in Investing Activities 

Purchase of Tangible Fixed Assets (e.g. Machinery) for cash (xxx) 

Purchase of Intangible Assets (e.g. Goodwill/Patents/Trademark/Copyright) for cash (xxx) 

Purchase of Investments (whether current or non-current) for cash (xxx) 

Loans & Advances granted (whether short term or long term) (xxx) 

Net Cash flow from/used in Investing Activities (if A>B)/ (If A<B) xxx 

CALCULATION OF CASH FLOW FROM FINANCING ACTIVITIES 
Particulars  

A. Cash inflows from financing Activities: 
Issue of Equity share capital for cash xxx 
Issue of Preference share capital for cash xxx 
Issue of debentures for cash xxx

Loans raised (whether short term or long term) xxx 
B. Cash used in financing activities
Buy back of Equity shares (xxx) 
Redemption of preference shares for cash (xxx) 

Redemption of debentures for cash (xxx) 
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Repayment of loans (whether short term or long term) (xxx) 
Interim dividend paid on Equity shares (xxx) 
Final dividend paid on Equity shares (xxx) 
Final dividend paid on preference shares (xxx) 
Interest paid on debentures & loans (whether short term or long term) (xxx) 

Net Cash flow from/used in Financing Activities (if A>B)/ (If A<B) xxx 

REPORTING CASH FLOWS ON NET BASIS 
As per AS 3, Cash Flow Statements, an enterprise should report separately major classes of 
gross cash receipts and gross cash payments,  in the case of:  

cash receipts and payments on behalf of customers when the cash flows reflect the
activities of the customer rather than those of the enterprise and

 
cash receipts and payments for items in which the turnover is quick, the amounts are large,
and the maturities are short.   

Cash flows arising from each of the following activities of a financial enterprise may be 
reported on a net basis:  
(a) cash receipts & payments for acceptance & repayment of deposits with fixed maturity date 
(b) placement of deposits with and withdrawal of deposits from other financial enterprises 
(c) cash advances & loans made to customers and the repayment of those advances & loans 

BUSINESS PURCHASE 
Aggregate cash flows arising from acquisitions & disposals of subsidiaries or other business 
units should be presented separately and classified as cash flow from investing activities.  
(a) The cash flows from disposal and acquisition should not be netted off.  
(b) An enterprise should disclose, in aggregate, in respect of both acquisition and disposal of 

subsidiaries or other business units during the period each of the following:  
(i) The total purchase or disposal consideration; and  
(ii) The portion of the purchase or disposal consideration discharged by means of cash 

and cash equivalents. 

IMPORTANT POINTS: 
Loans/Advances given and Interests earned 

For Financial enterprises Operating cash flows 
For Non-Financial enterprises Investing cash flows 
Given to Subsidiaries Investing cash flows for all enterprises 
Given to Employees Operating cash flows for all enterprises. 
Advance Payments to Suppliers Operating cash flows for all enterprises. 

Interests earned from customers for late payments are operating cash flows for non-
financial enterprises. 

Loans/Advances taken and interests paid

For Financial enterprises Operating cash flows 
For Non-Financial enterprises Financing cash flows 
Advance Taken from Customers Operating cash flows 

Interests paid to suppliers for late payments are operating cash flows for all enterprises. 
Interests taken as part of inventory costs in accordance with AS 16 are operating cash flows 
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Investments made and Dividend earned 

For Financial enterprises Operating cash flows 

For Non-Financial enterprises Investing cash flows 
Given to Subsidiaries Investing cash flows for all enterprises 

Tax Deducted at Source 

If concerned incomes are Operating Incomes Operating cash Outflow 
If concerned incomes are Investment Incomes Investing cash Outflow 
If concerned expenses are Operating Expenses Operating cash Inflow 
If concerned expenses are Financing Expenses Financing cash Inflow 

Insurance claims received 

Against loss of stock or loss of profits Extraordinary operating cash inflows 
Against loss of fixed assets Extraordinary investing cash inflows 

Exchange gains and losses 
The foreign currency monetary assets (e.g. balance with bank, debtors etc.) and liabilities (e.g. 
creditors) are initially recognised by translating them into reporting currency by the rate of 
exchange transaction date. On the balance sheet date, these are restated using the rate of 
exchange on the balance sheet date. The difference in values is exchange gain/loss. The 
exchange gains and losses are recognised in the statement of profit and loss. 

The exchange gains/losses in respect of cash and cash equivalents in foreign currency (e.g. 
balance in foreign currency bank account) are recognised by the principle aforesaid, and 
these balances are restated in the balance sheet in reporting currency at rate of exchange on 
balance sheet date. The change in cash or cash equivalents due to exchange gains and losses 
are however not cash flows. This being so, the net increases/decreases in cash or cash 
equivalents in the cash flow statements are stated exclusive of exchange gains and losses. 

DISCLOSURES 
AS 3 requires an enterprise to disclose the amount of significant cash and cash equivalent 
balances held by it but not available for its use, together with a commentary by management. 
This may happen for example, in case of bank balances held in other countries subject to such 
exchange control or other regulations that the fund is practically of no use.  
AS 3 encourages disclosure of additional information, relevant for understanding the financial 
position and liquidity of the enterprise together with a commentary by management. Such 
information may include:  
(a) The amount of undrawn borrowing facilities that may be available for future operating 

activities and to settle capital commitments, indicating any restrictions on the use of these 
facilities; and  

(b) The aggregate amount of cash flows required for maintaining operating capacity, e.g. 
purchase of machinery to replace the old, separately from cash flows that represent 
increase in operating capacity, e.g. additional machinery purchased to increase 
production 
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Classify the following activities as 

(a) Operating Activities, (b) Investing Activities, (c) Financing Activities (d) Cash Equivalent 
a. Purchase of Machinery.
b. Proceeds from issuance of equity share capital
c. Cash Sales.
d. Proceeds from long-term borrowings.
e. Cheques collected from Trade receivables.
f. Cash receipts from Trade receivables.
g. Trading Commission received.
h. Purchase of investment.
i. Redemption of Preference Shares.
j. Cash Purchases.
k. Proceeds from sale of investment
l. Purchase of goodwill.
m. Cash paid to suppliers.
n. Interim Dividend paid on equity shares.
o. Wages and salaries paid.
p. Proceed from sale of patents.
q. Interest received on debentures held as investment.
r. Interest paid on Long-term borrowings.
s. Office and Administration Expenses paid
t. Manufacturing Overheads paid.
u. Dividend received on shares held as investments.
v. Rent Received on property held as investment.
w. Selling and distribution expense paid.
x. Income tax paid
y. Dividend paid on Preference shares.
z. Underwritings Commission paid.
aa. Rent paid.  
bb. Brokerage paid on purchase of investments.  
cc. Bank Overdraft  
dd. Cash Credit   
ee. Short-term Deposits  
ff. Highly Liquid Marketable Securities (without risk of change in value) 
gg. Refund of Income Tax received. 

 
From the following information, calculate cash flow from operating activities: 

Summary of Cash Account for the year ended March 31, 2022 
Particulars  Particulars  

To Balance b/d 1,00,000 By Cash Purchases 1,20,000
To Cash sales 1,40,000 By Trade payables 1,57,000
To Trade receivables 1,75,000 By Office & Selling Expenses 75,000 
To Trade Commission 50,000 By Income Tax 30,000 
To Sale of Investment 30,000 By Investment 25,000 
To Loan from Bank 1,00,000 By Repayment of Loan 75,000 
To Interest & Dividend 1,000 By Interest on loan 10,000 

ASSIGNMENT QUESTIONS

Pg no._____ (RTP May 2020)/ (RTP Jan 2025) (Similar) / (ICAI Study Material)Question 1

Pg no._____ (ICAI Study Material) Question 2
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By Balance c/d 1,04,000 
5,96,000 5,96,000 

 
Following summary cash account has been extracted from the company’s accounting records: 

Summary Cash Account 
(‘000)

Balance at 1.4.2021 35 
Receipts from customers 2,783
Issue of shares 300 
Sale of fixed assets 128 

3,246
Payments to suppliers 2,047 

Payments for Property, Plant & Equipment 230 
Payments for overheads 115 
Wages and salaries 69 
Taxation 243 
Dividends 80 
Repayments of bank loan 250 (3,034) 
Balance at 31.03.2022 212

Prepare Cash Flow Statement of this company Hills Ltd. for the year ended 31st March, 2022 
in accordance with AS-3. The company does not have any cash equivalents. 

 
The balance sheets of Sun Ltd. as at 31st March 2021 and 2020 were as: 

Particulars Notes 2021 2020 
Equity and Liabilities 

1. Shareholder’s funds
(a)       Share capital 1 60,000 50,000 
(b)       Reserve & surplus 2 5,000 4,000 
2. Current liabilities
(a) Trade Payables 4,000 2,500
(b) Other current liabilities 3 - 1,000 
(c) Short term provision (provision for tax) 1,500 1,000 

Total 70,500 58,500 
Assets 
1 Non-current assets 
(a) Property, Plant & Equipment 4 39,500 29,000 

2 Current assets 
(a) Current investments 2,000 1,000 
(b) Inventories 17,000 14,000 
(c) Trade receivables 8,000 6,000
(d) Cash & cash equivalents 5 4,000 8,500 

Total 70,500 58,500 

Notes to accounts 
2021 2020 

1 Share Capital 
Equity Shares of 10 each 60,000 50,000

Pg no._____ (ICAI Study Material) / (RTP Nov 2020) (Similar) Question 3

Pg no._____ (ICAI Study Material) Question 4



   CASH FLOW STATEMENT (AS 3) 

Page 2.11 

2 Reserve & surplus
Profit and Loss Account 5,000 4,000 

3 Other current liabilities 
Dividend Payable - 1,000 

4 Property, plant and equipment (at WDV) 
Building 10,000 10,000 
Fixtures 17,000 11,000 
Vehicles 12,500 8,000 
Total 39,500 29,000 

5 Cash and cash equivalents 

Cash and Bank 4,000 8,500 

The profit and loss statement for the year ended 31st March, 2021 disclosed: 
Particulars  

Profit before tax 4,500 
Tax expense: Current tax (1,500) 
Profit for the year 3,000 
Declared dividend (2,000) 
Retained Profit 1,000 

Further information is available: 
Fixtures Vehicles 

Depreciation for the year 1,000 2,500 
Disposals: 
Proceeds on disposal of vehicles — 1,700 
Written down value — (1,000) 
Profit on disposal 700 

Prepare a Cash Flow Statement for the year ended 31st March, 2021. 

 
The following are the summarized Balance Sheet of Star Ltd. as on 31st March, 2021 and 2022: 

  
Liabilities 31.03.2021 31.03.2022 Assets 31.03.2021 31.03.2022 

Equity share capital 
of  10 each

3,400 3,800 Sundry Fixed 
Assets: 

Profit & Loss A/c 400 540 Gross Block 3,200 4,000 
Securities Premium 40 80 Less: Depreciation (640) (1,440) 
14% Debentures 800 900 Net Block 2,560 2,560
Long term borrowings 180 240 Investment 1,200 1,400
Trade payables 360 440 Inventories 1,000 1,400 
Provision for Taxation 20 40 Trade receivables 640 900 
Dividend payable 300 480 Cash & Bank 100 260 

5,500 6,520 5,500 6,520

The Profit and Loss account for the year ended 31st March, 2022 disclosed 
 

Profit before tax 780 
Less: Taxation (160) 
Profit after tax 620 
Less: Dividend declared (480) 
Retained Profit 140 

Pg no._____ Question 5
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The following information are also available: 
a) 40,000 equity shares issued at a premium of  1 per share.
b) The Company paid taxes of  1,40,000 for the year 2021-22.
c) During the period, it discarded fixed assets costing  4 lacs, (accumulated depreciation 

80,000) at  40,000 only.
You are required to prepare cash flow statement as per AS 3, using indirect method. 

 
Surya Ltd. has provided you the following particulars. Prepare Cash Flow from Operating 
Activities by Indirect Method in accordance with AS 3: 

Profit & Loss Account of Surya Ltd. for the year ended 31st March, 2022 
Particulars  Particulars  

To Depreciation 86,700 By Operating Profit before dep. 11,01,600 
To Patents written off 35,000 By Profit on Sale on Investments 10,000 
To Provision for Tax 1,25,000 By Refund of Tax 3,000 
To Dividend declared 72,000 By Insurance Claim-Major Fire 

Settlement 
1,00,000 

To Transfer to Reserve 87,000 
To Net Profit 8,08,900 

12,14,600 12,14,600 
Additional information: 

31.03.2021 31.03.2022 
Stock 1,20,000 1,60,000 
Trade Debtors 7,500 75,000 
Trade Creditors 23,735 87,525 
Provision for Tax 1,18,775 1,25,000 
Prepaid Expenses 15,325 12,475 
Marketable Securities 11,775 29,325 
Cash Balance 25,325 35,340 

 
From the following Balance sheet of Grow More Ltd., prepare Cash Flow Statement for the 
year ended 31st March, 2021 : 

Particulars Notes 31st March, 
2021 

31st March, 
2020 

Equity and Liabilities 

1 Shareholders’ funds 
  A Share capital 10,00,000 8,00,000 
  B Reserves and Surplus 1 3,00,000 2,10,000 
2 Non-current liabilities 

Long term borrowings 2 2,00,000 - 
3 Current liabilities 
  A Trade Payables 7,00,000 8,20,000 
  B Other current liabilities 3 - 1,00,000 
  C Short term provision (provision for tax) 1,00,000 70,000 

Total 23,00,000 20,00,000 

Assets 
1 Non-current assets 
  A Property, plant and Equipment 4 13,00,000 9,00,000 
  B Non-Current Investments 1,00,000 - 

Pg no._____ Question 6

Pg no._____ (ICAI Study Material) / (RTP May 2022) (Similar) Question 7
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2 Current assets 
  A Inventories 4,00,000 2,00,000 
  B Trade receivables 5,00,000 7,00,000 
  C Cash and Cash equivalents - 2,00,000 

Total 23,00,000 20,00,000 

Notes to accounts 
No. Particulars 31st March, 2021 31st March, 2020
1 Reserves and Surplus 

General reserve 2,00,000 1,50,000 
Profit and Loss account 1,00,000 60,000 

Total 3,00,000 2,10,000 
2 Long term borrowings 

Debentures (issued at end of year) 2,00,000 -- 
3. Other current liabilities

Dividend payable - 1,00,000 
4 Property, plant and equipment 

Plant and machinery 7,00,000 5,00,000
Land and building 6,00,000 4,00,000
Net carrying value 13,00,000 9,00,000 

a. Depreciation @ 25% was charged on the opening value of Plant and Machinery.
b. 35,000.

Purchase was also made at the year end.
c.  50,000 was paid towards Income tax during the year.
d. Construction of the building got completed on 31.03.2021 and hence no depreciation may

be charged on the same.
Prepare Cash flow Statement. 

 
ABC Ltd. gives you the Balance sheets as at 31st March 2020 and 31st March 2021.  
You are required to prepare Cash Flow Statement by using indirect method as per AS 3 for 
the year ended 31st March 2021: 

Particulars Notes 31st March 
2020

31st March 
2021 

Equity and Liabilities 
1 Shareholders’ funds 
  A Share capital 50,00,000 50,00,000 
  B Reserves and Surplus 26,50,000 36,90,000 
2 Non-current liabilities

Long term borrowings 1 - 9,00,000 
3 Current liabilities 
  A Short-term borrowings (Bank loan) 1,50,000 3,00,000 
  B Trade payables 8,80,000 8,20,000 
  C Other current liabilities 2 4,80,000 2,70,000 

Total 91,60,000 1,09,80,000 
Assets 

1 Non-current assets 
  A Property, plant and Equipment 3 21,20,000 32,80,000 
2 Current assets  

Pg no._____ (ICAI Study Material)Question 8
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  A Current Investments  11,80,000 15,00,000 
  B Inventory 20,10,000 19,20,000
  C Trade receivables 22,40,000 26,40,000 
  D Cash and Cash equivalents 4 15,20,000 15,20,000 
  E Other Current assets (Prepaid expenses) 90,000 1,20,000 

Total 91,60,000 1,09,80,000 
Notes to accounts 

No. Particulars 2020 2021 
1 Long term borrowings 

9% Debentures (issued at the end of year) 9,00,000 

Total 9,00,000 
2. Other current liabilities

Dividend payable 1,50,000 - 
Liabilities for expenses 3,30,000 2,70,000 

Total 4,80,000 2,70,000 
3 Property, plant and equipment 

Plant and machinery 27,30,000 40,70,000 
Less: Depreciation (6,10,000) (7,90,000) 

Net carrying value 21,20,000 32,80,000 
4 Trade receivables 

Gross amount 23,90,000 28,30,000 

Less: Provision for doubtful debts (1,50,000) (1,90,000) 
Total 22,40,000 26,40,000 

Additional Information: 
a) Net profit for year ended 31st March, 202
b)

against the provisions for doubtful debts account during the year.

 

Following are extracts of the Balance Sheets of Ajay Ltd.: 
Particulars Notes 31.3.202  31.3.202  

Equity and Liabilities 
Shareholder’s funds 

(a) Share capital 1 5,00,000 5,00,000 
(b) Reserve & surplus 2 50,000 90,000 

Non-current liabilities 
(a) Long-term borrowings 3 5,00,000 7,50,000 

Current liabilities 
(a) Other current liabilities 4 --- 5,000 

Assets 
Non-current assets 

(a) Intangible assets 5 2,05,000 1,80,000 

Notes to accounts 
31.3.2021  31.3.2022  

1 Share Capital 
50,000 Equity Shares of 10 each 5,00,000 5,00,000 

2 Reserve & surplus 
Profit & Loss A/c 50,000 90,000 

Pg no._____ (ICAI Study Material) Question 9
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3 Long-term borrowings 
10% Debentures 5,00,000 7,50,000 

4 Other current liabilities 
Unpaid interest --- 5,000 

5 Intangible assets 
Goodwill 2,05,000 1,80,000 

You are required to show the related items in Cash Flow Statement. 

 

Ryan Ltd provides you the following information at the year-end, March 31, 2022 
 

Sales 6,98,000 
Cost of Goods Sold (5,20,000) 

1,78,000 
 37,000) (1,47,000) 

31,000 
Other Income / (Expenses) 
Interest Expense paid (23,000) 
Interest Income received 6,000 
Gain on Sale of Investments 12,000 
Loss on Sale of Plant (3,000) (8,000) 

23,000 
Income tax (7,000) 

16,000 

Information Available: 
31.03.2022 31.03.2021 

Plant Assets 7,15,000 5,05,000 
Less: Accumulated Depreciation (1,03,000) (68,000) 

6,12,000 4,37,000 
Investments (Long term) 1,15,000 1,27,000 
Inventory 1,44,000 1,10,000 
Trade receivables 47,000 55,000 
Cash 46,000 15,000 
Prepaid expenses 1,000 5,000 
Share Capital 4,65,000 3,15,000 

Reserves and surplus 1,40,000 1,32,000 
Bonds 2,95,000 2,45,000 
Trade payables 50,000 43,000 
Outstanding liabilities 12,000 9,000 
Income taxes payable 3,000 5,000 

Analysis of selected accounts and transactions during 2021-22 
1) Purchased investments for  78,000.
2) Sold investments for  1,02,000. These investments cost  90,000.
3) Purchased plant assets for  1,20,000.
4) Sold plant assets that cost  10,000 with accumulated depreciation of  2,000 for  5,000.
5) Issued  1,00,000 of bonds at face value in an exchange for plant assets on 31st March, 2022.
6) Repaid  50,000 of bonds at face value at maturity.
7) Issued 15,000 shares of  10 each.
8) Paid cash dividends  8,000.
Prepare Cash Flow Statement as per AS-3 using indirect method. 

Pg no._____ (ICAI Study Material) Question 10
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The Balance Sheet of New Light Ltd. as at 31st March, 2021 and 2020 (for the years ended) are 
as follows: 

Notes 
31st March 

2020 
31st March 

2021 
Equity and Liabilities 

1 Shareholders’ funds 
  A Share capital 1 16,00,000 18,80,000 
  B Reserves and Surplus 2 8,40,000 11,00,000 
2 Non-current liabilities 

Long term borrowings 3 4,00,000 2,80,000 
3 Current liabilities 
  A Other current liabilities  4 6,00,000 5,20,000 
  B Short term provision (provision for tax) 3,60,000 3,40,000 

Total 38,00,000 41,20,000 
Assets 

1 Non-current assets
  A Property, plant and Equipment 5 22,80,000 26,40,000 
  B Non-Current Investments 4,00,000 3,20,000 
2 Current assets 
  A Cash and Cash equivalents 10,000 10,000 
  B Other Current assets 11,10,000 11,50,000 

Total 38,00,000 41,20,000 

Notes to accounts 

No. Particulars 31st March, 2020 31st March, 2021 
1. Share capital

Equity share capital 12,00,000 16,00,000 
10% Preference share capital 4,00,000 2,80,000 

Total 16,00,000 18,80,000 
2 Reserves and Surplus 

General reserve 6,00,000 7,60,000 
Profit and Loss account 2,40,000 3,40,000 

Total 8,40,000 11,00,000 
3 Long term borrowings 

9% Debentures 4,00,000 2,80,000 
Total 4,00,000 2,80,000 

4. Other current liabilities
Dividend payable 1,20,000 -
Current Liabilities 4,80,000 5,20,000 

Total 6,00,000 5,20,000 
5 Property, plant and equipment 

Property, plant and equipment 32,00,000 38,00,000 
Less: Depreciation (9,20,000) (11,60,000) 
Net carrying value 22,80,000 26,40,000 

Additional information: 
a. The company sold one property, plant 

 80,000.
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b. The company also decided to write off another item of property, plant and equipment
  40,000 has been provided.

c.
d.
e. Debentures and preference share capital redeemed at 5% premium. Debentures were

redeemed at the year end.
f. Company decided to value inventory at cost, whereas previously the practice was to value

inventory at cost less 10%. The inventory according to books on 31.3.202
The inventory on 31.3.202

Prepare Cash Flow Statement as per Accounting Standard 3 by indirect method. 

 
Ms. Jyoti of Star Oils Limited has collected the following information for the preparation of 
cash flow statement for the year ended 31st March, 2022: 

 
Net Profit 25,000 
Dividend paid 8,535 
Provision for Income tax 5,000 
Income tax paid during the year 4,248 
Loss on sale of assets (net) 40 
Book value of the assets sold 185 
Depreciation charged to Profit & Loss Account 20,000 
Profit on sale of Investments 100 

Carrying amount of Investment sold 27,765 
Interest income received on investments 2,506 
Interest expenses of the year 10,000 
Interest paid during the year 10,520 
Increase in Working Capital (excluding Cash & Bank Balance) 56,081 
Purchase of fixed assets 14,560 
Investment in joint venture 3,850 
Expenditure on construction work in progress 34,740 
Proceeds from calls in arrear 2 
Receipt of grant for capital projects 12 
Proceeds from long-term borrowings 25,980 

Proceeds from short-term borrowings 20,575 
Opening cash and Bank balance 5,003 
Closing cash and Bank balance 6,988 

Prepare Cash Flow Statement for year ended 31st March 2022 in accordance with AS 3. 
(Make necessary assumptions). 

 
The following figures have been extracted from the Books of X Limited for the year ended on 
31.3.2022. You are required to prepare a cash flow statement. 
a) Net profit before taking into account income tax and income from law suits but after taking

into account the following items was 20 lakhs:
(i) Depreciation on Fixed Assets  5 lakhs. 
(ii) Discount on issue of Debentures written off  30,000. 
(iii) Interest on Debentures paid  3,50,000. 
(iv) Book value of investments  3 lakhs (Sale of Investments for  3,20,000). 
(v) Interest received on investments  60,000. 
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b) Compensation received  90,000 by the company in a suit filed.
c) Income tax paid during the year  10,50,000.
d) 15,000, 10% preference shares of  100 each were redeemed on 31.3.2022 at a premium of

5%. Further the company issued 50,000 equity shares of  10 each at a premium of 20% on
2.4.2021. Dividend on preference shares were paid at the time of redemption.

e) Dividends paid for the year 2020-2021  5 lakhs and interim dividend paid  3 lakhs for the
year 2021-2022.

f) Land was purchased on 2.4.2021 for  2,40,000 for which the company issued 20,000 equity
shares of  10 each at a premium of 20% to the land owner as consideration.

g) Current assets & current liabilities in the beginning & at the end of years were as below:
As on 31.03.2021 As on 31.03.2022 

Inventory 12,00,000 13,18,000 
Trade Receivables 2,58,000 2,53,100 
Cash in hand 1,96,300 35,300 
Trade payables 2,11,000 2,11,300 
Outstanding expenses 75,000 81,800 

 
Given below are the relevant extracts of the Balance Sheet and the Statement of Profit and 
Loss of ABC Ltd. along with additional information: 

Particulars Notes 31.3.2021 
 

31.3.2020 
 

Equity and Liabilities 

1 Current liabilities 
  (a) Trade Payables 250 230 
  (b) Short term Provisions  1 200 180 
  (c) Other current liabilities 2 70 50 

Assets 
1 Current assets 
  (a) Inventories 200 180 
  (b) Trade Receivables  400 250 
  (c) Other current assets 3 195 180 

Statement of Profit and Loss of ABC Ltd. for the year ended 31st March, 2021 
Particulars Notes  in lakhs 

I Revenue from operations 4,150 
II Other income 4 100 
III Total income (I + II) 4,250 

Expenses: 
Purchases of Stock-in-Trade 2,400 
Change in inventories of finished goods (20) 
Employee benefits expense 800 
Depreciation expense 100 
Finance cost 5 60
Other expenses 200 

IV Total expenses 3,540 
V Profit before tax (III – IV) 710 
VI Tax expense: 

Current tax 200 
VII Profit for the year from continuing operations 510 
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Appropriations: 

Balance of Profit and Loss account brought forward 50 
Transfer to general reserve 200 
Dividend paid 330 

Notes to accounts: 
2021  2020  

1 Short term Provisions: 
Provision for Tax 200 180 

2 Other current liabilities: 
Outstanding wages 50 40 
Outstanding expenses 20 10 

Total 70 50 
3 Other current assets: 

Advance tax 195 180 
4 Other income: 

Interest and dividend 100
5 Finance cost:

Interest 60 
Compute cash flow from operating activities using both direct and indirect method. 

 

The following particulars relate to Bee Ltd., for the year ended 31st March, 2022: 
a) Furniture of book value of  15,500 was disposed off for  12,000.
b) Machinery costing  3,10,000 was purchased and 20,000 were spent on its erection.
c) Fully paid 8% preference shares of the face value of  10,00,000 were redeemed at a

premium of 3%. In this connection 60,000 equity shares of  10 each were issued at a
premium of  2 per share. The entire money being received with applications.

d) Dividend was paid as follows:
On 8% preference shares  40,000   On equity shares for the year 2021-22  1,10,000 

e) Total sales were  32,00,000 out of which cash sales were  11,50,000.
f) Total purchases were  8,00,000 including cash purchase of  60,000.
g) Total expenses were  12,40,000 charged to Profit and Loss A/c.
h) Taxes paid were  3,30,000.
i) Cash and cash equivalents as on 31st March, 2022 were  1,25,000.
You are requested to prepare Cash Flow Statement as per AS 3 for the year ended 31st March, 
2022 after taking into consideration the following also: 

On 31st March, 2021 On 31st March, 2022 

Sundry Debtors 1,50,000 1,47,000 
Sundry Creditors 78,000 83,000 
Unpaid expenses 63,000 55,000 

Prepare Cash flow for Gamma Ltd., for the year ending 31.3.2022 from following information: 
1) Sales for the year amounted to  135 crores out of which 60% was cash sales.
2) Purchases for the year amounted to  55 crores out of which credit purchase was 80%.
3) Administrative & selling expenses amounted to  18 crores and salary paid amounted to

22 crores.
4) The Company redeemed debentures of  20 crores at a premium of 10%. Debenture

holders were issued equity shares of  15 crores towards redemption and the balance
was paid in cash. Debenture interest paid during the year was  1.5 crores.
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5) Dividend paid during the year amounted to  11.7 crores was also paid.
6) Investment costing  12 crores were sold at a profit of  2.4 crores.
7)  8 crores was paid towards income tax during the year.
8) A new plant costing  21 crores was purchased in part exchange of an old plant. The book

value of the old plant was  12 crores but the vendor took over the old plant at a value of
 10 crores only. The balance was paid in cash to the vendor.

9) The following balances are also provided: (in crores)
1.4.2021 31.3.2022 

Debtors 45 50 
Creditors 21 23 
Bank 6 18.2 

 
The following information was provided by PQR Ltd. for the year ended 31st March, 2022:  
(1) Gross Profit Ratio was 25% for the year, which amounts to  3,75,000.   
(2) Company sold goods for cash only.  
(3) Opening inventory was lesser than closing inventory by  25,000.   
(4) Wages paid during the year  5,55,000.  
(5) Office expenses paid during the year  35,000.   
(6) Selling expenses paid during the year  15,000.  
(7) Dividend paid during the year  40,000 
(8) Bank Loan repaid during the year  2,05,000 (included interest  5,000)  
(9) Trade Payables on 31st March, 2021 were  50,000 and on 31st March, 2022 were  35,000. 
(10) Amount paid to Trade payables during the year  6,10,000   
(11) Income Tax paid during the year amounts to  55,000 (Provision for taxation as on 31st 

March, 2022  30,000)·  
(12) Investments of  8,20,000 sold during the year at a profit of  20,000.  
(13) Depreciation on furniture amounts to  40,000.  
(14) Depreciation on other tangible assets amounts to  20,000.  
(15) Plant and Machinery purchased on 15th November, 2021 for  3,50,000  
(16) On 31st March, 2022  2,00,000, 7% Debentures were issued at face value in an exchange 

for a plant.  
(17) Cash and Cash equivalents on 31st March, 2021  2,25,000.  
(A)  Prepare cash flow statement for the year ended 31st March, 2022, using direct method. 
(B)  Calculate cash flow from operating activities, using indirect method 

 

Prepare Cash Flow from Investing Activities of M/s. Creative Ltd. year ended 31-3-22. 
Particulars  

Plant acquired by the issue of 8% Debentures 1,56,000 

Claim received for loss of plant in fire 49,600 
Unsecured loans given to subsidiaries 4,85,000 
Interest on loan received from subsidiary companies 82,500 
Pre-acquisition dividend received on investment made 62,400 
Debenture interest paid 1,16,000 
Term loan repaid 4,25,000 
Interest received on investment 

 8,200 was deducted on the above interest) 
68,000 

 9,600) 84,000 
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From the following Balance Sheets and information, prepare Cash Flow Statement of Ryan 
Ltd. by Indirect method for the year ended 31st March, 2021: 

Particulars Notes 31st March 
2021 

31st March 
2020 

Equity and Liabilities 
1 Shareholders’ funds 
  a Share capital 1 6,00,000 7,00,000 
  b  Reserves and Surplus 2 4,20,000 3,00,000 
2 Non-current liabilities 

Long term borrowings 3 2,00,000 - 
3 Current liabilities 
  a Trade Payables 1,15,000 1,10,000 
  b  Other current liabilities 4 30,000 80,000 

  c Short term provision (provision for tax) 95,000 60,000 
Total 14,60,000 12,50,000 

Assets 
1 Non-current assets 
  a Property, plant and Equipment 5 9,15,000 7,00,000 
  b  Non-Current Investments 50,000 80,000 
2 Current assets 
  a Inventories 95,000 90,000 
  b  Trade receivables 2,50,000 2,25,000 
  c Cash and Cash equivalents 50,000 90,000 
  d Other Current assets 1,00,000 65,000 

Total 14,60,000 12,50,000 
Notes to accounts 

No. 31st March, 2021 31st March, 2020 
1. Share capital

Equity share capital 6,00,000 5,00,000 
10% Redeemable Preference share capital -- 2,00,000 

Total 6,00,000 7,00,000 
2 Reserves and Surplus 

Capital redemption reserve 1,00,000 - 
Capital reserve 70,000 - 

General reserve 1,50,000 2,50,000 
Profit and Loss account 1,00,000 50,000 

Total 4,20,000 3,00,000 
3 Long term borrowings 

9% Debentures 2,00,000 -- 
4. Other current liabilities

Dividend payable - 60,000 
Liabilities for expenses 30,000 20,000 

Total 30,000 80,000 
5 Property, plant and equipment 

Plant and machinery 7,65,000 5,00,000 

Land and building 1,50,000 2,00,000 
Net carrying value 9,15,000 7,00,000 
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Additional Information: 
a. – 

was revalued. Capital Reserve consisted of profit on revaluation of land.
b. On 1st April, 202 – – 

c. Part of the investments (Cost – 
d. Pre-
e. Interim dividend was declared and paid @ 15% during the current year.
f. Income-
g. Depreciation @ 15% has been charged on Plant and Machinery but no depreciation has

been charged on Building.

 
How will you disclose following items while preparing Cash Flow Statement of Gagan Ltd. as 
per AS-3 for the year ended 31st March, 2022?   
(i) 10% Debentures issued:    As on 01-04- -03-  
(ii) Debentures were redeemed at 5% premium at the end of the year. Premium was charged 

to the Profit & Loss Account for the year.   
(iii) Unpaid Interest on Debentures:  As on 01-04- -03-  
(iv)

the year.   
(v) 10% Bonds (Investments):  As on 01-04- -03-
(vi) Accrued Interest on Investments: As on 31-03-  

 
The following are the extracts of Balance Sheet and Statement of Profit & Loss of Supriya Ltd. 

Extract of Balance Sheet 
Particulars Notes 2022 (‘000) 2021 (‘000) 

Equity and Liabilities 
1 Shareholder’s funds 

a Share capital 1 500 200
2 Non- current liabilities 

a Long term loan from bank - 250 
3 Current liabilities 

a Trade Payables 1,000 3,047 

Assets 
1 Non-current assets 

a Property, Plant and Equipment 230 128
2 Current assets 

a Trade receivables 2,000 4,783 
b Cash & cash equivalents (Cash 

balance) 
212 35 

Extract of Statement of Profit and Loss 
Particulars Notes 2022 (‘000) 2021 (‘000) 

I Expenses 
Employee benefits expense 69 25 

Other expenses 2 115 110 
II Tax expense: 

Current tax (paid during year) 243 140 
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Notes to accounts 

Particulars 2022 (‘000) 2021 (‘000) 
1 Share Capital 

 500 200 
2 Other expenses 

Overheads 115 110 
Prepare Cash Flow Statement of Supriya Ltd. for the year ended 31st March, 2022 in 
accordance with AS-3 using direct method. All transactions were done in cash only. There 
were no outstanding/prepaid expenses as on 31st March, 2021 & on 31st March, 2022. Dividend 

. 
Ignore deprecation. 

 
From the following information of XYZ Limited, calculate cash and cash equivalent as on 31-
03-2022 as per AS-3.  

Particulars Amount 
Balance as per the Bank Statement 25,000 
Cheque issued but not presented in the Bank 15,000 
Short Term Investment in liquid equity shares of ABC Limited 50,000 

Fixed Deposit created on 01-11-2021 and maturing on15-04-2022 75,000 
Short Term Investment in highly liquid Sovereign Debt Mutual fund on 
01-03-2022 (having maturity period of less than 3 months) 

1,00,000 

Bank Balance in Foreign Currency Account in India 
 

As on 31-03-  

$ 1,000 

 
Mayuri Ltd. acquired Plant and Machinery for  25 lakhs. During the same year, it also sold 
Furniture and Fixtures for  4 lakhs. Can the company disclose, Net Cash Outflow towards 
purchase of Fixed Assets  21 lakhs (i.e., 25 lakhs – 4 lakhs) in the Cash Flow Statement? 

Solution 
As per AS 3, Cash Flow Statements, an enterprise should report separately major classes of 
gross cash receipts and gross cash payments arising from investing and financing activities, 
except in the case of:  

cash receipts and payments on behalf of customers when the cash flows reflect the
activities of the customer rather than those of the enterprise; and
cash receipts and payments for items in which the turnover is quick, the amounts are large,
and the maturities are short.

In the given case, since the purchase of Plant and Machinery and disposal of Furniture and 
Fixtures do not fall in the criteria of exception mentioned above, the same should be 
presented on a gross basis as an outflow of  25 lakhs and an inflow of  4 lakhs. Presentation 
of net cash outflow of  21 lakhs is not permitted as per AS 3 

 
How would the following cash flows be classified in accordance with AS 3? 
a) Corporate Income Tax paid amounting to  70 lakhs during the reporting period.
b) Payment of advance tax  8,75,000 out of which  75,000 was towards capital gains

arising on account of sale of assets during the reporting period.
c) Fixed Deposits withdrawn by customers of State Bank of India  3 crores.
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Solution 
a)  70 lakhs: Operating Cash Flows
b)  8,00,000: Operating Cash Flows  75,000: Investing Cash Flows

c)  3 crores: Operating Cash Flows for State Bank of India.

Z Ltd. has no Foreign Currency Cash Flow during the reporting period. It held a deposit in a 
bank in France. The balances as at the beginning of the year and at the end of the year were 
€ 100,000 and € 105,000 respectively. The exchange rate at the beginning of the year was € 1 
=  82, and at the end of the year was € 1 =  85. The increase in the deposit balance of € 5,000 
was on account of interest credited on the last day of the reporting period. The deposit was 
reported at  82,00,000 in the opening balance sheet and at  89,25,000 in the closing balance 
sheet. You are required to show how these transactions would be presented in the Cash Flow 
Statement as per AS 3 

Solution
The Statement of Profit and Loss was credited on account of: 

Interest Income: € 5,000 x  85 =  4,25,000 
Exchange difference = € 100,000 x (  85 –  82) = 3,00,000  

In preparing the Cash Flow Statement, the exchange difference of  3,00,000 should be 
deducted from the Net Profit before taxes, since it is a non-cash item. However, in order to 
reconcile the opening balance of the Cash and Cash Equivalents with its closing balance, the 
Exchange Difference of  3,00,000 should be added to the opening balance in a Note to the 
Cash Flow Statement.,  
Cash Flows arising from transactions in a Foreign Currency shall be recorded in Z Ltd.’s 
reporting currency by applying to the foreign currency amount the exchange rate between 
the reporting currency and the foreign currency at the date of the cash flow. 
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Classify the following activities as  (i)  Operating Activities, (ii) Investing activities, 
(iii) Financial activities and (iv) Cash Equivalents 

1) Cash receipts from Trade Receivables
2) Marketable Securities
3) Purchase of investment
4) Proceeds from long term borrowings
5) Wages and Salaries paid
6) Bank overdraft
7) Purchase of Goodwill
8) Interim dividend paid on equity shares
9) Short term Deposits
10) Underwriting commission paid

 
Classify the following activities as (a) Operating activities, (b) Investing activities (c) Financing 
activities (d) Cash equivalents with reference to AS 3.  

(a) Brokerage paid on purchase of investments  
(b) Underwriting commission paid  
(c) Trading commission received  
(d) Proceeds from sale of investment  
(e) Purchase of goodwill  
(f) Redemption of preference shares  
(g) Rent received from property held as investment  
(h) Interest paid on long-term borrowings  
(i) Marketable securities (having risk of change in value) 
(j) Refund of income tax received 

 
From the following Summary Cash Account of X Ltd. prepare Cash Flow Statement for the 
year ended 31st March, 2022 in accordance with AS 3 using the direct method. The company 
does not have any cash equivalents. 

Summary Cash Account for the year ended 31.3.2022 

  
Balance on 1.4.2021 50 Payment to Suppliers 2,000 
Issue of Equity Shares 300 Purchase of Fixed Assets 200 
Receipts from Customers 2,800 Overhead expense 200 
Sale of Fixed Assets 100 Wages and Salaries 100 

Taxation 250 
Dividend 50 
Repayment of Bank Loan 300 
Balance on 31.3.2022 150 

3,250 3,250 

 
Following is the cash flow abstract of Alpha Ltd. for the year ended 31st March, 2022: 
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Cash Flow (Abstract) 

  
Opening balance: Payment for Account Payables 90,000
Cash 10,000 Salaries and wages 25,000
Bank 70,000 Payment of overheads 15,000 
Share capital – shares issued 5,00,000 Property, Plant & Equipment 

acquired 
4,00,000 

Collection on account of Trade 
Receivables 

3,50,000 Debentures redeemed 50,000 

Sale of fixed assets 70,000 Bank loan repaid 2,50,000 
Taxation 55,000 
Dividends 1,00,000 
Closing balance: 

Cash 5,000 
Bank 10,000 

10,00,000 10,00,000 
Prepare Cash Flow Statement for the year ended 31st March, 2022 in accordance with AS 3.

 
Prepare cash flow statement of Gama Limited for the year ended 31st March, 2021 in 
accordance with AS-3 from the following cash account summary: 

Cash summary Account 
Inflows  Outflows  

Opening Balance 945 Payment to suppliers 54,918
Receipts from Customers 74,682 Purchase of Investments 351
Sale of Investments (Cost 4,05,000) 459 Property, plant & equipment 

acquired
6,210

Issue of Shares 8,100 Wages and salaries 1,863
Sale of Property, Plant & equipment 3,456 Payment of Overheads 3,105

Taxation 6,561
Dividends 2,160
Repayment of Bank Overdraft 6,750
Interest paid on Bank 
Overdraft

1,350

Closing Balance 4,374
87,642 87,642 

 
Balance Sheet of Harry Ltd. for year ending 31st March, 2022 & 31st March, 2021 were as: 

2022 2021 
Equity Share Capital 1,20,000 1,00,000 
Reserves: 

 Profit and Loss Account 9,000 8,000 

Current Liabilities: 
Trade payables 8,000 5,000 
Income Tax Payable 3,000 2,000 
Dividend Payable 4,000 2,000

1,44,000 1,17,000 
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Fixed Assets (at w.d.v.)
Building 19,000 20,000 
Furniture & Fixtures 34,000 22,000 
Cars 25,000 16,000 

Long-term investments 32,000 28,000 
Current Assets 

Inventory 14,000 8,000 
Trade receivables 8,000 6,000 
Bank and Cash 12,000 17,000 

1,44,000 1,17,000 

The profit and loss account for the year ended 31st March, 2022 disclosed 
Profit before tax 8,000 
Income Tax (3,000) 
Profit after tax 5,000 
Declared dividends (4,000) 
Retained profit 1,000

Further Information is available:  
1. Depreciation on Building  1,000
2. Depreciation on Furniture & Fixtures for the year  2,000
3. Depreciation on Cars for the year  5,000. One car was disposed during the year for  3,400

whose written down value was  2,000.
4. Purchase investments for  6,000.
5. Sold investments for  10,000, these investments cost  2,000.
Prepare Cash Flow Statements as per AS-3 using indirect method. 

 

Following is the Balance Sheet of Fox Ltd. You are required to prepare cash flow statement 
using Indirect Method. 

Particulars Note No. 31st March,2021 31st March,2020 
(I) Equity and Liabilities 
1. Shareholders’ Funds

(a) Share capital 1 5,60,000 3,00,000 
(b) Reserve and Surplus 2 35,000 25,000 
2. Current Liabilities
(a) Trade payables 1,50,000 60,000 
(b) Short-term provisions 
(Provision for taxation)

8,000 5,000 

Total 7,53,000 3,90,000 
(II) Assets 
1. Non-current assets
(a) Property, Plant and Equipment 3,50,000 1,80,000 
2. Current assets

(a) Inventories 1,20,000 50,000 
(b) Trade receivables 1,00,000 25,000 
(c) Cash and cash equivalents 1,05,000 90,000 
(d) Other current assets 78,000 45,000 

Total 7,53,000 3,90,000 
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Notes to Accounts 

Particulars   31st March,2021 31st March,2020 
1. Share capital
(a) Equity share capital 4,10,000 2,00,000 
(b) Preference share capital 1,50,000 1,00,000 

5,60,000 3,00,000 
2. Reserve and surplus
Surplus in statement of profit and loss at the 
beginning of the year 

25,000 

Add: Profit of the year 20,000 
Less: Dividend (10,000)
Surplus in statement of profit and loss at the end 
of the year

35,000 25,000 

Additional Information: 
1.
2.

The following are the summarized Balance Sheets of ‘Fan’ Ltd. as on March 31, 2021 and 2022: 
Liabilities As on 31.03.2021 As on 31.03.2022 

Equity share capital 5,00,000 6,25,000 
Capital Reserve - 5,000 
Profit and Loss A/c 2,00,000 2,40,000 
Long term loan from the bank 2,50,000 2,00,000 
Trade Payables 2,50,000 2,00,000 
Provision for Taxation 25,000 30,000 

12,25,000 13,00,000 
Assets As on 31.03.2021 As on 31.03.2022 

Land and Building 2,00,000 1,90,000 
Machinery 3,75,000 4,60,000 
Investment 50,000 25,000 
Inventory 1,50,000 1,40,000 
Trade Receivables 2,00,000 2,10,000 
Cash in Hand 1,00,000 70,000 
Cash at Bank 1,50,000 2,05,000 

12,25,000 13,00,000 
Additional information: 
a)  10,000.
b) Company sold some  5,000, which was credited to Capital Reserve.
c) Income-  27,500.
d)   62,500 in

 10 each at par.
Prepare cash flow statement for the year ended 31st March 2022 by using indirect method. 

 
The following are the summarized Balance Sheets of ‘X’ Ltd. as on March 31, 2021 and 2022: 

Liabilities As on 31.03.2021 As on 31.03.2022 

Equity share capital 10,00,000 12,50,000 
Capital Reserve - 10,000 
General Reserve 2,50,000 3,00,000 
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Profit and Loss A/c 1,50,000 1,80,000 
Long term loan from the bank 5,00,000 4,00,000 
Trade Payables 5,00,000 4,00,000 
Provision for Taxation 50,000 60,000 
Dividend payable 1,00,000 1,25,000 

25,50,000 27,25,000 
Assets As on 31.03.2021 As on 31.03.2022 

Land and Building 5,00,000 4,80,000 
Machinery 7,50,000 9,20,000 
Investment 1,00,000 50,000

Inventory 3,00,000 2,80,000 
Trade Receivables 4,00,000 4,20,000 
Cash in Hand 2,00,000 1,65,000 
Cash at Bank 3,00,000 4,10,000 

25,50,000 27,25,000 

Additional Information: 
a) Dividend of  1,00,000 was paid during the year ended March 31, 2022.
b) Machinery during the year purchased for  1,25,000.
c) Machinery of another company was purchased for a consideration of  1,00,000 payable in

equity shares.
d) Income-tax provided during the year  55,000.
e) Company sold some investment at profit of  10,000, which was credited to Capital reserve.
f) There was no sale of machinery during the year.
g) Depreciation written off on Land and Building  20,000.
From the above particulars, prepare a cash flow statement for the year ended March, 2022 
as per AS 3 (Indirect method). 

 

From the following Balance Sheets of Mr. Zen, prepare a Cash flow statement as per AS-3 
for the year ended 31.3.2022: 

Ledger Balances of Mr. Zen 
As on 01.04.2021 As on 31.03.2022 

Zen’s Capital A/c 10,00,000 12,24,000 
Trade payables 3,20,000 3,52,000 
Mrs. Zen’s loan 2,00,000 - 

Loan from Bank 3,20,000 4,00,000
Land 6,00,000 8,80,000
Plant and Machinery (net block) 6,40,000 4,40,000
Inventories 2,80,000 2,00,000 
Trade receivables 2,40,000 4,00,000
Cash 80,000 56,000 

Additional information: 
A machine costing  80,000 (accumulated depreciation there on  24,000) was sold for  
40,000. The provision for depreciation on 1.4.2021 was  2,00,000 and 31.3.2022 was  3,20,000. 
The net profit for the year ended on 31.3.2022 was  3,60,000.

 
The following information is provided for Aarambh Limited: 

Pg no._____ (ICAI Study Material) Question 10

Pg no._____ (Inter May 2024) (7 Marks) Question 11
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Particulars 31st March 2023  31st March 2024  
Profit and Loss a/c 5,400 (Dr.) 37,800 
Provision for Taxation 2,21,400 1,35,000 
General Reserve 54,000 81,000 
12% Debentures 1,18,800 2,91,600 
Trade Payables 1,29,600 1,18,800 
8% Current Investments 54,000 1,08,000 
Property, plant and equipment (Gross) 3,99,600 3,99,600 
Accumulated Depreciation 1,29,600 1,62,000 
Trade Receivables (Gross) 81,000 2,61,360 

Provision for Doubtful Debts 27,000 54,000 
Inventories 1,35,000 81,000 
Cash and Cash Equivalents 5,400 30,240 

Additional information: 
(i)  
(ii) New debentures have been issued at the end of current financial year. 
(iii) New investments have been acquired at the end of the current financial year. 

You are required to calculate net Cash Flow from Operating Activities. 

Given below the extracts of the Balance Sheet of BGH Limited: 
Particulars 31st March, 2024 31st March, 2023 

Share Capital 5,00,000 4,00,000 
Profit and Loss Account 1,10,000 60,000 
10% Debentures (Issued at the end of the year) 1,00,000 – 
Bank Loan 2,50,000 2,00,000
Trade Payable 60,000 75,000 

Dividend Payable – 50,000 
Interest Payable on Bank Loan (Current Year) 25,000 20,000 
Goodwill 1,20,000 1,50,000 
Trade Receivables 65,000 95,000 
Inventory 55,000 30,000 

You are required to prepare for the year ended 31st March, 2024: 
(i) Cash Flow from Operating Activities; 
(ii) Cash Flow from Financing Activities. 

 

From the following information prepare cash flow statement for year ended 31st March, 2022: 
 

Net profit before tax provision 72,000
Dividend paid 20,404 
Income-tax paid 10,200 
Book value of assets sold 
Loss on sale of asset 

444 
96 

Depreciation debited in P & L account 48,000 
Capital grant received - amortized in P & L A/c 20 
Book value of investment sold 
Profit on sale of investment 

66,636 
240 

Interest income from investment credited in P & L A/c 6,000 

Pg no._____ (RTP May 2019) Question 13

Pg no._____ (Inter Jan 2025) (7 Marks) Question 12
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Interest expenditure debited in P & L A/c 24,000 
Interest actually paid (Financing activity) 26,084 
Increase in working capital [Excluding cash and bank balance] 1,34,580 
Purchase of fixed assets 44,184 
Expenditure on construction work 83,376 
Grant received for capital projects 36 
Long term borrowings from banks 1,11,732 
Provision for Income-tax debited in P & L A/c 12,000 
Cash and bank balance on 1.4.2021 12,000 
Cash and bank balance on 31.3.2022 16,000 

 
The following figures have been extracted from the books of Manan Jo Limited for the year 
ended on 31.3.2022.  Prepare Cash Flow statement as per AS 3 using indirect method.  
(i) Net profit before taking into account income tax and income from law suits but after 

 
 

 
 

 
(ii)  
(iii)  
(iv) 22,500, 10% preference shares of 100 each were redeemed on 02.04.21 at premium of 5% 
(v)

30.3.2022 (Out of 75,000 equity shares, 25,000 equity shares were issued to a supplier of 
machinery)  

(vi) Dividend for FY 2020-21 on preference shares were paid at the time of redemption.  
(vii) Dividend on Equity shares paid on 31.01.2022 for the year 2020-

-2022. 
(viii)

as consideration. 
(ix) Current assets & current liabilities in the beginning & at the end of the years were as: 

As on 01.04.2021 As on 31.03.2022 
Inventory 18,00,000 19,77,000 
Trade receivables 3,87,000 3,79,650 
Cash in Hand 3,94,450 16,950 
Trade payables 3,16,500 3,16,950 
Outstanding expenses 1,12,500 1,22,700 

 
Following information was extracted from books of S Ltd. for the year ended 31st March, 2022: 
(1) Net profit before taking into account income tax and after talking into account the 

 
(i)
(ii)  
(iii)  
(iv)  
(v)  

Pg no._____ (Inter Jan 2021) (12 Marks) Question 15

Pg no._____ (Inter Nov 2020) (10 Marks) Question 14
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(2)  
(3)
(4)

premium of 5%  
(5)  
(6)

ugh 
cheque on 30th March, 2022.  

(7) Company decided to value inventory at cost, whereas previously the practice was to value 

 
(8) Current Assets & Current Liabilities in the beginning & at the end of year 21-22 were as: 

As on 01.04.2021 As on 31.03.2022 
Inventory 13,50,000 14,76,000 
Trade receivables 3,27,000 3,13,200 
Cash & Bank 2,40,700 3,70,500
Trade payables 2,84,700 2,87,300 
Outstanding expenses 97,000 1,01,400 

You are required to prepare a Cash Flow Statement for the year ended 31st March, 2022 as 
per AS 3 using the indirect method. 

 
The following information is provided by Alpha Limited, for the year ended 31st March, 2022: 

a) Net profit before taking into account income tax and income from law suits but after

Depreciation on Fixed Assets  10 lakhs.
Discount on issue of Debentures written of  60,000.
Interest on Debentures paid  7,00,000.
Book value of investments  6 lakhs (Sale of Investments for  6,40,000).
Interest received on investments  1,20,000.

b)
c)
d) Current assets and current liabilities in the beginning and at the end of the year were as

detailed below:
As on 31.3.2021 As on 31.3.2022 

 Stock 24,00,000 26,36,000 
 Sundry Debtors 4,16,000 4,26,200 

 Cash in hand 3,92,600 70,600 
 Bills Receivable 1,00,000 80,000
 Bills Payable 90,000 80,000
 Sundry Creditors 3,32,000 3,42,600 
 Outstanding Expenses 1,50,000 1,63,600 

You are required to prepare Cash Flow Statement from Operating Activities in accordance 

with AS-3 (revised) using the indirect method for the year ended 31st March,2022. 

 
Prepare a Cash Flow Statement for the year ended 31st March, 2023 (Using direct method): 
a) 796 524 crores.
b)  268 crores.

Pg no._____ (RTP May 2018) / (RTP Nov 2021) (Similar) / (RTP Nov 2023) Question 17

Pg no._____ (Inter May 2022) (5 Marks) Question 16
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c)  440 crores out of which credit purchase was 80%.
d) Balance in creditors as on

1.4.2022   168 crores 31.3.2023   184 crores 
e)  38 crores in cash.
f) Employees of the enterprises were paid 40 crores in cash.
g) Fully paid 9% 64 crores were redeemed. Equity

40 crores were allotted as fully paid up at premium of 20%.
h) 10%  40 crores at a premium of 10% were redeemed. Debenture holders

were issued equity shares in lieu of their debentures.
i) 52 crores were paid by way of income tax.
j)  50 crores was purchased in part exchange of an old

26 crores. Through the negotiations,
30 crores. The

balance was paid in cash to the vendor.
k)  36 4 crores.
l)  30 crores was also paid.
m)  4 crore was paid.
n) Non Cash expenditure incurred during the current year was 1.20 crores
o) Dividend declared during the current year was 15%on Equity share capital(ESC=120 crores)
p) On 31st March 2022  4 crores

 
On the basis of the following data, prepare Cash Flow Statement as per AS-3 for the year 
ended 31st March, 2024: 

Lakhs.

Fully-

of their claims.
 26 lakhs were paid by way of Income Tax.

 paid in cash.

30th March, 2024.

 0.50 lakh interest was earned on the advance payments to suppliers of Goods.
Cash and cash 

 

 
Prepare cash flow statement of M/s MNT Ltd. for the year ended 31st March, 2022 with the 
help of the following information:

Pg no._____ (ICAI Study Material) Question 19

Pg no._____ (Inter Sep 2024) (7 Marks) Question 18
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1) Company sold goods for cash only.
2) Gross Profit Ratio was 30% for the year, gross profit amounts to  3,82,500.
3) Opening inventory was less than closing inventory by  35,000.
4) Wages paid during the year  4,92,500.
5) Office and selling expenses paid during the year  75,000.
6) Dividend paid during the year  30,000
7) Bank loan repaid during the year  2,15,000 (included interest  15,000)
8) Trade payables on 31st March, 2021 exceed the balance on 31st March, 2022 by  25,000.
9) Amount paid to trade payables during the year  4,60,000.
10) Tax paid during the year amounts to  65,000 (Provision for taxation as on 31.03.2022 

45,000). 
11) Investments of  7,00,000 sold during the year at a profit of  20,000.
12) Depreciation on fixed assets amounts to  85,000.
13) Plant and machinery purchased on 15th November, 2021 for  2,50,000.
14) Cash and Cash Equivalents on 31st March, 2021  2,00,000.
15) Cash and Cash Equivalents on 31st March, 2022  6,07,500.

 
Intelligent Ltd., a non financial company has the following entries in its Bank Account. It has 
sought your advice on the treatment of the same for preparing Cash Flow Statement. 
a) Loans and Advances given to the following and interest earned on them:

(i) to suppliers 
(ii) to employees 
(iii)to its subsidiaries companies 

b) Investment made in subsidiary Smart Ltd. and dividend received
c) Dividend paid for the year
d) TDS on interest income earned on investments made
e) TDS on interest earned on advance given to suppliers
f) Insurance claim received against loss of fixed asset by fire
Discuss in the context of AS 3 Cash Flow Statement 

 
Classify the following activities as per AS 3 Cash Flow Statement: 
a) Interest paid by financial enterprise
b) Tax deducted at source on interest received from subsidiary company
c) Deposit with Bank for a term of two years
d) Insurance claim received towards loss of machinery by fire
e) Bad Debts written off

 
X Ltd. purchased debentures of  10 lacs of Y Ltd., which are redeemable within three months. 
How will you show this item as per AS 3 while preparing cash flow statement for year ended 
on 31st March, 2022? 

 
Prepare cash flow from investing activities as per AS 3 of M/s Subham Creative Limited for 
year ended 31.3.2022. 

Particulars Amount 
Machinery acquired by issue of shares at face value 2,00,000 
Claim received for loss of machinery in earthquake 55,000 
Unsecured loans given to associates 5,00,000 

Pg no._____ (Inter Nov 2019) (5 Marks) Question 23

Pg no._____ (ICAI Study Material) Question 22

Pg no._____ (ICAI Study Material)Question 21

Pg no._____ (ICAI Study Material) / (RTP Sep 2024) (Similar) Question 20
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Interest on loan received from associate company 70,000 
Pre-acquisition dividend received on investment made 52,600 
Debenture interest paid 1,45,200 
Term loan repaid 4,50,000 
Interest received on investment  

 
73,800 

Purchased debentures of X Ltd., on. 1st December, 2021 which 
are redeemable within 3 months 

3,00,000 

 90,000 

 
Prepare a Cash Flow Statement for the year ended 31st March, 2022. 

Balance Sheets as on……… 
Particulars Note No. 31.03.2022 31.03.2021 

EQUITY AND LIABILITES 

(1) Shareholder’s Funds 
(a) Share Capital 1 3,50,000 3,00,000 
(b) Reserve & Surplus 2 82,000 38,000 

(2) Current Liabilities 
Trade Payables 65,000 44,000
Other Current Liabilities 3 37,000 27,000 
Short Term Provisions (Provision for Tax) 32,000 28,000 

Total 5,66,000 4,37,000 

ASSETS 
(1) Non Current Assets 

Tangible Fixed Assets 4 2,66,000 1,90,000 
Intangible Assets (Goodwill) 47,000 60,000 
Non Current Investments 35,000 10,000 

(2) Current Assets 
Inventories 78,000 85,000 
Trade Receivables 1,08,000 75,000 
Cash & Cash Equivalents 32,000 17,000 

Total 5,66,000 4,37,000 

Note 1: Share Capital
Particulars 31.03.2022 31.03.2021 

Equity Share Capital 2,50,000 1,50,000 
8% Preference Share Capital 1,00,000 1,50,000 

Total 3,50,000 3,00,000 

Note 2: Reserve & Surplus 
Particulars 31.03.2022 31.03.2021 

General Reserve 30,000 20,000 
Profit & Loss A/c 27,000 18,000 
Capital Reserve 25,000 - 

Total 82,000 38,000

Pg no._____ (RTP Nov 2019)Question 24
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Note 3: Current Liabilities 

Particulars 31.03.2022 31.03.2021 
Dividend Declared 37,000 27,000 

Total 37,000 27,000 

Note 4: Tangible Fixed Assets 
Particulars 31.03.2022 31.03.2021 

Land & Building 75,000 1,00,000 
Machinery 1,91,000 90,000 

Total 2,66,000 1,90,000 

Additional Information: 
a)  18,000 depreciation for the year has been written off on Plant and Machinery and no

depreciation has been charged on land and building.
b)  50,000 and the balance has been revalued, profit

on such sale and revaluation being transferred to capital reserve. There is no other entry
in Capital Reserve Account.

c)   15,000).
d)   600.
e) An interim  10,000 has been paid.
f) Non-current investments given in the balance sheet represents investment in shares of

other companies.

 
Following are the extracts from the Balance Sheet of ABC Ltd. 

Liabilities 31.3.2020 31.3.2021 
  

Equity Share Capital 25,00,000 35,60,000 
10% Preference Share Capital 7,00,000 6,00,000 
Securities Premium Account 5,00,000 5,50,000 
Profit & Loss A/c 20,00,000 28,00,000 

Equity Share 
 

shares invested in X Ltd. Show how the related items will appear in the Cash Flow Statement 
of ABC Ltd. as per AS-3. 

 
Ridgeway Limited, a Non-Financial company has the following activities: 

a) Dividend paid for the year.
b) TDS on interest income earned on investments made.
c) Loans and advances given to suppliers and interest earned from them.
d) Deposit with bank for a term of two years.
e) Highly liquid Marketable Securities (without risk of change in value).
f) Investments made and dividends earned on them.
g) Insurance claims received against loss of stock or loss of profits.
h) Loans and advances given to subsidiaries and interest earned from them.
i) Issue of Bonus Shares.
j) Term loan repaid.

You are required to classify the above activities in Cash Flow Statement as per ‘AS-3’. 

Pg no._____ (Inter Dec 2021) (5 Marks) Question 25

Pg no._____ (Inter Nov 2022) (5 Marks) Question 26
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The summarised Balance Sheet of Flora Limited for the year ended 31st March, 2022 and 31st 
March, 2023 are as below : 

Assets   
Goodwill 15,000 28,000 
Land 5,75,000 6,00,000 
Furniture and Fixtures 48,000 44,000 
Vehicles 22,000 28,000 
Office Equipment 21,000 - 
Long-term Investments 60,000 1,10,000 
Stock-in-hand 96,000 88,000 
Bills Receivables 18,150 14,500
Trade Receivables 46,000 52,000 

Cash and Bank Balances 1,29,850 34,500 
Total 10,31,000 9,99,000 

Liabilities   
Equity Share Capital 6,80,000 5,00,000
General Reserves 90,000 60,000 
Profit & Loss Account 93,000 52,000 
Capital Reserve 75,000 - 

- 3,00,000 
Loan from Mr. Andrew - 15,000
Bills Payable 11,000 13,000 
Trade Payables 49,000 45,000 

Creditors for Equipment 10,500 - 
Outstanding Expenses 4,500 3,000 
Provision for Taxation 18,000 11,000 

Total 10,31,000 9,99,000 

Additional Information: 
a. On 1st April, 2022, one of the vehicles was sold for  3,000. No new purchases were made

during the year.
b. A part of the total land was sold for  1,25,000 (Cost  1,00,000) and the balance land was

revalued. Capital reserve consists of profit on revaluation of balance land. No new
purchases were made during the year.

c. Depreciation provided during the year:
Furniture and Fixtures  5,000
Vehicles     2,200 

d. Interim dividend of  5,000 was paid during the year.
e. Provision for taxation for the year 2022-2023 was  16,000.
f. 8% Debentures were redeemed at par after half year interest payment on 30th September,

2022. 
g. Part of the long-term investments were sold at a profit of  8,000.
h. Interest income received during the year on long-term investment was  6,500.

You are required to prepare Cash Flow Statement from Operating Activities for the year ended 
31st March, 2023 using indirect method. (All workings should form part of the answer) 

Pg no._____ (Inter May 2023) (10 Marks) Question 27
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From the following particulars calculate cash flows from Operating activities: 

Particulars Amount ( ) 
Retained earning 17,000 
Depreciation 4,000 
Loss on Sale of Machinery 3,000
Provision for tax 7,000 
Interim Dividend paid during the year 10,000 
Dividend paid during the year 8,000 
Premium payable on redeemable Preference Shares 2,000 
Profit on sale of investment 10,000 
Refund of tax 1,000 

Additional Information: 
31.3.22  31.3.23  

Trade Receivable 10,000 12,000 
Trade Payable 7,000 15,000 
Provision for Tax 4,000 7,000 
Prepaid Expenses 2,000 1,000 
Outstanding Expenses 1,400 1,000 

 
Explain the meaning of the terms ‘cash’ and ‘cash equivalent’ for the purpose of Cash Flow 
Statement as per AS-3.   
Ruby Exports had a bank balance of USD 25,000, stated in books at  16,76,250 using the 
rate of exchange  67.05 per USD prevailing on the date of receipt of dollars. However, on 
the balance sheet date, the closing rate of exchange was  67.80, and the bank balance had 
to be restated at  16,95,000.  Comment on the effect of change in bank balance due to 
exchange rate fluctuation and also discuss how it will be disclosed in Cash Flow Statement 
of Ruby Exports with reference to AS-3. 

Pg no._____ (RTP May 2024) Question 28

Pg no._____ Question 29
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Meaning:  
Buyback means purchase of its own shares by a company. When shares are bought back by 
a company they have to be cancelled by the company. Thus, shares bought back results in 
decrease in share capital of the company. A company having sufficient cash may decide to 
buyback its own shares. 

Objectives/Advantages of Buyback: 
a) To increase Earning per share if there is no dilution in company’s earnings as the buyback

of shares reduces the outstanding number of shares. 
b) To increase promoters holding as the shares bought back are cancelled & also discourage

others to make hostile bid to takeover the company (i.e. to eliminate threats by 
shareholders who are looking for a controlling stake) 

c) To support the share price on the stock exchange when the share price in the opinion of
company management is less than its worth, especially in depressed market (i.e to take 
the advantage of undervaluation. For instance, if a company is undervalued due to any 
microeconomic & macroeconomic reason, it buys its shares back at the current market 
price & issues those later when the prices go up) 

d) To pay surplus cash to the shareholders when the company does not need it for the
business. 

 
Basic Conditions: 

(i) the buy-back is authorised by its articles 
(ii) a special resolution has been passed in general meeting of the company authorizing the 

buy-back 
Exception: In case the buy back is upto 10% of paid up equity + free reserves, the same 
may be done with the authorization of the Board Resolution 

(iii) There shall be a minimum gap of 1 year in buyback offer from the date of closure of the 
previous buy back 

(iv) All the shares or other specified securities for buy-back are fully paid-up 
(v) Every buy-back shall be completed within 12 months from the date of passing the special 

resolution, or the resolution passed by the board of directors. 

The buy-back may be— 
a) from the existing security holders on a proportionate basis; or
b) from the open market; or
c) by purchasing the securities issued to employees of the company pursuant to a scheme of

stock option or sweat equity.

CH        
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TOPIC 1 INTRODUCTION: BUYBACK OF SHARES

TOPIC 1A BUYBACK OF SHARES: LEGAL PROVISIONS & JOURNAL ENTRIES
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As per Section 68 (1) of the Companies Act 2013, buy back of shares can be made out of: its 
free reserves; or the securities premium account; or the proceeds of any shares or other 
specified securities. 
Provided that no buyback of any kind of shares or other specified securities shall be made 
out of the proceeds of an earlier issue of the same kind of shares or other specified securities 

Note: 
a) Specified securities include Employees stock option or other securities as may be notified

by the Central Government from time to time. 
b) Free Reserves includes Securities Premium Account

PROVISIONS OF SECTION 70 OF THE COMPANIES ACT 2013 
(1) No company shall directly or indirectly purchase its own shares or other specified 

securities— 
a. through any subsidiary company including its own subsidiary companies; or
b. through any investment company or group of investment companies; or
c. if a default is subsisting, in repayment of deposit or interest payable thereon,

redemption of debentures or preference shares or payment of dividend to any
shareholder or repayment of any term loan or interest payable thereon to any
financial institutions or bank. Provided that buy–back is not prohibited if the default
is remedied and a period of 3 years has elapsed since the cessation of the default.

(2) In accordance with schedule III, no company shall directly or indirectly purchase its 
own shares or other specified securities in case such company has not complied with 
provisions of Sections 92 (filling of annual return), 123 (payment of dividend within 30 
days of declaration), 127 (failure to distribute dividend) and 129 (preparation of financial 
statement of the company). 

Three Test Conditions 
1.Shares Outstanding Test:

Maximum Limit of number of equity shares to be bought back = 25% of total Equity shares

2.Resource Test:
Maximum Limit of Amount of bought back = 25% of (Paid up capital & Free reserves) 
No. of shares = Amount calculated above / Buyback Price 

3.Debt Equity Ratio Test:
Debt Equity ratio must not be > 2:1 after buyback
i.e. Debt : Equity <= 2 : 1 after buyback
Minimum Equity after buyback = Debt / 2
Present Equity = Paid up capital + Free Reserves  

Find no. of shares by making simultaneous equations or
No. of Shares = (Present Equity – Minimum Equity) / (Buyback price + Face value)

where  Debt = Secured + Unsecured Debt (both long term & short term)
Equity = Paid up Capital + Free Reserves  

Number of Shares to be bought back = Lower of above 3 tests 



    BUYBACK OF SECURITIES

Page 3.3 

JOURNAL ENTRIES 
No. Particulars Journal Entry 

1. To make partly paid equity
shares fully paid up

Equity Share Final Call A/c    Dr. 
  To Equity Share Capital A/c 

Bank A/c    Dr.
 To Equity Share Final Call A/c 

2. To realize investments to
provide cash for buyback

Bank A/c  Dr. 
P&L A/c (Loss) Dr.

  To Investments A/c 
  To P&L A/c (Profit) 

3. To issue Preference shares Bank A/c Dr.
  To Preference Share Capital A/c 
  To Securities Premium A/c 

4. To cancel the shares bought
back

Equity Share Capital A/c  Dr. 
Premium on Buyback A/c Dr. 

  To Equity Share Buyback A/c 

Equity Share Buyback A/c  Dr. 
       To Bank A/c 

5. For closing (write off) the
premium on buyback account

Securities Premium A/c   Dr. 
General (Revenue) Reserve/ P&L A/c  Dr. 

 To Premium on Buyback A/c 

6. Transfer to CRR (Capital
Redemption Reserve)*

General (Revenue) Reserve A/c  Dr. 
P&L A/c Dr. 
Free Reserve (any)  A/c  Dr. 

 To CRR A/c 

*Note: CRR can be utilized for issuing fully paid bonus shares to its members.

Face Value of Equity Shares bought back XX 

Less: Face Value of shares issued (XX) 

Amount to be transferred to CRR XX 

Free Reserves: Those reserves which are available for distribution of dividend. 

Examples:
Surplus/ P&L A/c
General/Revenue Reserve
Dividend Equalisation Reserve
Any other free reserve

Note: 
Securities Premium, Revaluation Reserve, Capital Reserve, CRR, DRR etc. are not free
reserves. 
For the purpose of Buyback, Free reserves includes Securities Premium
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Sohan Ltd. provides you the following information: 

The company 
necessary journal entries in the books of Sohan Ltd. 

 
Following information are available in respect of Z Limited as on 31st March, 2024: 

  
Capital Reserve  
Revenue Reserve  
Securities Premium  
Profit and Loss Account  
Investments  

The company 
Buy back is as per provisions of the Companies Act and company passed the necessary 

s. 
You are required to pass the necessary journal entries. 

 

The Balance Sheet of X Ltd. as at 31st March, 2021 is as follows:- 
Liabilities Assets

 50,00,000 Property, Plant & Equipment 66,00,000 

General Reserve 6,50,000 Investments 18,00,000
Securities Premium 5,40,000 Stock 11,87,000 
P&L Account 3,75,000 Debtors 9,60,000 

12% Debentures 25,00,000 Cash & Bank Balance 7,10,000 
Term Loan 13,25,000
Current Liabilities & Provisions 8,67,000 

1,12,57,000 1,12,57,000 

The shareholders adopted the resolution on the date of above mentioned balance sheet to:- 
a)
b) premium of 10% to finance the buyback of

shares
c)
d)
e)
f)
Pass necessary journal entries. 

Issued capital 
Reserves and surplus  

Capital reserve 
Securities premium    
Revenue reserve    

ASSIGNMENT QUESTIONS

TOPIC 1 BUYBACK OF SHARES

Pg no._____ Question 1

Pg no._____ Question 3

Pg no._____ Question 2 (Inter Jan 2025) (4 Marks)
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KG Limited furnishes the following Balance Sheet as at 31st March, 2021.
Note Amount 

(Lakhs) 
A. Equity and Liabilities 

1. Shareholders’ Fund
(a) Share Capital
(b) Reserves & Surplus

1 
2 

1,200 
810 

2. Non-current Liabilities
(a) Long Term Borrowings 3 750 

3. Current Liabilities
(a) Trade Payables
(b) Other Current Liabilities

745 
195 

Total 3,700 
B. Assets 

1. Non-current assets
(a) Property, Plant & Equipment & Intangible Assets

i. Property, Plant & Equipment
(b) Non Current Investments 

4 2,026 
74 

2. Current Assets
(a) Inventories
(b) Trade Receivables
(c) Cash & Cash Equivalents

600 
260 
740 

Total 3,700 
Notes to Accounts 

Amount 
(Lakhs) 

1. Share Capital
Authorised, Issued & Subscribed Capital
Equity share capital (fully paid ) 1,200

2. Reserves and Surplus
Securities Premium
General Reserve
Capital Redemption Reserve
Profit & Loss Account

175 
265 
200 
170 
810 

3. Long Term borrowings
12% Debentures 750 

4. Property, Plant & Equipment
Land & Building
Plant & Machinery

1,800 
226 

2,026 

 
On 5th April, 2021, the company achieved the target of buy back. On 30th April, 2021 the 

shares held by the equity shareholders. You are required to:  
(1)  Pass necessary journal entries for the above transactions.  
(2)  Prepare Balance Sheet of KG Limited after bonus issue of the shares 

Pg no._____ (ICAI Study Material) Question 4
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Dee Limited (a non listed company) furnishes the following summarized Balance Sheet as at 
31st March, 2021: 

Note Amount (000) 
A. Equity and Liabilities 

1. Shareholders’ Fund
(a) Share Capital
(b) Reserves & Surplus

1 
2 

2,700 
9,700 

2. Current Liabilities
(a) Trade Payables 1,400 

Total 13,800
B. Assets 

1. Non-current assets
(a) Property, Plant & Equipment & Intangible Assets

i. Property, Plant & Equipment
(b) Non Current Investments 

9,300 
3,000

2. Current Assets
(a) Inventories
(b) Trade Receivables
(c) Cash & Cash Equivalents

500 
200 
800 

Total 13,800 

Notes to Accounts 
Amount 

(000) 
1. Share Capital

Authorised, Issued & Subscribed Capital

(Issued 2 months back for the purpose of buyback)

2,500 
200 

 . 
2,700 

2. Reserves and Surplus
Capital Reserve
Revenue Reserve
Securities Premium
Profit & Loss Account

1,000 
3,000 
2,200 
3,500 
9,700 

 
You are required to pass necessary journal entries & prepare the Balance Sheet 

 
The following information from Balance Sheet of Z Ltd. as on 31st March, 2021 

(in Lakhs) 
Share Capital: 
   Equity shares  16,000 

   10%  5,000 

Pg no._____ (ICAI Study Material) / (RTP Nov 2018) (Similar) Question 5

Pg no._____ (ICAI Study Material)/ (RTP Nov 2023)/ (RTP May 2020) (Similar)Question 6
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Reserves & Surplus 
   Capital Redemption Reserve 2,000 
   Securities Premium 1,600 
   General Reserve 12,000 
   Profit & Loss Account 600 
Secured Loans: 
   9% Debentures 10,000 
Current Liabilities: 

   Trade payables 4,600 
   Sundry Provisions 2,000 

Property, Plant & Equipment 28,000 
Investments 4,700 
Cash at Bank 4,600 
Other Current Assets 16,500 

On 1st April, 2021 the Company redeemed all its Preference Shares at a Premium of 10% and 

5,000 lakhs.  
You are required to   
(i) pass journal entries for the above and  
(ii) prepare the Company’s Balance sheet immediately after buyback of equity shares & 

redemption of preference shares. 

 
Complicated Ltd.(unlisted company) gives following information as on 31st March, 2021:

Liabilities Amount 
 10 each fully paid up 13,50,000 

Share option outstanding Account 4,00,000 
Revenue Reserve 15,00,000

Securities Premium 2,50,000 
Profit & Loss Account 1,25,000
Capital Reserve 2,00,000 

Unpaid dividends 1,00,000
12% Debentures (Secured) 18,75,000 

Advance from related parties (Long Term- Unsecured) 10,00,000
Current maturities of long term borrowings 16,50,000 

Application money received for allotment due for refund 2,00,000
86,50,000 

Property, Plant & Equipment 46,50,000
Current Assets 40,00,000 

86,50,000

  20 
per share. Buy back of shares is duly authorised by its Articles and necessary resolution has 
been passed by the Company towards this. The payment for buy back of shares will be made 
by the Company out of sufficient bank balance available shown as part of Current Assets. 
Pass necessary journal entries and prepare the Balance Sheet after buy back of shares. 

Pg no._____ (RTP May 2018)/ (RTP May 2022) Question 7



    BUYBACK OF SECURITIES

Page 3.9 

 
Extra Ltd. (a non listed company) furnishes you with the following Balance Sheet as on 31st 
March, 2021:     

Note Amount 
(Lakhs) 

A. Equity and Liabilities 
1. Shareholders’ Fund

(a) Share Capital
(b) Reserves & Surplus

1 
2 

120 
118 

2. Non-current Liabilities
(a) Long Term Borrowings 3 4 

3. Current Liabilities
(a) Trade Payables 70

Total 312 
B. Assets 

1. Non-current assets
(a) Property, Plant & Equipment & Intangible Assets 

i. Property, Plant & Equipment
(b) Non Current Investments 

50 
120 

2. Current Assets
(a) Cash & Cash Equivalents 142 

Total 312 

Notes to Accounts 
Amount (Lakhs) 

1. Share Capital
Authorised, Issued & Subscribed Capital

100 each fully paid up
100 
20 
120 

2. Reserves and Surplus
Capital Reserve
Revenue Reserve
Securities Premium

8 
50 
60 
118 

3. Long Term borrowings
10% Debentures 4 

(i) The company redeemed the preference shares at a premium of 10% on 1st April, 2021.  
(ii)

for the above was made out of huge bank balances.  
(iii)

 
(iv) The company had 1,00,000 equity stock options outstanding on the above mentioned date, 

current liabilities).  On 1.04.2021 employees exercised their options for 50,000 shares. 
Pass the journal entries to record the above & Prepare Balance Sheet as at 01.04.2021. 

Pg no._____ (ICAI Study Material) Question 8
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Following is the Balance Sheet of Competent Limited as on 31st March, 2021: 

Note Amount 
A. Equity and Liabilities 

1. Shareholders’ Fund
(a) Share Capital
(b) Reserves & Surplus

1 
2 

12,50,000
18,75,000

2. Non-current Liabilities
(a) Long Term Borrowings 3 28,75,000 

3. Current Liabilities
(a) Other Current Liabilities 16,50,000

Total 76,50,000 
B. Assets 

1. Non-current assets
(a) Property, Plant & Equipment & Intangible Assets 

i. Property, Plant & Equipment 4 46,50,000 
2. Current Assets

(a) Other Current Assets 30,00,000 
Total 76,50,000 

Notes to Accounts 

Amount 
1. Share Capital

Authorised, Issued & Subscribed Capital
Equity share capital (fully paid shares ) 12,50,000 

2. Reserves and Surplus
Securities Premium
Profit & Loss Account
Revenue Reserve

2,50,000 
1,25,000 

15,00,000 
18,75,000 

3. Long Term borrowings
14% Debentures
Unsecured Loans

18,75,000 
10,00,000 
28,75,000 

4 Property, Plant & Equipment 
Land & Building 
Plant & Machinery 
Furniture & Fittings 
   Net carrying value 

19,30,000 
18,00,000 
9,20,000 

46,50,000 

per share.  Buy back of shares is duly authorized by its articles and necessary resolution 
passed by the company towards this.  The payment for buy back of shares will be made by 
the company out of sufficient bank balance available as part of Current Assets.  
Comment with your calculations, whether buy back of shares by company is within the 
provisions of the companies Act, 2013.  If yes, pass necessary journal entries towards buy 
back of shares and prepare the Balance Sheet after buy back of shares. 

Pg no._____ (ICAI Study Material) Question 9

TOPIC 2    BUYBACK OF SHARES: 3 Test Conditions
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Perrotte Ltd. (non listed company) has the following Capital Structure as on 31.03.2021: 

S.No. Particulars  
(1) 

paid) 
- 330 

(2) Reserves and Surplus 
General Reserve 240 - 

Securities Premium Account 90 - 

Profit & Loss Account 90 - 

Infrastructure Development Reserve 180 600 

(3) Loan Funds 1,800 

The Shareholders of Perrotte Ltd., on the recommendation of their Board of Directors, have 
approved on 12.09.2021 a proposal to buy back the maximum permissible number of Equity 
shares considering the large surplus funds available at the disposal of the company.  

the existing shareholders to offer their shares for buy back, it was decided to offer a price of 
20% over market. 

You are also informed that the Infrastructure Reserve is created to satisfy Income-tax Act 
requirements. You are required to compute the maximum number of shares that can be 
bought back in the light of the above information and also under a situation where the loan 

 
Assuming that the entire buy back is completed by 09.12.2021, show the accounting entries in 
the company’s books in each situation. 

 
Mohan Ltd. furnishes the following summarised Balance Sheet as on 31st March 2021, 

Amount  
(  in Lakhs) 

Equity & Liabilities: 
Shareholder’s Fund 
Share Capital 
Equity Shares of 10 each fully paid up 780 
6% Redeemable Preference shares of 50 each fully paid up 240 
Reserve & Surplus 
Capital Reserve 58
General Reserve 625 

Security Premium 52 
Profit & Loss 148 
Revaluation Reserve 34
Infrastructure Development Reserve 16 
Non Current Liabilities 
7% Debentures 268
Unsecured Loans 36 
Current Liabilities 395 

Total 2652

Pg no._____ (ICAI Study Material) Question 10

Pg no._____ (Inter Dec 2021) (10 Marks) Question 11
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Assets : 
Non Current Assets 
Plant and Equipment less depreciation 725 
Investment at cost 720 
Current Assets 1207 

Total 2652

Other Information : 
a) The Company redeemed Preference shares at a premium of 10% on 1st April, 2021.
b)

c) The payment for the above was made out of available account balance, which appeared
as a part of the current assets.

d)
lakhs). These Debenture were cancelled on 2nd April, 2021.

e)
bonus for every five equity shares held by the shareholders.

You are required to : 
(i) Calculate maximum possible number of equity shares that can be bought back as per 

the Companies Act, 2013 and  
(ii) Record the Journal Entries for the above mentioned information. 

Solution 
(i) Statement determining the maximum number of shares to be bought back 
Number of shares (in lakhs) 

Particulars When loan fund 
is  304 lakhs 

Shares Outstanding Test (W.N.1) 19.5 
Resources Test (W.N.2) 11.175 
Debt Equity Ratio Test (W.N.3) 29.725 
Maximum number of shares that can be bought back [least of above] 11.175 

Thus, the company can buy 11,17,500 Equity shares at  30 each. 

Working Notes: 
1. Shares Outstanding Test

 Particulars (Shares in lakh) 
 Number of shares outstanding 78 
 25% of the shares outstanding 19.5 

2. Resources Test
 Particulars 
 Paid up capital (  in lakh) 780 
 Free reserves (  in lakh) (625+52+148-24-240*) 561 
 Shareholders’ funds (  in lakh) 1341 
 25% of Shareholders fund (  in lakh) 335.25 
 Buy-back price per share 30 
 Number of shares that can be bought back 11.175 

*Amount transferred to CRR is excluded from free reserves. Premium on redemption also
reduced. 
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3. Debt Equity Ratio Test: Loans cannot be in excess of twice the Equity Funds post Buy-Back
 Particulars  In lakh 

(a)  Loan funds ( ) 304 
(b)  Minimum equity to be maintained after buy- back in ratio of 2:1 (a/2) 152 
(c)  Present equity shareholders fund ( ) 1341 
(d)  Future equity shareholders fund ( ) (see W.N.4) (1341-297.25) 1043.75 
(e)  Maximum permitted buy-back of Equity ( ) [(d) – (b)] 891.75 
(f)  Maximum number of shares that can be bought back @  30 per share 29.725 

 As per the provisions of the Companies Act, 2013, company Qualifies 

Alternatively, when current liabilities are considered as part of loan funds, in that case Debt 
Equity Ratio Test will be done as follows: 

 Particulars  in lakh 
(a)  Loan funds ( ) 699 
(b)  Minimum equity to be maintained after buy-back in ratio of 2:1 (a/2) 349.5 
(c)  Present equity shareholders fund ( ) 1341 
(d)  Future equity shareholders fund ( ) (see W.N.4) (1341-247.875) 1093.125 
(e)  Maximum permitted buy-back of Equity ( ) [(d) – (b)] 743.625 
(f)  Maximum number of shares that can be bought back @  30 per share 24.7875 

 As per the provisions of the Companies Act, 2013, company Qualifies 

Amount transferred to CRR and maximum equity to be bought back will be calculated by 
simultaneous equation method 
Suppose amount transferred to CRR account is ‘x’ and maximum permitted buy-back of equity is 
‘y’ Then 
Equation 1: (Present Equity- Transfer to CRR) - Minimum Equity to be maintained = Maximum 
Permitted Buy-Back 
= (1341 – x) – 152 = y  = 1189 – x =y (1) 
Equation 2: Maximum Permitted Buy-Back x Nominal Value Per Share/Offer Price Per Share 
y/30 x 10 = x or 3x = y (2) 
by solving the above two equations we get x =  297.25 and y =  891.75 

Alternatively, when current liabilities are considered as part of loan fund, in that case 
Equation 1: (Present Equity- Transfer to CRR)- Minimum Equity to be maintained = Maximum 
Permitted Buy-Back 
= (1341 – x) – 349.5 = y    = 991.5 – x =y (1) 
Equation 2: Maximum Permitted Buy-Back X Nominal Value Per Share/Offer Price Per Share 
y/30 x 10 = x or 3x = y (2) 
by solving the above two equations we get x = 247.875  and y = 743.625 

*Loan funds have been taken without considering current liabilities. Alternatively, If current
liabilities are considered, then the maximum number of shares that can be bought back as per 
debt equity ratio test will be 24.7875 lakhs. 

(ii) Journal Entries for Buy Back (  in lakhs) 
Date Particulars Debit Credit 
2021 

1st April 
 6% Redeemable preference share capital A/c     Dr. 240 
 Premium on redemption of preference shares A/c Dr 24 

   To Preference shareholders A/c 264 
(Being preference share capital transferred to share holders 
account) 
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1st April  Preference shareholders A/c      Dr. 264 
   To Bank A/c 264 

(Being payment made to shareholders)
1st April  General Reserve or P&L A/c*    Dr. 24 

   To Premium on redemption of preference shares A/c 24 
(Being premium on redemption of preference shares 
adjusted through securities premium) 

1st April General reserve A/c        Dr. 240 
 To Capital redemption reserve A/c 240 

(Being creation of capital redemption reserve to the extent 
of the face value of preference shares redeemed) 

2nd April  Equity share capital A/c      Dr. 111.75 
 Premium on BuyBack A/c     Dr. 223.50 

 To Equity Shares buy-back A/c 335.25 
(Being cancellation of shares bought back) 

2nd April  Equity shares buy-back A/c    Dr. 335.25 
  To Bank A/c 335.25 

(Being 11.175 lakhs equity shares of  10 each bought back 
@  30 per share) 

2nd April  Securities Premium A/c     Dr. 52 
 General Reserve or P&L A/c     Dr. 171.50 

 To Premium on BuyBack A/c 223.50 
(Being premium on buyback written off) 

2nd April General reserve A/c        Dr. 111.75 
 To Capital redemption reserve A/c 111.75 

(Being creation of capital redemption reserve to the extent 
of the face value of equity shares bought back) 

2nd April 7% Debentures A/c       Dr. 75 
 To Investment (own debentures) A/c 60 
 To Profit on cancellation of own debentures A/c 15 

(Being cancellation of own debentures costing  60 lakhs, 
face value being 75 lakhs and the balance being profit on 
cancellation of debentures) 

4th April Capital Redemption Reserve       Dr. 133.65 
 To Bonus Shares A/c 133.65 

(Being issue of one bonus equity share for every five equity 
shares held) 

4th April Bonus shares A/c Dr.    Dr. 133.65 
  To Equity share capital A/c 133.65 

(Being bonus shares issued)

Working Note: Bonus Share to be issued =66.825 (78 - 11.175) lakh shares divided by 5 = 13.365 
lakh shares. 

Note: *Securities premium has not been utilized for the purpose of premium payable on 
redemption of preference shares assuming that the company referred in the question is governed by 
Section 133 of the Companies Act, 2013 and complies with the Accounting Standards prescribed 
for them. Alternative entry considering otherwise is also possible by utilizing securities premium 
amount. 
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Umesh Ltd. (a listed company) resolves to buy back 4 lakhs of its fully paid equity shares of 

th applications. The 

balance in General Reserve to fulfill the legal requirements regarding buy-back.  
Give necessary journal entries to record the above transactions.

 
The Directors of Umang Ltd. passed a resolution to buyback 5,00,000 of its fully paid equity 

Companies Act, 2013. For this purpose, the company  
(i)  
(ii)

payable with application.  
(iii)

General Reserve to fulfill the legal requirements regarding buy-back.  
(iv) The company has necessary cash balance for the payment to shareholders.  
You are required to pass necessary Journal Entries (including narration) regarding buyback 
of shares in the books of Umang Ltd. 

 
M Ltd. furnishes the following summarized Balance Sheet as at 31st March, 2021: 

Note Amount (000) 
A. Equity and Liabilities 

1. Shareholders’ Fund
(a) Share Capital
(b) Reserves & Surplus

1 
2 

5,000 
6,310 

2. Non-current Liabilities
(a) Long Term Borrowings 3 400 

3. Current Liabilities
(a) Trade Payables 40 

Total 11,750 
B. Assets 

1. Non-current assets
(a) Property, Plant & Equipment & Intangible Assets 

i. Property, Plant & Equipment
(b) Non Current Investments (at cost) 

4 2,750 
5,000

2. Current Assets
(a) Inventories
(b) Trade Receivables
(c) Cash & Cash Equivalents

1,000 
2,000 
1,000 

Total 11,750 

PRACTICE QUESTIONS

TOPIC 1  BUYBACK OF SHARES  

Pg no._____ (RTP Nov 2019)/ (RTP Nov 2022)/ (RTP Sep 2024)Question 1

Pg no._____ (Inter Jan 2021) (5 Marks) Question 2

Pg no._____ (ICAI Study Material)Question 3
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Notes to Accounts 
Amount (000) 

1. Share Capital
Authorised, Issued & Subscribed Capital

3,000 
2,000 
5,000 

2. Reserves and Surplus
Capital Reserve
Revenue Reserve
Securities Premium
Profit & Loss Account

10 
4,000 
500 

1,800 
6,310 

3. Long Term borrowings
10% Debentures 400 

4. Property, Plant & Equipment
Cost
Less: Provision for Depreciation

3,000 
(250) 
2,750 

 
You are required to pass necessary Journal entries.  

 

PG Limited furnishes the following Balance Sheet as at 31st March,2022: 

Particulars Notes  (in Lakhs) 
Equity and Liabilities 

1. Shareholders’ funds
(a) Share Capital 1 12,000 
(b) Reserves and Surplus 2 8,100 

2. Current liabilities

  (a) Trade Payables 7,450 
(b)  Other Current Liabilities 1,950 

Total 29,500 
Assets 

1 Non-current assets 
(a) Property, Plant and Equipment 12,760 
(b) Non-current Investments 740 

2. Current assets
(a) Inventories 6,000
(b) Trade receivables 2,600 

(c) Cash and cash equivalents 7,400
Total 29,500 

Notes to accounts: 
Particulars  (in Lakhs) 

1. Share Capital
Authorized, issued and subscribed capital 
Equity share capital (fully paid-  12,000 

2. Reserves and Surplus:

Pg no._____ (Inter Nov 2022) (5 Marks) / (RTP May 2019) (Sim.) Question 4



    BUYBACK OF SECURITIES

Page 3.17 

Securities premium 1,750 
General reserve 2,650 
Capital redemption reserve 2,000
Profit and Loss account 1,700 
Total 8,100 

On 1st April, 2022, the company announced the buy-
share. For this purpose, it sold all of it   
On 5th April, 2022, the company achieved the target of buy-back. You are required to pass 
necessary journal entries for the above transactions. 

 
Following is the Summarized Balance Sheet of M/s. Vriddhi Infra Ltd. as on 31st March, 2021: 

Equity & Liabilities Amount Assets Amount 
Shareholders Fund Non Current Assets 

(a) Share Capital: (a) PPE 
1,00,000 Equity Sh. of 10 each 10,00,000 Land & Building 21,50,000 
(b) Reserve & Surplus: Plant & Machinery 15,00,000 
Securities Premiums 3,00,000 (b) Non- current Investment 2,00,000 
General Reserve 2,50,000 
Profit & Loss A/c (Surplus) 1,50,000 Current Assets 
Non-Current Liabilities (a) Trade Receivables 5,50,000 
Long-Term Borrowings: (b) Inventories 1,80,000 
10% Debentures (Secured by 
floating charge on all assets) 

20,00,000 (c) Cash and Cash 
Equivalents 

40,000 

Unsecured Loans 8,00,000 

Current Liability & Provisions 
Trade Payables 1,20,000 

46,20,000 46,20,000 
On 21st April, 2021 the Company announced the buy back of 15,000 of its equity shares @  15 
per share. For this purpose, it sold all its investment for  2.50 lakhs.  
On 25th April, 2021, the company achieved the target of buy back. On 1st May, 2021 the company 
issued one fully paid up share of  10 each by way of bonus for every eight equity shares held 
by the equity shareholders.  
You are requested to pass necessary Journal Entries for the above transactions.  

 
Alpha Ltd. furnishes the following summarized Balance Sheet as at 31st March, 2021: 

Equity & Liabilities 
Shareholders' Funds 
Equity share capital (fully paid up  2,400 
Reserves and Surplus 
Securities Premium 350 

General Reserve 530 
Capital Redemption Reserve 400 
Profit & Loss Account 340 1,620 
Non-current Liabilities 
12% Debentures 1,500 
Current Liabilities 

Pg no._____ (RTP May 2021) / (RTP May 2024) Question 5

Pg no._____ (Inter May 2018) (10 Marks) Question 6
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Trade Payables’ 1,490 
Other Current Liabilities 390 1,880 

Total 7,400 
Assets 
Non-current Assets 
Property, Plant & Equipment 4,052 
Current Assets 
Current Investments 148 

Inventories 1,200 
Trade Receivables 520 
Cash and Bank 1,480 3,348 

Total 7,400 
(i) On 1st April, 2021, the company announced buy-

 
(ii) On 10th April, 2021 the company achieved the target of buy-back.   
(iii)

of bonus for every four equity shares held by the equity shareholders by capitalization of 
Capital Redemption Reserve.   

Pass necessary journal entries and prepare the Balance Sheet of Alpha Ltd. after bonus issue. 

 
Anu Ltd.  (a non listed company) furnishes you with the following summarized balance sheet 
as at 31st March, 2021: 

Note Amount 
(crores) 

A. Equity and Liabilities 
1. Shareholders’ Fund

(a) Share Capital
(b) Reserves & Surplus

1 
2 

100 
300 

2. Current Liabilities
(a) Trade Payables 40 

Total 440 

B. Assets 
1. Non-current assets

(a) Property, Plant & Equipment & Intangible Assets 
i. Property, Plant & Equipment

(b) Non Current Investments 
3 
4 

- 
100 

2. Current Assets
(a) Trade Receivables
(b) Cash & Cash Equivalents

140 
200 

Total 440 

Notes to Accounts 
Amount 
(crores) 

1. Share Capital
Authorised, Issued & Subscribed Capital

25 
75 
100 

Pg no._____ (ICAI Study Material)Question 7
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2. Reserves and Surplus
Capital Reserve
Revenue Reserve
Securities Premium

15 
260 
25 

300 
3. Property, Plant & Equipment

Cost
Less: Provision for Depreciation

100 
(100) 
Nil 

4. Non Current Investments
At Cost (Market Value 400 crores) 100 

The company redeemed preference shares on 1st April, 2021.  It also bought back 50 lakhs 

the huge bank balances, which appeared as a part of current assets.  
You are asked to:  

(i) Pass journal entries to record the above. 
(ii) Prepare balance sheet as at 1.4.2021. 

 
Pay Limited provides you with the following information as at 31st March, 2022: 

 
Share Capital: 300 
Authorised 
Issued: 
11% Redeemable preference shares of  100 each fully paid 125 

Equity shares of  10 each fully paid 175 300 
Reserves and surplus: 
Capital reserve 35 
Securities premium 105 
Revenue reserves 460 
Profit and loss account 50 650 
Current liabilities and provisions 50 
Fixed assets: cost 100 
Less: Accumulated depreciation (90) 10 
Non-current investments at cost (Market value  400 Lakhs) 200 
Current assets 790 

a) The company redeemed preference shares at a premium of 4% on 1st April, 2022.
b)

for the above were made out of bank balances, which appeared as a part of current assets.
You are asked to: 

i. Pass journal entries to record the above.
ii. Prepare balance sheet as at 01.04.2022.

 
X Ltd. furnishes the following summarized Balance Sheet as at 31-03-2021. 

 
Equity & Liabilities 

Share Capital: 
 50,00,000 

 10,00,000 60,00,000 

Pg no._____ (Inter Nov 2019) (15 Marks) / (RTP Nov 2021) Question 9

Pg no._____ (RTP May 2023) Question 8
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Reserves and surplus: 
Capital Reserve 1,00,000 
Securities premium 12,00,000 

Revenue Reserve 5,00,000 
Profit and loss account 20,00,000 
Dividend Equalization Fund 5,50,000 43,50,000 

Non-Current Liabilities 
12% Debentures 12,50,000 

Current Liabilities and Provisions 5,50,000 
1,21,50,000 

Assets 
Non Current Assets 

  Property, Plant & Equipment & Intangible Assets 

   Property, Plant & Equipment 1,00,75,000 
Current assets 
Investment 3,00,000 

Inventory 2,00,000 
Cash & Bank 15,75,000 20,75,000 

1,21,50,000 

The shareholders adopted the resolution on the date of above mentioned Balance Sheet to:  
(1) Buy back 25% of the paid up capital and it was decided to offer a price of 20% over market 

(2) To finance the buy-back of shares, company:  

 
(3)  
(4)  
(5)

share for every 15 equity share held by the equity shareholders.  
You are required to pass the necessary journal entries to record the above transactions and 
prepare Balance Sheet after buy back. 

 
Following is the summarized Balance Sheet of Super Ltd. as on 31st March, 2021. 

Amount (in ) 
Equity & Liabilities 

Share Capital: 
17,00,000 

Reserves and surplus: 

Revenue reserves 23,50,000 
Securities premium 2,50,000 
Profit and loss account 2,00,000 

Infrastructure Development Reserve 1,50,000 
Secured Loan 
9% Debentures 22,50,000 

Unsecured Loan 8,50,000 
Current Maturities of Long term borrowings 15,50,000 

93,00,000 

Pg no._____ (Inter May 2019) (10 Marks) Question 10

TOPIC 2    BUYBACK OF SHARES: 3 Test Conditions
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Assets 

Non Current Assets 
  Property, Plant & Equipment & Intangible Assets 

   Property, Plant & Equipment 58,50,000 
Current assets 

Current assets 34,50,000 
93,00,000 

resolutions have been passed by the company towards this.  The payment for buy back of 
shares will be made by the company out of sufficient bank balance available as part of the 
Current Assets.  Comment with calculations, whether the Buy Back of shares by the company 
is within the provisions of the Companies Act, 2013 

 
Aerodots Ltd. has the following capital structure as on 31.03.2024 : 

Particulars Amount  

 600 

Reserves: 

General Reserve 540 

Securities Premium 200 

Profit and Loss 100 

Revaluation Reserve 30 

Investment Allowance Reserve (Statutory Reserve) 75 

Infrastructure Development Reserve 25 

Loan Funds 2000 

per Equity share. Buy Back of shares is duly authorized by its articles and necessary 
resolution has been passed by the company. 
You are required to calculate maximum permissible number of equity shares that can be 
bought back. 

SMM Ltd. has the following capital structure as on 31st March, 2021 
S.No. Particulars   

Situation Situation 

(1)  1,200 1,200 
(2) Reserves and Surplus 

General Reserve 1,080 1,080 

Securities Premium Account 400 400 

Profit & Loss Account 200 200 

Infrastructure Development Reserve (Statutory reserve) 320 320

(3) Loan Funds 3,200 6,000 

The company has  30 per equity share.  
You are required to calculate maximum permissible number of equity shares that can be 
bought back in both situations and also required to pass necessary Journal Entries 

Pg no._____ (ICAI Study Material) Question 12

Pg no._____ (Inter Sep 2024) (7 Marks) Question 11
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A company provides the following 2 possible Capital Structures as on 31st March, 2021: 
Particulars Situation 1 Situation 2 

Equity Share Capital  
 

30,00,000 30,00,000 

Reserves & Surplus: 
General Reserve 12,00,000 12,00,000 
Securities Premium 6,00,000 6,00,000 
Profit & Loss 2,10,000 2,10,000 
Statutory Reserve 4,20,000 4,20,000 
Loan Funds 25,00,000 1,20,00,000 

 
You are required to calculate maximum permissible number of equity shares that can be 
bought back in both the situations as per Companies Act, 2013 and are also required to pass 
necessary Journal Entries in the situation where the buyback is possible. 

 

Pratham Ltd. (a non-listed company) has following Capital structure as on 31st March, 2021: 
Particulars   

) 30,00,000 

Reserves & Surplus 

General Reserve 32,50,000
Security Premium Account 6,00,000 

Profit & Loss Account 4,30,000 

Revaluation Reserve 6,20,000 49,00,000 

Loan Funds 42,00,000 

You are required to compute by Debt Equity Ratio Test, maximum number of shares that can 

 

Quick Ltd. has the following capital structure as on 31st March,2021: 

Particulars   
(1) Share Capital: 462 

 

(2) Reserves and Surplus: 
General Reserve 336 
Securities Premium Account 126 
Profit and Loss Account 126 
Statutory Reserve 180 
Capital Redemption Reserve 87 
Plant Revaluation Reserve 33 888 

(3) Loan Funds: 
Secured 2,200 
Unsecured 320 2,520

On the recommendations of Board of Directors, on 16th September, 2021, the shareholders of 
the company have approved a proposal to buy-back of equity shares. The prevailing market 

isting 
shareholders to offer their shares for buy-back, it was decided to offer a price of 50% over 
market value. The company had sufficient balance in its bank account for buy-back of shares. 

Pg no._____ (Inter July 2021) (15 Marks) Question 13

Pg no._____ (RTP Nov 2020) / (ICAI Study Material) Question 14

Pg no._____ (Inter May 2022) (10 Marks) Question 15
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You are required to compute the maximum number of shares that can be bought back in the 
light of the above information and also under a situation where the loan funds of the company 

 
Assuming that the entire buy-back is completed by 31st December,2021, Pass the necessary 
accounting entries (narrations not required) in the books of the company in each situation. 

 

VIJ Ltd. has the following capital structure as on 31st March, 2022: 
Particulars Lakhs) 

Equity share capital (Shares of  10 each, fully paid) 990 
Reserve and Surplus: 
General Reserve        720 
Securities Premium Account   270 
Profit & Loss Account    270 
Infrastructure development Reserve     540 1,800 

Loan Funds 5,400 
On the recommendation of the Board of Directors, the shareholders of the company have 
approved on 2nd September 2022 a proposal to buyback the maximum permissible number of 
equity shares, considering the sufficient funds available at the disposal of the company. 
The current market value of the company's shares is  25 per share and in order to induce 
the existing shareholders to offer their shares for buy-back, it was decided to offer a price of 
20% over market value. You are also informed that the Infrastructure Development Reserve 
is created to satisfy income tax requirements. 
You are required to compute the maximum permissible number of equity shares that can be 
bought back in the light of the above information and also under a situation where the loan 
funds of the company were either  3600 lakh or  4500 lakh. 
The entire buy-back is completed by 09/12/2022, show the accounting entries with full 
narrations in the company's books in each situation. 

 

The following is the extract of Balance Sheet of Yellow Limited as on 31st March 2023. 
Particulars Amount ( ) 

4,00,000 Equity shares of  10 each 40,00,000 

General Reserve 48,00,000 
Profit & Loss Account 10,00,000 
Securities Premium 18,00,000 
Secured Loans 60,00,000 
Unsecured Loans 32,00,000 
Current Liabilities 28,00,000 

Total 2,36,00,000 
Property, Plant and Equipment 90,00,000 

Investments 18,00,000 
Current Assets 1,28,00,000 

Total 2,36,00,000 
The company intends to buy-back 80,000 equity shares of  10 each at a premium of 150%. 
You are required to state whether the company can buy back equity shares.  

  
What are the conditions to be fulfilled by a Joint Stock Company to buy-back its equity shares 
as per Companies Act, 2013? Explain. 

Pg no._____ (Inter May 2023) (10 Marks) Question 16

Pg no._____ (ICAI Study Material) / (Inter May 2023) (5 Marks) Question 18

Pg no._____ (Inter Nov 2023) (5 Marks) Question 17
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Holding 
Company 

As per  
“Holding company”, in relation to one or more other companies, means a 
company of which such companies are subsidiary companies. 

Subsidiary 

Company 

defines “subsidiary company” as a 
company in which the holding company - 
(i) controls the composition of the Board of Directors; or 
(ii) exercises or controls more than 50% of total voting power either at its 

  own or together with 1 or more of its subsidiary companies 

Section 19 prohibits a subsidiary company from holding shares in the 
holding company.  According to this section, no company shall, either by 
itself or through its nominees, hold any shares in its holding company and 
no holding company shall allot or transfer its shares to any of its subsidiary 
companies and any such allotment or transfer of shares of a company to 
its subsidiary company shall be void.  

a) the subsidiary company holds such shares as legal representative of a
deceased member of the holding company; or 

b) the subsidiary company holds such shares as a trustee; or
c) the subsidiary company is a shareholder even before it became a

subsidiary company of the holding company.

Purpose of 
Preparing the 
Consolidated 

Financial 

Statements 

mandated the companies having 
one or more subsidiaries, to prepare Consolidated Financial Statements. 
According to this section, where a company has one or more subsidiaries, 
it shall, in addition to separate financial statements will prepare a 
consolidated financial statement of the company and of all the subsidiaries 
in the same form and manner as that of its own. 

also lays down the accounting principles and 
procedures for preparation and presentation of consolidated financial 
statements. Consolidated financial statements are presented by the parent 
(holding company) to provide financial information about the economic 
activities of the group as a single economic entity. 

AS 21 is mandatory if an enterprise presents consolidated financial 
statements. In other words, the accounting standard does not mandate an 
enterprise to present consolidated financial statements but, if the 
enterprise presents consolidated financial statements for complying with 
the requirements of any statute or otherwise, it should prepare and present 
consolidated financial statements in accordance with AS 21. 

“What you do makes a difference, and you have to decide what kind of difference 
you want to make.” 
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Non 
Applicability 

of AS 21 

This Standard does not deal with: 
(a) methods of accounting for amalgamations and their effects on 

consolidation, including goodwill arising on amalgamation (see AS 14), 
(b) accounting for investments in associates and  
(c) accounting for investments in joint ventures 

Exclusion 
From 

Preparation 
of 

Consolidated 
Financial 

Statements 

As per AS 21, a subsidiary should be excluded from consolidation when: 
control is intended to be temporary because the subsidiary is acquired
and held exclusively with a view to its subsequent disposal in the near 
future; or 

it operates under severe long-term restrictions which significantly
impair its ability to transfer funds to the parent. 

Investments in such subsidiaries should be accounted for in accordance 
with AS 13, Accounting for Investments. The reasons for not consolidating a 
subsidiary should be disclosed in the consolidated financial statements. 

Consolidation 
of subsidiary 

which is a LLP 
or a 

Partnership 
Firm 

Under AS 21, as per the definition of subsidiary, an enterprise controlled by 
the parent is required to be consolidated. The term ‘enterprise’ includes a 
company and any enterprise other than a company. Therefore, LLPs and 
partnership firms are required to be consolidated.  
Accordingly, in the given case, holding company is required to consolidate 
its subsidiary which is an LLP or a partnership firm. 

Advantages  
of 

Consolidation 

a) Single source document: From consolidated financial statements, the
users of accounts can get an overall picture of the Group. Consolidated
profit and loss account gives the overall profitability of the group.

b) Intrinsic value of share: Intrinsic share value of the holding company can
be calculated directly from the Consolidated Balance Sheet.

c) Acquisition of subsidiary: The minority interest data of the consolidated
financial statement indicates that the amount payable to the outside
shareholders of the subsidiary company at book value which is used as
the starting point of bargaining at the time of acquisition of a subsidiary
by the holding company.

d) Evaluation of holding company in the market: The overall financial health
of the holding company can be judged using consolidated financial
statements. Those who want to invest in the shares of the holding
company or acquire it, need such consolidated statement for evaluation.

Components 
of 

Consolidated 
Financial 

Statements 

 consolidated financial statements normally include 
a) Consolidated Balance Sheet
b) Consolidated Statement of Profit and Loss Account
c) Consolidated Cash Flow Statement (in case parent presents cash flow

statement) and
d) Notes and statements and explanatory schedules that form the integral

part thereof.
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Consolidation 
Procedures 

The various steps involved in the consolidation process are as follows: 
1) the carrying amount of the parent’s investment in each subsidiary and

the parent’s portion of equity of each subsidiary are eliminated. In case
cost of acquisition exceeds or is less than the acquirer’s interest,
goodwill or capital reserve is calculated retrospectively.

2) intragroup transactions, including sales, expenses and dividends, are
eliminated, in full

3) unrealised profits resulting from intragroup transactions that are
included in the carrying amount of assets, such as inventory and fixed
assets, are eliminated in full

4) unrealised losses resulting from intragroup transactions that are
deducted in arriving at the carrying amount of assets are also eliminated
unless cost cannot be recovered;

5) minority interest in the net income of consolidated subsidiaries for the
reporting period are identified and adjusted against the income of the

group in order to arrive at the net income attributable to the owners of

the parent; and

6) minority interests in the net assets of consolidated subsidiaries are
identified and presented in the consolidated balance sheet separately
from liabilities and the parent shareholders’ equity.

Calculation of 
Goodwill/ 

Capital 
Reserve 
(Cost of 
Control) 

 = Cost of Investment - Parent’s share in the equity of the 
subsidiary on date of investment 

 = Parent’s share in the equity of the subsidiary on date of 
investment – Cost of investment 

Minority 
Interests 

Minority interest is that part of the net results of operations and of net 
assets of a subsidiary attributable to interests which are not owned, directly 
or indirectly through subsidiaries, by the holding (parent) company. 
In short, It represents claims of the outside shareholders of a subsidiary. 

The losses applicable to the minority in a consolidated subsidiary may 
exceed the minority interest in the equity of the subsidiary. The excess, and 
any further losses applicable to the minority, are adjusted against the 
majority interest except to the extent that the minority has a binding 
obligation to and is able to make good the losses. If the subsidiary 
subsequently reports profit, all such profits are allocated to the majority 
interest until the minority’s share of losses previously absorbed by the 
majority has been recovered. 

Consolidated 
Profit & Loss 

Account 

All the revenue items are to be added on line by line basis and from the 
consolidated revenue items, inter-company transactions should be 
eliminated.   
If there remains any unrealized profit in the inventory of goods, of any of 
the Group Company, such unrealized profit should be eliminated from the 
value of inventory to arrive at the consolidated profit.
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Consolidated 
Cash Flow 
Statement 

All the items of Cash flow from operating activities, investing activities and 
financing activities are to be added on line by line basis and from the 
consolidated items, inter-company transactions should be -eliminated. 

Uniform 
Accounting 

Policies 

AS 21 states that consolidated financial statements shall be prepared using 
uniform accounting policies for like transactions and other events in similar 
circumstances.  
If any company in the same group uses accounting policies other than those 
adopted in consolidated financial statements for like transactions and 
events in similar circumstances, appropriate adjustments are made to its 
financial statements when they are used in preparing the consolidated 
financial statements.  
If it is not practicable to use uniform accounting policies in preparing the 
consolidated financial statements, the fact should be disclosed together 
with the proportions of items to which different accounting policies have 
been applied. 

Alignment of 
Reporting 

Dates 

The financial statements used in the consolidation should be drawn up to 
the same reporting date. If it is not practicable to draw up the financial 
statements of one or more subsidiaries to such date and, accordingly, those 
financial statements are drawn up to different reporting dates, adjustments 
should be made for the effects of significant transactions or other events 
that occur between those dates and the date of the parent’s financial 
statements.   
In any case, the difference between reporting dates should not be more 
than six months. 
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Prepare Consolidated balance sheet of H Ltd. and its subsidiary S Ltd. as at 31st March, 2021 

H Ltd. S Ltd.
Property, Plant & Equipment 1,00,000 1,30,000 
Investments (8,000 equity shares of S Ltd.) 1,26,000 - 
Current Assets 74,000 70,000
Share Capital (Fully paid equity shares of 10 each) 1,50,000 1,00,000 
Profit and Loss Account 50,000 40,000 
Trade Payables 1,00,000 60,000

H Ltd. acquired the shares of S Ltd. on 01.07.2020 and Balance of Profit & Loss Account of S 
Ltd. on 01.04.2020 was 30,000 

 
From the following data, determine in each case: 

1) Minority interest at the date of acquisition and at the date of consolidation.
2) Goodwill or Capital Reserve.
3) Amount of holding company’s profit in the consolidated Balance Sheet assuming holding

company’s own Profit & Loss Account to be 2,00,000 in each case:

Case 
Subsidiary
Company 

% 
shares 
owned

Cost 

Date of acquisition 
01.01.2020 

Consolidation Date 
31.12.2020 

Share 
Capital 

Profit & 
Loss A/c 

Share 
Capital 

Profit & 
Loss A/c

Case 1 A 90% 1,40,000 1,00,000 50,000 1,00,000 70,000 

Case 2 B 85% 1,04,000 1,00,000 30,000 1,00,000 20,000 

Case 3 C 80% 56,000 50,000 20,000 50,000 20,000 

Case 4 D 100% 1,00,000 50,000 40,000 50,000 55,000

 

 
From the above information you are required to calculate Goodwill / Capital Reserve in the 
following situations: 
(i)  
(ii)  
(iii)  

 
From the following summarized balance sheets of H Ltd. and its subsidiary S Ltd. drawn up 
at 31st March, 2020, prepare a consolidated balance sheet as at that date, having regard to 
the following: 
a) Reserves and Profit and Loss Account of S Ltd. stood at 25,000 and  15,000 respectively

on the date of acquisition of its 80% shares by H Ltd. on 1st April, 2019.

ASSIGNMENT QUESTIONS

Pg no._____ (ICAI Study Material) Question 1

Pg no._____ (RTP May 2020) (Similar) / (ICAI Study Material) Question 4

TOPIC 1    CONSOLIDATED BALANCE SHEET

Pg no._____ (RTP May 2019) / (ICAI Study Material) Question 2

Pg no._____ (Inter July 2021) (5 Marks) Question 3
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b) Machinery (Book-value  1,00,000) and Furniture (Book value  20,000) of S Ltd. were
revalued at  1,50,000 and  15,000 respectively on 1st April, 2019 for the purpose of fixing
the price of its shares. [Rates of depreciation computed on the basis of useful lives:
Machinery 10%, Furniture 15%.]

  Summarised Balance Sheet of H Ltd. & S Ltd. as on 31st March, 2020 
Note No. H Ltd. S Ltd. 

Equity & Liabilities 
(1) Shareholders' Funds 

(a) Share Capital 1 6,00,000 1,00,000 
(b) Reserves and Surplus 2 3,00,000 1,00,000 

(2) Current Liabilities 
(a) Trade Payables 1,50,000 57,000 

10,50,000 2,57,000 

Assets 
(1) Non-Current Assets 
(a) PPE & Intangible Assets 

i. Property, Plant & Equipment 3 4,50,000 1,07,000 
(b) Non Current Investments 4 6,00,000 1,50,000 

10,50,000 2,57,000 
Notes to Accounts: 

H Ltd. S Ltd. 
1. Share Capital

6,000 equity shares of 100 each, fully paid up 6,00,000 

1,000 equity shares of 100 each, fully paid up 1,00,000 
6,00,000 1,00,000 

2. Reserves & Surplus
General Reserve 2,00,000 75,000 
Profit and Loss A/c 1,00,000 25,000 

3,00,000 1,00,000 
3. Property, Plant & Equipment

Machinery 3,00,000 90,000 
Furniture 1,50,000 17,000 

4,50,000 1,07,000 
4. Non Current Investments

Non Current Investments 4,40,000 1,50,000 
Shares in S Ltd.: 800 shares at  200 each 1,60,000 

6,00,000 1,50,000 

 
st March, 2020 the balance sheet of H Ltd. and its subsidiary S Ld. stood as follows: 

H Ltd. S Ltd. 

EQUITIES & LIABILITIES 

Equity Share Capital 8,00,000 2,00,000 

General Reserve 1,50,000 70,000 

Profit & Loss Account 90,000 55,000

Creditors 1,20,000 80,000 

11,60,000 4,05,000 

Pg no._____ Question 5
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ASSETS 

Property, Plant & Equipment 5,50,000 1,00,000 

75% Shares in S Ltd. (at cost) 2,80,000 - 

Stock 1,05,000 1,77,000 

2,25,000 1,28,000 

11,60,000 4,05,000 

Draw consolidated balance sheet as at 31st March, 2020 after considering the following: 
(1) H Ltd. acquired the shares on 31st July, 2019. 
(2) S Ltd. earned a profit of  45,000 for the year ended 31st March, 2020. 
(3) In January, 2020 S Ltd. sold to H Ltd. goods costing  15,000 for  st March, 

2020 half of these goods were lying as unsold in godown of H Ltd. 
(4) H Ltd. creditors include  8,000 payable to S Ltd. 

 
White Ltd. acquired 2,250 shares of Black Ltd. on 1st 
balance sheets of both the companies as on 31st March, 2021 are given below: 

White Ltd. Black Ltd.
(I) Equity and Liabilities 

(1) Shareholder's fund 

paid up) 
6,50,000 3,00,000 

   Reserves and Surplus 
   General Reserve 60,000 30,000

Profit and loss account 1,50,000 90,000 
(2) Current Liabilities 

   Trade payables 1,15,000 75,000 
   Due to White Ltd. - 30,000

9,75,000 5,25,000 
(II)    Assets: 

(1) Non-current assets 
   Property, Plant and Equipment 5,80,000 3,51,000 
   Investments 
   Shares in Black Ltd. (2,250 shares) 2,70,000 

(2) Current assets 

   Inventories 50,000 1,20,000 
   Due from Black Ltd. 36,000 
   Cash and Cash equivalents 39,000 54,000 

Total 9,75,000 5,25,000 
 

(i)
39,000, the transaction being completed on 30th March,2021. 

(ii) st March,2021. 
(iii)Profits during the year 2020-2021 were earned evenly. 
(iv)The balances of Reserve and Profit and Loss account as on 1st April,2020 were as follows: 

  
White Ltd. 30,000 15,000 Profit
Black Ltd. 30,000 10,000 Loss 

You are required to prepare consolidated Balance Sheet of the group as on 31st March,2021 as 

per the requirement of Schedule III of the Companies Act, 2013. 

Pg no._____ (Inter May 2022) (15 Marks) Question 6
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21, P Ltd. acquired 1,05,000 shares of Q Ltd. for  12,00,000. The position of 

Q Ltd. on that date was as under: 
 

Property, plant and equipment 10,50,000 
Current Assets 6,45,000 
1,50,000 equity shares of  10 each fully paid 15,00,000 
Pre-incorporation profits 30,000 
Profit and Loss Account 60,000 
Trade payables 1,05,000 

P Ltd. and Q Ltd. give the following information on 31st March, 2023: 

  
Equity shares of  10 each fully paid (before bonus issue) 45,00,000 15,00,000 
Securities Premium 9,00,000 –
Pre-incorporation profits – 30,000 
General Reserve 60,00,000 19,05,000 
Profit and Loss Account 15,75,000 4,20,000 
Trade payables 5,55,000 2,10,000 
Property, plant and equipment 79,20,000 23,10,000 
Investment: 1,05,000 Equity shares in Q Ltd. at cost 12,00,000 –
Current Assets 44,10,000 17,55,000 

Directors of Q Ltd. made bonus issue on 31.3.2023 in the ratio of one equity share of  10 each 
fully paid for every two equity shares held on that date. Bonus shares were issued out of 
post-acquisition profits by using General Reserve. Calculate as on 31st March, 2013:- 
(i) Cost of Control/Capital Reserve; (ii) Minority Interest; (iii) Consolidated Profit and Loss 
Account in each of the following cases: 

a. Before issue of bonus shares;
b. Immediately After issue of bonus shares.

 
A Ltd acquired 1,600 ordinary shares of 100 each of B Ltd on 1st July, 202  31st December, 

2021, the balance sheets of the two companies were as given below: 

Balance Sheet of A Ltd. and its subsidiary, B Ltd. as at 31st December, 2021 
Particulars Note No.   

Equity and Liabilities 
(1) Shareholder's Funds 

a) Share Capital 1 5,00,000 2,00,000 

b) Reserves and Surplus 2 2,97,200 1,82,000 
(2) Current Liabilities 

a) Trade Payables 47,100 17,400 
b) Short term borrowings 3 80,000 

Total 9,24,300 3,99,400 
Assets 
(1) Non-current assets 

(a) Property, Plant and Equipment 4 3,90,000 3,15,000 
(b) Non-current Investments 5 3,40,000 -- 

(2) Current assets
(a) Inventories 1,20,000 36,400 

Pg no._____ (RTP Nov 2021) / (ICAI Study Material) Question 7

Pg no._____ (ICAI Study Material) Question 8
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(b) Trade receivables 59,800 40,000 
(c) Cash & Cash equivalents 6 14,500 8,000 

Total 9,24,300 3,99,400 

Notes to Accounts 
  

1. Share Capital
5,000 shares of 100 each, fully paid up 5,00,000 - 
2,000 shares of  100 each, fully paid up - 2,00,000 

Total 5,00,000 2,00,000 
2. Reserves and Surplus

General Reserves 2,40,000 1,00,000 
Profit & loss 57,200 82,000 

Total 2,97,200 1,82,000 
3. Short term borrowings

Bank overdraft 80,000 -- 
4. Property plant and equipment

Land and building 1,50,000 1,80,000 
Plant & Machinery 2,40,000 1,35,000 

Total 3,90,000 3,15,000 

5. Non-current Investments
Investment in B Ltd (at cost) 3,40,000 -- 

6. Cash & Cash equivalents
Cash 14,500 8,000 

The Profit & Loss Account of B Ltd. showed a credit balance of 30,000 on 1st January, 2021 
out of which a dividend of 10% was paid on 1st August, 2021; A Ltd. credited the dividend 
received to its Profit & Loss Account. The Plant & Machinery which stood at  1,50,000 on 1st 
January, 2021 was considered as worth  1,80,000 on 1st July, 2021; this figure is to be 
considered while consolidating the Balance Sheets. The rate of depreciation on plant & 
machinery is 10% (computed on the basis of useful lives). 
Prepare consolidated Balance Sheet as at 31st December, 2021. 

 
21, the Balance Sheets of H Ltd. and its subsidiary S Ltd. stood as follows: 

Particulars Note 
No. 

H Ltd. S Ltd. 

Equity and Liabilities 
(1) Shareholder's Funds 

a) Share Capital 1 12,000 4,800 
b) Reserves and Surplus 2 5,499 3,000 

(2) Current Liabilities 
a) Trade payables 3 1,833 1,014 
b) Short term provisions 4 855 394 
c)  current liabilities (Dividend payable) 1,200 - 

Total 21,387 9,208 
Assets 
(1) Non-current assets 

a) Property, Plant and Equipment 5 9,468 5,486 
b) Non-current Investments (Shares in S Ltd.) 3,000 

Pg no._____ (ICAI Study Material) Question 9
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(2) Current assets 
a) Inventories 3,949 1,956 
b) Trade receivables 6 2,960 1,562 
c) Cash and cash equivalents 1,490 204 
d) Short term loans and advances 7 520 

Total 21,387 9,208 

Notes to Accounts 
  

1 Share Capital 
Authorized share capital: 
Equity shares of  10 each, fully paid up 15,000 6,000
Issued and Subscribed: 
Equity shares of  10 each, fully paid up 12,000 4,800 

2 Reserves and surplus 
General Reserve 2,784 1,380 
Profit and Loss Account: 2,715 1,620

Total 5,499 3,000
3 Trade Payables 

Creditors 1,461 854 

Bills Payable 372 160
1,833 1,014 

4 Short term provisions 
Provision for Taxation 855 394 

5 Property, plant and equipment 
Land and Buildings 2,718 - 
Plant and Machinery 4,905 4,900
Furniture and Fittings 1,845 586 

Total 9,468 5,486
6 Trade receivables 

Debtors 2,600 1,363 

Bills Receivable 360 199 
Total 2,960 1,562 

7 Short term loans and advances 
Sundry Advances 520 -- 

The following information is also provided to you: 
a. H Ltd. purchased 180 lakh shares in S Ltd. on 31st March, 2020 when the balances of

lakh respectively.
b. 20, S Ltd. declared a dividend @ 20% for the year ended 31st March, 2020.

H Ltd. credited the dividend received by it to its Profit and Loss Account.
c. 21, S Ltd. issued 3 fully paid-up bonus shares for every 5 shares held

out of balances of its general reserve as on 31st March, 2020.
d. 21, all the bills payable in S Ltd.’s balance sheet were acceptances in

the rest having been endorsed in favour of its trade payables.
e. 2

lakh from H Ltd. which made a profit @ 25% on cost.
Prepare Consolidated Balance Sheet of H Ltd. and its subsidiary S Ltd. as at 31st March, 2021. 
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H Limited acquired 64000 Equity Shares of  
Balance Sheets of the two companies as on 31st March, 2020 were as under: 

H Ltd. S Ltd. 
Equity & Liabilities 
Equity Share Capital: Shares of  10 each 20,00,000 8,00,000 
General Reserve (1st April, 2019) 9,60,000 4,20,000 
Profit and Loss Account 2,28,800 3,28,000 
Preliminary Expenses (1st April, 2019) - (20,000) 

 3,00,000 - 
Bills Payable - 52,000 

Trade Payables   1,66,400 80,000 
Total 36,55,200 16,60,000 

Assets: 
Land and Building 7,20,000 7,60,000 
Plant & Machinery 9,60,000 5,40,000 
Investment in Equity Shares of S Ltd. 12,27,200 - 
Inventories 4,56,000 1,68,000 
Trade Receivables 1,76,000 1,60,000 
Bills Receivable 59,200 - 
Cash in Hand 56,800 32,000 

Total 36,55,200 16,60,000 

Additional Information:  
(1) The Profit & Loss Account of S Ltd. showed credit balance of  1,20,000 on 1st April, 2019. 

S Ltd. paid a dividend of 10% out of the same on 1st November, 2019 for the year 2018-19. 
The dividend was correctly accounted for by H Ltd.  

(2) The Plant & Machinery of S Ltd. which stood at  6,00,000 on 1st April, 2019 was considered 
worth  5,20,000 on the date of acquisition by H Ltd. S Ltd. charges depreciation @ 10% 
per annum on Plant & Machinery.  

Prepare consolidated Balance Sheet of H Ltd. and its subsidiary S Ltd. as on 31st March, 2020. 

 
The Balance Sheet of X Ltd. and its subsidiary Y Ltd. as on 31st March, 2020 are as follows: 

X Ltd. 
(in Lakhs) 

Y Ltd. 
(in Lakhs) 

Liabilities 
Share Capital:
Authorized 20,000 8,000 
Issued and Subscribed: 
Equity Shares of 10 each, fully paid up 15,000 6,000 
15% preference shares of  10 each, fully paid up 4,000 1,000 
General Reserve 2,500 1,450 

Profit and Loss Account 2,750 1,250 
Trade Payables 1,646 1,027 

25,896 10,727 
Assets 
Land and Buildings 3,550 1,510 
Plant and Machinery 5,275 3,600 

Pg no._____ (Inter Nov 2020) (15 Marks) Question 10

Pg no._____ (RTP Nov 2018) Question 11
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Furniture and Fittings 1,945 655
Investment in Y Ltd.:  450 Lakh Equity share in Y 
Ltd. purchased on 1st April, 2019 

6,800 - 

Inventory 4,142 2,520 
Trade Receivables 3,010 1,882 
Cash and Bank Balances 1,174 560

25,896 10,727 
The following information is also given to you  
(a) 10% dividend on Equity shares was declared by Y Ltd. on 31st May, 2019 for the year ended 

31st March, 2019.  X Ltd. credited the dividend received to its Profit & Loss Account.  
(b)  
(c)  
(d)

1,000 Lakh.  
(e)  
(f)

purchased from X Ltd.   X Ltd. sold goods to Y Ltd. at cost plus 25%. 
You are required to prepare a Consolidated Balance Sheet of X Ltd. and its subsidiary Y Ltd. 
as on 31st March, 2020 giving working notes. (Ignoring dividend on preference shares) 

 
H Ltd. acquired 3,000 shares in S Ltd., at a cost of 4,80,000 on 31.7.2020. The capital of S Ltd. 
consisted of 5,000 shares of  100 each fully paid. The Profit & Loss Account of this company 
for 2020 showed an opening balance of 1,25,000 and profit for the year was  3,00,000. At 
the end of the year, it declared a dividend of 40%. Record entry in the books of H Ltd., in respect 
of the dividend. Assume the profit is accruing evenly & calendar year as financial year. 

 
XYZ Ltd. purchased 80% shares of ABC Ltd. on 1st January, 2020 for  1,40,000. The issued 
capital of ABC Ltd., on 1st January, 2020 was  1,00,000 and the balance in the Profit & Loss 
Account was  60,000. During the year ended 31st December, 2020, ABC Ltd. earned a profit 
of  20,000 and at year end, declared and paid a dividend of  15,000.  
Show by an entry how the dividend should be recorded in the books of XYZ Ltd. 
What is the amount of minority interest as on 1st January, 2020 and 31st December, 2020? 
Also compute Goodwill/Capital reserve at the date of acquisition. 

 
Exe Ltd. acquires 70% of equity shares of Zed Ltd. as on 31st March, 2020 at cost of  70 lakhs. 
The following information is available from balance sheet of Zed Ltd. as on 31st March, 2020: 

 in Lakhs 
Property, Plant & Equipment 120 
Investments 55 
Current Assets 70 
Loans & Advances 15 
15% Debentures 90 
Current Liabilities 50 

The following revaluations have been agreed upon (not included in the above figures): 
Property, Plant & Equipment Up by 20% Investments Down by 10% 

Pg no._____ (ICAI Study Material) Question 12
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Zed Ltd. declared and paid dividend @ 20% on its equity shares as on 31st March, 2020 (Face 
value  10 per share). Exe Ltd. purchased the shares of Zed Ltd. @ 20 per share. 
Calculate the amount of goodwill/capital reserve on acquisition of shares of Zed Ltd. 

 
A Ltd. and B Ltd. provide the following information: 

(in ‘000s) 
A Ltd. B Ltd. 

Equity Shares 6,000 5,000 
6% Preference Shares Nil 1,000 
General Reserve 1,200 800 
Profit & Loss Account 1,020 1,790 
Trade Payables 3,850 3,410 
Dividend Payable 600 500 

Goodwill 100 20 
Property, Plant & Equipment 3,850 2,750 
Investments 1,620 1,100 
Inventory 1,900 4,150 
Trade Receivables 4,600 4,080 
Cash & Bank 600 400 

A Ltd. purchased 3/4th interest in B Ltd. at the beginning of the year at the premium of 25%. 
Following other information is available:  
a.

previous year.
b. The General Reserve balance is brought forward from the previous year.
c. The directors of both the companies have declared a dividend of 10% on equity share

capital for the previous and current year. From the above information calculate Pre- and
Post-acquisition Profits, Minority Interest and Cost of Control.

 
A Ltd. acquired 70% of equity shares of B Ltd. on 1.4.2013 at cost of  10,00,000 when B Ltd. 
had an equity share capital of  10,00,000 and reserves and surplus of  80,000. In the four 
consecutive years, B Ltd. fared badly and suffered losses of  2,50,000,  4,00,000,  5,00,000 
and  1,20,000 respectively. Thereafter in 2017-18, B Ltd. experienced turnaround and 
registered an annual profit of  50,000. In the next two years i.e. 2018-19 and 2019-20, B Ltd. 
recorded annual profits of  1,00,000 and  1,50,000 respectively.  
Show the minority interests and cost of control at the end of each year for the purpose of 
consolidation. 

 
From the following summarised Balance Sheets of A Ltd. and its subsidiary B Ltd., prepare 
Consolidated Balance Sheet:  

Balance Sheet as on 31st March, 2020 
Equity & Liabilities A Ltd. B Ltd. Assets A Ltd. B Ltd. 

Equity shares of  
10 each fully paid 

1,00,000 20,000 Sundry Assets 93,000 32,000 

Profit on sale of 
shares 

3,000 - Shares in B Ltd 
1,200 shares at 15 
each 

18,000 - 

Pg no._____ (ICAI Study Material) Question 16

Pg no._____ (RTP May 2018) Question 17
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Profit and Loss A/c 
Brought forward 6,000 7,200 
For the year 2,000 4,800 

1,11,000 32,000 1,11,000 32,000 
A Ltd. bought in earlier year 1,600 equity shares in B Ltd. @  15 when the Profit & Loss A/c 
balance in B Ltd. was 4,400. A Ltd. sold 400 shares @ 22.50, credited difference between 
the sale proceeds and cost to “Profit on sale of investment account” on 30th September, 2019 
and crediting the balance to the investment account.  Profit during the year accrued uniformly. 

 
Consider the following summarized balance sheets of subsidiary B Ltd.: 

Equity & Liabilities 
2019  

 
2020  

 
Share Capital 
Issued and subscribed  
5,000 Equity Shares of 100 each 5,00,000 5,00,000 
Reserve and Surplus 
General Reserve 2,86,000 7,14,000 
Current Liabilities and Provisions 
Trade Payables 4,90,000 4,94,000 

 - 1,70,000 
Provision for Taxation 3,10,000 4,30,000 

15,86,000 23,08,000 
Assets 

Property, Plant & Equipment (Cost) 3,20,000 3,20,000 
Less:  Accumulated Depreciation (48,000) (96,000) 

2,72,000 2,24,000 
Investment at Cost - 4,00,000 
Current Assets 
Inventory 5,97,000 7,42,000 
Trade Receivable 5,94,000 8,91,000 
Prepaid expenses 72,000 48,000 
Cash at Bank 51,000 3,000 

15,86,000 23,08,000 

Also consider the following information: 
a) B Ltd. is a subsidiary of A Ltd. Both the companies follow calendar year as accounting year.
b)

Ltd.’s values in line with those of A Ltd. its value of inventory is required to be reduced by
 12,000 at the end of 2019 and  34,000 at the end of 2020.

c) B Ltd. deducts 1% from Trade Receivables as a general provision against doubtful debts.
d) Prepaid expenses in B Ltd. include advertising expenditure carried forward of  60,000 in

2019 and  30,000 in 2020, being part of initial advertising expenditure of  90,000 in 2019
which is being written off over three years. Similar amount of advertising expenditure of A
Ltd. has been fully written off in 2019.

Restate the balance sheet of B Ltd. as on 31st December, 2020 after considering the above 
information, for the purpose of consolidation. Would restatement be necessary to make the 
accounting policies adopted by A Ltd. and B Ltd. uniform. 

Pg no._____ (ICAI Study Material) Question 18
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Variety Ltd. holds 46% of the paid-up share capital of VR Ltd. The shares were acquired at a 
market price of  17 per share. The balance of shares of VR Ltd. are held by a foreign 
collaborating company. A memorandum of understanding has been entered into with the 
foreign company providing for the following:  

(a) The shares held by the foreign company will be sold to Variety Ltd. The price per share 
will be calculated by capitalising the yield at 15%. Yield, for this purpose, would mean 40% 
of the average of pre-

 
(b)

would accrue to them would be taxable at an average rate of 30%. The tax payable will be 
deducted from the proceeds and Variety Ltd. will pay it to the Government.  

(c)
and the balance will be an unsecured loan repayable after two years. 

The above agreement was approved by all concerned for being given effect to on 1.4.20X1. The 

VR Ltd. as on the same date 
-
 

Find out goodwill/capital reserve to Variety Ltd. on acquiring wholly the shares of VR Ltd. 

 

 
H Ltd & its subsidiary S Ltd. provide following information for the year ended 31st March, 2023: 

lacs) 
 

Sales and other income 5,000 1,000 
Increase in Inventory (closing less opening) 1,000 200 
Raw material consumed 800 200 
Wages and Salaries 800 150 
Production expenses 200 100 
Administrative Expenses 200 100 
Selling and Distribution Expenses 200 50 
Interest 100 50 
Depreciation 100 50 

Information: 
H Ltd. sold goods to S Ltd. of  120 lacs at cost plus 20%. Inventory of S Ltd. includes such 
goods valuing 24 lacs. Administrative expenses of S Ltd. include 5 lacs paid to H Ltd. as 
consultancy fees. Selling and distribution expenses of H Ltd. include  10 lacs paid to S Ltd. 
as commission. 
H Ltd. holds 80% of equity share capital of  1,000 lacs in S Ltd. prior to 2021-2022. H Ltd. took 
credit to its Profit and Loss Account, the proportionate amount of dividend declared and paid 
by S Ltd. for the year 2021-2022.
Prepare a consolidated statement of profit and loss. 

Pg no._____ (RTP May 2018) (Similar) / (ICAI Study Material) Question 20

TOPIC 2    CONSOLIDATED PROFIT & LOSS ACCOUNT 
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The Trial Balances of H Ltd. and S Ltd. as on 31.12.2020 were as under: 

H Ltd. S Ltd. 
Dr. Cr. Dr. Cr. 

Equity Share Capital (Share of 100 each) 10,00,000 2,00,000 
7% Preference Share Capital ( 100 each) - 2,00,000 
Reserves 3,00,000 1,00,000 
6% Debentures 2,00,000 2,00,000 
Trade Receivables /Trade Payables 80,000 90,000 50,000 60,000 
P&L A/c balance 20,000 15,000 
Purchases/Sales 5,00,000 9,00,000 6,00,000 9,50,000
Wages & Salaries 1,00,000 1,50,000 

Debenture Interest 12,000 12,000
General Expenses 80,000 60,000 
Preference-Dividend up to 30.6.2020 3,500 7,000 
Inventory (31.12.2020) 1,00,000 50,000 
Cash at Bank 13,500 6,000 
Investment in S Ltd. 5,28,000 - 
Property, Plant & Equipment 11,00,000 7,90,000 

25,13,500 25,13,500 17,25,000 17,25,000 
Investment in S Ltd. were acquired on 1.4.2020 and consisted of 80% of Equity Capital and 50% 
of Preference Capital. Depreciation on Property, Plant & Equipment is written off @ 10% p.a 
(computed on the basis of useful life. After acquiring control over S Ltd., H Ltd. supplied to it 
goods at cost plus 20%, the total invoice value of such goods being Rs. 60,000; 1/4 of such 
goods were still in Inventory at the end of the year.  
Prepare the Consolidated Profit and Loss Account for the year ended on 31.12.2020. 

Pg no._____ Question 21
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Prepare Consolidated balance sheet of H Ltd. and its subsidiary S Ltd. as at 31st March, 2021 
from the following information 

H Ltd. S Ltd. 
Property, Plant & Equipment 5,00,000 3,00,000 
Investments (20,000 equity shares of S Ltd.) 2,20,000 - 
Current Assets 1,55,000 1,00,000 
Share Capital (Fully paid equity shares of 10 each) 5,00,000 2,50,000 
Profit and Loss Account 2,00,000 1,00,000 
Trade Payables 1,75,000 50,000 

H Ltd. acquired the shares of S Ltd. on 31.03.2021 

 

H Ltd. and S Ltd. provide the following information as at 31st March,2022: 

  
Property, Plant and Equipment 2,00,000 2,60,000 
Investments (14,000 Equity Shares of S Ltd.) 2,52,000 - 
Current Assets 1,48,000 1,40,000 
Share capital (Fully paid equity shares of  10 each) 3,00,000 2,00,000 
Profit and loss account 1,00,000 80,000 
Trade Payables 2,00,000 1,20,000 

Additional information: 
H Ltd. acquired the shares of S Ltd. on 1st July, 2021 and Balance of profit and loss account of 
S Ltd. on 1st 
subsidiary as at 31st March, 2022. 

 
From the Balance Sheets and information given below, prepare Consolidated Balance Sheet 
of Virat Ltd. and Anushka Ltd. as at 31st March. Virat Ltd. holds 80% of Equity Shares in 
Anushka Ltd. since its (Anushka Ltd.’s) incorporation.  

Balance Sheet of Virat Ltd. and Anushka Ltd. as at 31st March, 2021 
Note No. Virat 

Ltd. 
Anushka 

Ltd. 
Equity & Liabilities 

(1) Shareholders' Funds 
(a) Share Capital 1 6,00,000 4,00,000 
(b) Reserves and Surplus 2 1,00,000 1,00,000 

(2) Non Current Liabilities 
(a) Long Term Borrowings 2,00,000 1,00,000 

(3) Current Liabilities 
(a) Trade Payables 1,00,000 1,00,000 

10,00,000 7,00,000 
Assets 

Pg no._____ (ICAI Study Material)Question 1

Pg no._____ (ICAI Study Material) Question 3

TOPIC 1    CONSOLIDATED BALANCE SHEET 

PRACTICE QUESTIONS

Pg no._____ (Inter Nov 2022) (15 Marks) Question 2
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(1) Non-Current Assets 
(a) PPE & Intangible Assets 

i. Property, Plant & Equipment 4,00,000 3,00,000 
(b) Non Current Investments 3 3,20,000 - 
(2) Current Assets 

(a) Inventories 1,60,000 2,00,000 
(b) Trade Receivables 80,000 1,40,000 
(c) Cash & Cash Equivalents 40,000 60,000 

10,00,000 7,00,000 

Notes to Accounts: 
Virat 
Ltd.

Anushka 
Ltd.

1. Share Capital
60,000 equity shares of 10 each, fully paid up 6,00,000 
40,000 equity shares of 10 each, fully paid up 4,00,000 

6,00,000 4,00,000 
2. Reserves & Surplus

General Reserve 1,00,000 1,00,000 
1,00,000 1,00,000 

3. Non Current Investments

Shares in Anushka Ltd 3,20,000 - 
3,20,000 - 

 
From the following data, determine Minority interest on the date of acquisition and on the date 
of consolidation in each case: 

Case 
Subsidiary
Company 

% 
shares 
owned 

Cost 

Date of acquisition
01.01.2019 

Consolidation Date 
31.12.2019 

Share 
Capital 

Profit & 
Loss A/c 

Share 
Capital 

Profit & 
Loss A/c 

Case A X 90% 2,00,000 1,50,000 75,000 1,50,000 85,000 
Case B Y 75% 1,75,000 1,40,000 60,000 1,40,000 20,000 
Case C Z 70% 98,000 40,000 20,000 40,000 20,000 
Case D M 95% 75,000 60,000 35,000 60,000 55,000 
Case E N 100% 1,00,000 40,000 40,000 40,000 65,000 

From the following information of Beta Ltd. and its subsidiary Gamma Ltd. drawn up at 31st 
March, 2021, prepare a consolidated balance sheet as at that date 

Beta Ltd. Gamma Ltd. 
Share Capital 
Shares of  100 each 15,00,000 2,50,000 
Reserves and Surplus 
Reserves 5,00,000 1,87,500 
Profit and Loss Account 2,50,000 62,500 
Current Liabilities 
Trade Payables 3,75,000 1,42,500 

Pg no._____ (Inter Nov 2019) (5 Marks) / (RTP Nov 2020) /(ICAI Study Material) Question 4

Pg no._____ (RTP May 2022)Question 5
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Non-Current Assets 
Property, Plant & Equipment 
Machinery 7,50,000 2,25,000 
Furniture 3,75,000 42,500 

Current Assets 11,00,000 3,75,000 
Non-Current Investments 
Shares in Gamma Ltd. - 2,000 shares @ 200 each 4,00,000 - 

Reserves and Profit and Loss Account of Gamma Ltd. stood at 62,500 and 37,500 
respectively on the date of acquisition of its 80% shares by Beta Ltd. on 1st April, 2020. 
Machinery (Book-value  2,50,000) and Furniture (Book value  50,000) of Gamma Ltd. were 
revalued at  3,75,000 and  37,500 respectively on 1st April, 2020 for the purpose of fixing 
the price of its shares. [Rates of depreciation computed on the basis of useful lives: Machinery 
10%, Furniture 15%.] 

 
The following summarised Balance Sheets of H Ltd. and its subsidiary S Ltd. were prepared 
as on 31st March, 2020: 

H Ltd. S Ltd. 
Equity & Liabilities 
Shareholders' Funds 
Equity Shares of 10 each, fully paid up 12,00,000 2,00,000 
Reserves and Surplus 
General Reserve 4,35,000 1,55,000 
Profit and Loss Account 2,80,000 65,000 
Current Liabilities 
Trade Payables 3,22,000 1,23,000 

22,37,000 5,43,000 

Assets 
Non-Current Assets 
Property, Plant & Equipment 
Machinery 6,40,000 1,80,000 
Furniture 3,75,000 34,000
Non-Current Investments 
Shares in S Ltd. - 16,000 shares @  20 each 3,20,000 - 
Current Assets 
Inventories 2,68,000 62,000 
Trade Receivables 4,70,000 2,35,000 
Cash and Bank 1,64,000 32,000 

22,37,000 5,43,000 

 

its shares (rates of depreciation computed on the basis of useful lives : Machinery 10% and 

since the acquisition of the shares. These goods are charged at 10% above cost. The 
0 purchased from S Ltd.   

You are required to prepare Consolidated Balance Sheet as at 31st March, 2020. 

Pg no._____ (Inter May 2018) (20 Marks) / (RTP Nov 2019) Question 6
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st March, 2020 summarised Balance Sheets of H Ltd. & subsidiary S Ltd. stood as follows: 

H Ltd. S Ltd. 
Equity & Liabilities 
Shareholders' Funds 
Equity Shares of 10 each, fully paid up 13,40,000 2,40,000
Reserves and Surplus 4,80,000 1,80,000 
Profit and Loss Account 2,40,000 60,000 
Secured Loans 
12% Debentures 1,00,000 - 

Current Liabilities 
Trade Payables 2,00,000 1,22,000 

 1,00,000 - 
Bills Payable 60,000 14,800 

25,20,000 6,16,800 
Assets 
Non-Current Assets 
Property, Plant & Equipment 
Machinery 7,20,000 2,16,000 
Furniture 3,60,000 40,800 
Non-Current Investments 

Shares in S Ltd. - 19,200 shares @  20 each 3,84,000 - 
Current Assets 
Inventories 6,00,000 2,00,000 
Trade Receivables 3,00,000 90,000 
Bills Receivables 1,00,000 30,000 
Cash at Bank 56,000 40,000 

25,20,000 6,16,800 
The following information is also provided to you:  
(a) H Ltd. purchased 19,200 shares of S Ltd. on 1st April, 2019, when the balances of Reserves 

(b)
st April, 2019, for the purpose of fixing 

the price of its shares. (Rates of depreciation computed on the basis of useful lives: 
Machinery 10%, Furniture 15%).  

(c) st 
accepted in favour of H Ltd.  

Prepare Consolidated Balance Sheet of H Ltd. and its Subsidiary S Ltd. as at 31st March, 2020.

 

The summarised Balance Sheet of Super Limited and Clear Limited as on 31st March, 2024 is 
as below: 

Particulars Notes
Super

Limited 
Clear

Limited 
Equity and Liabilities 
Shareholder’s Funds 

Share Capital 1 95,00,000 50,00,000 
Reserves and Surplus 2 25,75,000 12,25,000 

Pg no._____ (Inter Jan 2021) (20 Marks) Question 7
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Non-Current Liabilities 
Long term borrowings 3 5,00,000 2,00,000 

Current Liabilities 
Short term borrowings 4,50,000 – 
Trade Payables 3,65,000 2,45,000 

Total 1,33,90,000 66,70,000 
Assets 
Non-Current Assets 

(a) Property, Plant and Equipment 4 77,00,000 54,00,000 

(b) Non-Current Investment 5 41,50,000 – 
Current Assets 

(a) Inventories 6,75,000 5,65,000 
(b) Trade Receivables 5,85,000 4,90,000 
(c) Cash and Cash equivalents 2,80,000 2,15,000 

Total 1,33,90,000 66,70,000 
 Notes to Accounts: 

Particulars 
Super

Limited 
Clear

Limited 
1. Share Capital

 80,00,000 – 
 – 50,00,000

100 each fully paid up 15,00,000 – 
95,00,000 50,00,000 

2. Reserves and Surplus
General Reserve 15,50,000 6,50,000 
Profit and Loss Account 10,25,000 5,75,000 

25,75,000 12,25,000 
3. Long term Borrowings

10% Debentures 5,00,000 – 
9% Debentures – 2,00,000

4. Property, Plant and Equipment
Land and Building 65,00,000 45,50,000 

Plant and Machinery 9,50,000 6,75,000 
Furniture and Fittings 2,50,000 1,75,000 

77,00,000 54,00,000 
5. Non-Current Investment

Investment in Clear Limited 41,50,000 – 
Additional Information: 
a.) Super Limited holds 75% of Equity Shares in Clear Limited since the incorporation of Clear 

Limited. 
b.) 25% of Trade Receivables of Super Limited is due from Clear Limited. 
c.) During the year Super Limited sold inventory costing  2,00,000 to Clear Limited at a price 

of 15% above cost. The entire inventory remains unsold with Clear Limited at the end of 
financial year. 

Prepare Consolidated Balance Sheet of Super Limited & Clear Limited as on 31st March, 2024. 

 
H Ltd. acquired 15000 shares in S Ltd. for  1,55,000 on July 1, 2022. The Balance sheet of the 
two companies as on 31st March, 2023 were as follows: 

Pg no._____ (Inter May 2023) (15 Marks) Question 9
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Equity and Liabilities: 
Equity Share Capital 9,00,000 2,50,000 
(Fully paid shares of  10 each) 
General Reserve 1,60,000 40,000 
Surplus i.e., Balance in Statement of Profit and Loss 80,000 25,000 
Bills Payable 40,000 20,000 
Trade Creditors 50,000 30,000

Total 12,30,000 3,65,000 
Assets:
Machinery 7,00,000 1,50,000 
Furniture 1,00,000 70,000 
Investment in Equity Shares of S Ltd. 1,55,000 - 
Stock-in-Trade 1,00,000 50,000
Trade Debtors 60,000 35,000
Bills Receivable 25,000 20,000 
Cash at Bank 90,000 40,000 

Total 12,30,000 3,65,000 
The following additional information is provided to you: 

a. General reserve appearing in the Balance Sheet of S Ltd, remained unchanged since
31st March, 2022.

b. Profit earned by S Ltd. for the year ended 31st March, 2023 amounted to  20,000.
c. H Ltd. sold goods to S Ltd. costing  8,000 for  10,000, 25% of these goods remained

unsold with S Ltd. on 31st March, 2023.
d. Creditors of S Ltd. include  4000 due to H Ltd. on account of these goods.
e.  15,000 are those which have been accepted in

1st March, 2023,  8000 worth of
bills receivable in favour of its creditors.

You are required to draw a consolidated Balance Sheet as on 31st March, 2023.

 
Ltd. and S Ltd. give the following information: 

H Ltd. (  in 000’s) S Ltd. (  in 000’s) 
Equity Share Capital – Authorised 5,000 3,000 
Issued and subscribed in  

 4,000 2,400 
General Reserve 928 690 

Profit and Loss Account (Cr. Balance) 1,305 810 
Trade payables 611 507 
Provision for Taxation 220 180 

 65 17 
Plant and Machinery 2,541 2,450 
Furniture and Fittings 615 298 
Investment in the Equity Shares of S Ltd. 1,500 -
Inventory 983 786 
Trade receivables 820 778 
Cash and Bank Balances 410 102 
Sundry Advances (Dr. balances) 260 190 

Pg no._____ (RTP Nov 2022) Question 10
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Following Additional Information is available: 
a)

following balances stood in the books of S Ltd.:
 

b) -acquisition profits. H Ltd.
credited the dividend received to its Profit and Loss Account.

c)
shares held as bonus shares out of pre-acquisition General Reserve.

d)
from H Ltd., which had made a profit of 25% on cost.

e) Details of Trade payables and Trade receivables:
H Ltd. (  in 000’s) S Ltd. (  in 000’s) 

Trade payables 

   -Bills Payable 124 80 
   -Sundry creditors 487 427 

611 507 
Trade receivables 
   -Debtors 700 683 
   -Bills Receivables 120 95 

820 778 
Prepare a consolidated Balance Sheet as at 31st March, 2022. 

 

Gamma Ltd. acquired 24,000 equity shares of    
4,60,200. The profit and loss account of Beta Ltd. showed a balance of  15,000 on April 1,2023. 
The plant and machinery of Beta Ltd. which stood in the books at  2,25,000 on April 1,2023 
was considered worth  2,70,000 on the date of acquisition. 
The information of the two companies as at 31-3-2024 was as follows: 

  
Equity Share capital (  10 each fully paid) 7,50,000 3,00,000 

General reserve 3,60,000 1,50,000 
Profit and loss account 85,800 1,23,000 
Current Liabilities 2,54,700 49,500 
Land and building 2,70,000 2,85,000 
Plant and machinery 3,60,000 2,02,500 
Investments 4,60,200 
Current assets 3,60,300 1,35,000 

You are required to compute impact of revaluation of Plant and Machinery. 

 

Power Ltd. earned 
 

What is the amount of minority interest as on 1st January, 2020 and 31st December, 2020? 
Also compute goodwill/ capital reserve at the date of acquisition.

 

lakhs. Following information is available from balance sheet of Queen Ltd. as on 31st Mar, 2020 

Pg no._____ (ICAI Study Material) 

Pg no._____ (ICAI Study Material)Question 13

Question 12

Pg no._____ (MTP May 2024) Question 11
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 in Lakhs 
Property, Plant & Equipment 240
Investments 110 
Current Assets 140 
Loans & Advances 30 
15% Debentures 180 
Current Liabilities 100 

The following revaluations have been agreed upon (not included in the above figures): 
Property, plant and equipment- up by 20% and Investments- down by 10%. King Ltd. purchased 

-  
Calculate the amount of goodwill/capital reserve on acquisition of shares of Queen Ltd. 

A Ltd. acquired 60% shares of B Ltd. @  20 per share. Following is the extract of Balance 
Sheet of B Ltd.: 

10,00,000 Equity Shares of  10 each 1,00,00,000 
10% Debentures 10,00,000 
Trade Payables 55,00,000 
Property, Plant & Equipment 70,00,000 
Investments 45,00,000 
Current Assets 68,00,000 
Loans & Advances 22,00,000 

Property, Plant and Equipment were to be depreciated @ 10% and investment to be taken at 
market value of  60,00,000. Calculate the Goodwill or Capital Reserve to be recorded in 
Consolidated Financial Statements 

 

- 

the net assets of B Ltd. on this date.  
Also compute goodwill/capital reserve for A Ltd. on acquisition of shares of B Ltd. from the 
following information available from the balance sheet of B Ltd. as on 31st March, 2021 

 in Lakhs 
Property, Plant & Equipment 360 
Investments 90 
Current Assets 140 
Loans & Advances 30 
15% Debentures 180 
Current Liabilities 100 

 

Both the companies follow calendar year as the accounting year.  

 i.e. 2018 and 
 

Show Minority Interests & Cost of Control at the end of each year for purpose of consolidation. 

Pg no._____ (Inter May 2019) (10 Marks) / (RTP May 2023) Question 16

Pg no._____ (RTP May 2021) Question 15

Pg no._____ (ICAI Study Material) / (RTP May 2024) (Similar) Question 14
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GB Limited acquired 80% of equity shares of TB Limited on 1st April, 2016 at a cost of  
58,00,000 when TB Limited had an Equity share capital of  50,00,000 and Reserves and 
Surplus of  4,64,000. The following information is provided: 

Year Profit/(Loss) of TB Limited ( ) 
2016-17 (14,50,000) 
2017-18 (23,20,000) 
2018-19 (29,00,000) 
2019-20 (6,96,000) 
2020-21 1,90,000 
2021-22 6,80,000 
2022-23 12,70,000 

You are required to calculate the minority interests and cost of control at the end of each year 
for the purpose of consolidation. 

 
Consider the following summarized Balance Sheets of subsidiary MNT Ltd. 

Liabilities 2018-19  
 

2019-20  
 

Share Capital 
Issued and subscribed  
7500 Equity Shares of 100 each 7,50,000 7,50,000 
Reserve and Surplus 
Revenue Reserve 2,14,000 5,05,000 
Securities Premium 72,000 2,07,000 
Current Liabilities and Provisions 
Trade Payables 2,90,000 2,46,000 

 - 1,70,000 
Provision for Taxation 2,62,000 4,30,000 

15,88,000 23,08,000 
Assets 

Property, Plant & Equipment (Cost) 9,20,000 9,20,000 
Less:  Accumulated Depreciation (1,70,000) (2,82,500) 

7,50,000 6,37,500 
Investment at Cost - 5,30,000 
Current Assets 
Inventory 4,12,300 6,90,000 
Trade Receivable 2,95,000 3,43,000
Prepaid expenses 78,000 65,000 
Cash at Bank 52,700 42,500 

15,88,000 23,08,000 

1) MNT Ltd. is a subsidiary of LTC Ltd.
2)

inventories values in line with those of LTC Ltd., its value of inventory is required to be
-  the end of 2019-

2020. (Inventory of 2018-19 has been sold out during the year 2019-20)
3) MNT Ltd. deducts 2% from Trade Receivables as a general provision against doubtful debts.

Pg no._____ (Inter Nov 2019) (10 Marks) Question 18

Pg no._____ (Inter Nov 2023) (15 Marks)  Question 17
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4)
25,000 in 2018- -20 being part of initial Sales Promotion expenditure

-19, which is being written off over three years. Similar nature of Sales
Promotion expenditure of LTC Ltd. has been fully written off in 2018-19.

Restate the balance sheet of MNT Ltd. as on 31st March, 2020 after considering the above 
information for the purpose of consolidation. Such restatement is necessary to make the 
accounting policies adopted by LTC Ltd. and MNT Ltd. uniform. 

 
The Balance Sheets of Art Limited and Craft Limited as on 31 March 2024 are as below: 

Particulars Note No Art Limited Craft Limited 
I. Equity and Liabilities 

a. Shareholder’s Fund
i. Share Capital 1 6,50,000 4,00,000 
ii. Reserve and Surplus 2 3,12,000 2,48,000 

b. Current Liabilities
i. Trade Payables 1,45,000 92,000 

ii. Short term borrowings 3 70,000 - 
11,77,000 7,40,000 

II. Assets
a. Non-current Assets

i. Property, Plant and Equipment 4 4,21,000 3,60,000
ii. Non-current investment 5 4,32,000 - 

b. Current Assets
i. Inventories 1,66,000 2,05,000 
ii. Trade Receivables 6 1,33,500 1,68,300 
iii. Cash and Cash equivalent 24,500 6,700 

11,77,000 7,40,000 

Notes to Accounts: 
Art Limited  Craft Limited 

1. Share capital
6,500 shares of  100 each fully paid up  
4,000 shares of  100 each fully paid-up 

6,50,000 
- 4,00,000 

Total 6,50,000 4,00,000 
2. Reserves and Surplus

General Reserve 
Profit and Loss account

1,20,000 
1,92,000

40,000 
2,08,000

Total 3,12,000 2,48,000 
3. Short term borrowings

 70,000 
- 

4. Property Plant and Equipment
Land and Building 
Plant and Machinery 

1,90,000 
2,31,000 

1,35,000 
2,25,000 

Total 4,21,000 3,60,000 
5. Non-current investments

Investment in Craft Limited (Cost) 4,32,000
- 

6. Cash and Cash equivalents
Cash 24,500 6,700 

Pg no._____ (Inter May 2024) (14 Marks)Question 19
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Additional information: 
(i)

Reserve and Surplus and Profit and Loss Account of Craft Limited showed a credit 
 

(ii)

Machinery is calculated @ 10% p.a. on the basis of useful life. The revaluation of Plant and 
Machinery is to be considered at the time of consolidation.

(iii) Craft Limited deducts 1% from Trade Receivables as a general provision against doubtful 
debts. This policy is not followed by Art Limited. 

(iv)
Art Limited for 1,03,500 which made a profit of 15% on cost price. 

You are required to prepare a consolidated Balance Sheet as on 31st March 2024. 

 

 
The Profit and Loss Accounts of A Ltd. and its subsidiary B Ltd. for the year ended 31st March, 
2020 are given below:  

Incomes 
 in Lakhs 

A Ltd. B Ltd. 
Sales and other income 7,500 1,500 
Increase in Inventory 1,500 300 

Total 9,000 1,800 
Expenses 
Raw material consumed 1,200 300 
Wages and Salaries 1,200 225 
Production expenses 300 150 

Administrative expenses 300 150 
Selling and distribution expenses 300 75 
Interest 150 75 
Depreciation 150 75 

Total 3,600 1,050 
Profit before tax 5,400 750 
Provision for tax 1,800 300 

Profit after tax 3,600 450 
Dividend paid 1,800 225 

Balance of Profit 1,800 225 

The following information is also given: 
a)  180 Lakhs to B Ltd at cost plus 25%. (1/6 of such goods were still in

inventory of B Ltd at the end of the year)
b)  8 Lakhs paid to A Ltd as consultancy fees.
c)
d) A Ltd holds 72% of the Equity Capital of B Ltd. The Equity Capital of B Ltd prior to 2018-19 is

Prepare a consolidated Profit and Loss Account for the year ended 31st March, 2020. 

Pg no._____ (Inter Nov 2018) (10 Marks) Question 20

TOPIC 2    CONSOLIDATED PROFIT & LOSS ACCOUNT 
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G Ltd. & its subsidiary K Ltd. give the following information for the year ended 31st March, 2023:

 
Particulars   

Sales and other Income 3,000 750 
Increase in Inventory 750 100 
Raw material consumed 600 100 
Wages and Salaries 600 75 
Production expenses 100 50 
Administrative expenses 75 50 
Selling and Distribution expenses 100 25 

Interest 75 30 
Depreciation 75 30 

The following information is also given: 
a. G Ltd. sold goods of  200 crores to K Ltd. at cost plus 25%. (1/5th of such goods were still

in inventory of K Ltd. at the end of the year)
b. G Ltd. holds 75% of the Equity share capital of K Ltd. and the Equity share capital of K Ltd.

is  800 crores on 01.04.2022 (date of acquisition of shares)
c. Administrative expenses of K Ltd. include  5 crore paid to G Ltd. as consultancy fees.

Also, selling and distribution expenses of G Ltd. include  20 crores paid to K. Ltd. as
commission.

Prepare a consolidated statement of Profit and Loss of G Ltd, with its subsidiary K Ltd. for the 
year ended 31st March, 2023. 

 
Moon Ltd. and its Subsidiary Star Ltd. provided the following information for the year ended 

31st March ,2021. 

Particulars Moon Ltd. ( ) Star Ltd. ( ) 
Equity Share Capital 2,00,00,000 60,00,000 
Finished Goods Inventory as on 01.04.2020 42,00,000 30,10,000 
Finished Goods Inventory as on 31.03.2021 85,75,000 37,62,500 
Dividend Income 16,80,000 4,37,500 

- 3,50,000 1,05,000 
Raw Material Consumed 1,39,30,000 47,25,000 
Selling & Distribution Expenses 33,25,000 15,75,000 

Production Expenses 31,50,000 14,00,000 
Loss on sale of Investments 2,62,500 Nil 

3,32,50,000 1,90,75,000 
Wages & Salaries 1,33,00,000 24,50,000 
General & Administrative Expenses 28,00,000 12,25,000 
Royalty Paid Nil 50,000 
Depreciation 3,15,000 1,40,000 
Interest Expense 1,75,000 52,500 

,
in the Star Ltd.
Star Ltd paid Dividend of 10% for the year ended 31st March, 2020. The Dividend was
correctly accounted for by Moon Ltd.

Pg no._____ (Inter Dec 2021) (15 Marks)/(RTP Nov 2023)/(ICAI Study Material) (Sim.) Question 22

Pg no._____ (Inter May 2023) (15 Marks) Question 21
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Moon Ltd sold goods of ,50,000 to Star Ltd. at the profit of 20% on selling price. Inventory
,00,000 received from the Moon Ltd.

,12,500 paid to the Moon Ltd. as
Brokerage Fees.

,80,000 paid to Star Ltd. as
consultancy fees.
Star Ltd. used some resources of Moon Ltd. & ,000 to Moon Ltd as royalty.

Consultancy fees, Royalty & brokerage received is to be considered as operating revenues. 
Prepare Consolidated Statement of P&L of Moon Ltd. and its Subsidiary Star Ltd. for the year 

ended 31.03.2021 as per Schedule III to the Companies Act, 2013.  

 
The Trial Balances of X Limited and Y Limited as on 31st March, 2021 were as under: 

  
Dr. Cr. Dr. Cr. 

2,000 400
7% Preference share capital - 400
Reserves 600 200 
6% Debentures 400 400
Trade Receivables/Trade Payables 160 180 100 120 
Profit & Loss A/c balance 40 30 
Purchases /Sales 1,000 1,800 1,200 1,900 
Wages and Salaries 200 300 

Debenture Interest 24 24 
General Expenses 160 120 
Preference share dividend upto 30.09.2020 7 14 
Inventory (as on 31.03.2021) 200 100 
Cash at Bank 27 12 
Investment in Y Limited 1,056 - 
Fixed Assets 2,200 1,580 

  Total 5,027 5,027 3,450 3,450 
Investment in Y Limited was acquired on 1st July, 2020 and consisted of 80% of Equity Share 
Capital and 50% of Preference Share Capital. After acquiring control over Y Limited, X Limited 

1,20,000, one fourth of such goods were still lying in inventory at the end of the year.  
Depreciation to be charged @ 10% in X Limited and @ 15% in Y Limited on Fixed Assets. 
Prepare Consolidated Statement of Profit and Loss for the year ended on 31st March, 2021. 

 
Suggest the accounting treatment for the below mentioned transactions in the consolidated 
financial statements of A Ltd giving reference of the relevant guidance/standard. 
a. A Ltd holds 80% of the equity capital and voting power in B Ltd. A Ltd sells inventories

with B Ltd at the financial year end i.e. 31 March 2019.
b. A Ltd holds 75% of the equity capital and voting power in B Ltd. A Ltd purchases inventories

with A Ltd at the financial year end i.e. 31 March 2019.

Pg no._____ (Inter July 2021) (15 Marks) Question 23

Pg no._____ (RTP Nov 2020) (Part b) / (ICAI Study Material) Question 24
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Enterprises in preparation of their financial statements in compliance with the accounting
standards (AS) and in dealing with the topics not yet covered by any AS.  
Accounting Standard Board (ASB) in its task of development and review of AS.
ASB in promoting harmonization of regulations, accounting standards & procedures relating
to preparation & presentation of financial statements by providing basis for reducing the
number of alternative accounting treatments permitted by accounting standards.
Auditors in forming an opinion as to whether financial statements conform to the AS.
Users in interpretation of financial statements.

 

The framework applies to general-purpose financial statements (hereafter referred to as 
‘financial statements’ usually prepared annually for external users, by all commercial, 
industrial and business enterprises, whether in public or private sector. 
Nothing in the framework overrides any specific Accounting Standard. In case of conflict 
between an Accounting Standard and the framework, the requirements of the Accounting 
Standard will prevail over those of the framework. 
The principal areas covered by the framework are as follows:  

Components of financial statements;
Objectives of financial statements;
Assumptions underlying financial statements;
Qualitative characteristics of financial statements;
Elements of financial statements;
Criteria for recognition of elements in financial statements;
Principles for measurement of financial elements;
Concepts of Capital and Capital Maintenance.

 

Balance sheet Portrays value of economics resources controlled by an enterprise. 

Statement of P&L Presents the results of operations of an enterprise.
Cash flow statement Shows the way an enterprise generates cash and uses it. 

Notes & other 
statements 

Presents supplementary information explaining different items 

PURPOSE OF FRAMEWORK

COMPONENTS OF FINANCIAL STATEMENTS

STATUS & SCOPE OF THE FRAMEWORK
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The objective of financial statements is to provide information about the financial position, 
performance and cash flows of an enterprise that is useful to a wide range of users in 
making economic decisions. 

Investors Analysis of performance, profitability, financial position of Co. 
Employees Knowledge of stability, continuity, growth 

Suppliers, creditors Determination of credit worthiness 

Customers Analysis of stability, profitability. 
Government Evaluation of entity’s performance & contribution to social objectives. 

Lenders Determine whether their loans and interest will be paid when due. 
Public Determine contribution to the local economy and public at large 

 

Accrual 
Transactions are recognized as and when they occur, without 
considering receipt /payment of cash. 

Going concern 
Enterprise will continue in operation in foreseeable future and will 
not liquidate. 

Consistency 
Using same accounting policies for similar transactions in all 
accounting periods. 

 

Understandability 
Information presented in financial statements should be readily 
understandable by the users with reasonable knowledge of business 
and economic activities. 

Relevance 
Financial statements should contain relevant information only. 
Information, which is likely to influence the economic decisions by the 
users, is called relevant. 

Reliability 
Information must be reliable; that is to say, they must be free from 
material error and bias. 

Comparability 
Financial statements should permit both inter-firm and intra-firm 
comparison. 

True and Fair 
view 

Financial statements should show a true and fair view of the 
performance, financial position and cash flows of an enterprise. 

 

Asset 
Resource controlled by the enterprise as a result of past events from which 
future economic benefits are expected to flow to the enterprise 

Liability* 
Present obligation of the enterprise arising from past events, the 
settlement of which is expected to result in an outflow of a resource 
embodying economic benefits. 

Equity Residual interest in assets of an enterprise after deducting all its liabilities. 

OBJECTIVES & USERS OF FINANCIAL STATEMENTS

FUNDAMENTAL ACCOUNTING ASSUMPTIONS

QUALITATIVE CHARACTERISTICS OF FINANCIAL STATEMENTS

ELEMENTS OF FINANCIAL STATEMENTS  
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Income/gain
Increase in economic benefits during accounting period in form of inflows 
or enhancement of assets or decreases in liabilities that result in increase 
in equity other than those relating to contributions from equity participants 

Expense/loss 
Decrease in economic benefits during accounting period in form of outflows 
or depletions of assets or incurrence of liabilities that result in decrease in 
equity other than those relating to distributions to equity participants. 

* Example:  
A Ltd. has entered into a binding agreement with P Ltd. to buy a custom-
40,000. At the end of 2021-22, before delivery of the machine, A Ltd. had to change its method 
of production. The new method will not require the machine ordered and it will be scrapped 
after delivery. The expected scrap value is nil.  
Advise the accounting treatment & pass the necessary journal entry. 

Solution 
A liability is recognised when outflow of economic resources in settlement of a present 
obligation can be anticipated and the value of outflow can be reliably measured.  

economic benefit to the enterprise beyond the current accounting period is considered 
improbable, the expenditure incurred is recognised as an expense rather than as an asset. In 
the present case, flow of future economic benefit from the machine to the enterprise is 
improbable. The entire amount of purchase price of the machine should be recognised as an 
expense. The accounting entry is suggested below: 

Loss on change in production method A/c   Dr.  40,000 
    To P Ltd.         40,000 

(Loss due to change in production method) 
Profit & Loss A/c     Dr. 40,000 

To Loss on change in production method A/c 40,000 
(Loss transferred to P&L Account) 

 

Measurement is the process of determining money value at which an element can be 
recognized in the balance sheet or statement of profit & loss. Framework for Preparation and 
Presentation of Financial statements recognizes four alternative measurement bases for the 
purpose of determining the value at which an element can be recognized in the balance sheet 
or statement of profit & loss. 

Historical cost Acquisition price 

Current Cost

Assets are carried out at the amount of cash or cash equivalent that would 
have to be paid if the same or an equivalent asset was acquired currently. 
Liabilities are carried at the undiscounted amount of cash or cash 
equivalents that would be required to settle the obligation currently. 

Realisable 
(Settlement) 

Value 

For assets, amount currently realisable on sale of the asset in an orderly 
disposal. For liabilities, this is the undiscounted amount expected to be 
paid on settlement of liability in the normal course of business. 

Present Value 

Assets are carried at present value of future net cash flows generated by 
the concerned assets in the normal course of business. Liabilities are 
carried at present value of future net cash flows that are expected to be 
required to settle the liability in the normal course of business. 

MEASUREMENT BASIS OF ELEMENTS IN FINANCIAL STATEMENTS
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Example 1 (Historical cost)   

has to 

5,00,000 @ 18% p.a repayable at the end of 15th year together with interest.  

 

Example 2 (Current cost)   
A machine was acquired for $ 10,000 on deferred payment basis. The rate of exchange on date 

Payments are to be made in 5 equal annual instalments together 
 

 
 

 
Note that the amount of liability recognised is not the present value of future payments. This 
is because, in current cost convention, liabilities are recognised at undiscounted amount. 

Example 3 (Present Value) 

rning rate is 10% per year. 

value realised by use of the asset is called value in use. The value in use is the value of asset 
by present value convention.  

 
 

not appropriate to carry any asset at a value higher than its recoverable value.  
Thus –  

Financial capital 
maintenance 

At historical 
cost 

Opening & closing assets are stated at historical costs. 

At current 
purchasing

power

Restatement at closing prices using average price 
indices.

Physical capital 
maintenance Restatement at closing prices using specific price indices. 

CAPITAL MAINTENANCE
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Example 1 (Financial Capital Maintenance at historical cost)   

 
 

– 
–  

price of the product. 

Example 2 (Financial Capital Maintenance at current purchasing power)  
In the previous example (Example 1), suppose that the average price indices at the beginning 
and at the end of year are 100 and 120 respectively.    

 
 

– 
– -  

The negative retained profit indicates that the trader has failed to maintain his capital. The 

 –  

 

Example 3 (Physical Capital Maintenance) 
In the previous example (Example 1) suppose that the price of the product at the end of year 

 

–  
 
 

– -  
The negative retained profit indicates that the trader has failed to maintain his capital. The 

00 –  
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Mohan 

30 each.  In order to maintain the capital intact, calculate maximum amount, which can be 
withdrawn by Mohan in the year 2021-22 if Financial Capital is maintained at historical cost. 

Solution 
Particulars

 18,00,000 represented by cash 
Opening equity 12,00,000 

Permissible drawings to keep Capital intact 6,00,000 (18,00,000 – 12,00,000) 

 
Balance sheet of a trader on 31st March, 2021 is given below 

Liabilities Amount Assets Amount 
Capital 60,000 Property, Plant & Equipment 65,000 
Profit and Loss Account 25,000 Stock 30,000 
10% Loan 35,000 Trade receivables 20,000 
Trade payables 10,000 Deferred Expenditure 10,000 

Bank 5,000 
1,30,000 1,30,000 

Additional information: 
a) The remaining life of Property, Plant & Equipment is 5 years. The pattern of use of the asset

b) The trader’s purchases & sales in 2021-
c) & 
d) Expenses (including interest on 10% loan of 3,500
e) Deferred expenditure is amortised equally over 4 years.
f) Trade Receivables 

-installation of certain product supplied to the customer.
g)
h)
i)
Prepare the Profit and Loss Accounts and Balance Sheets of the trader in two cases 
(i) assuming going concern (ii) not assuming going concern 

Solution Profit and Loss Account for the year ended 31st March, 2022 
Case (i) Case (ii) Case (i) Case (ii) 

To Opening Stock 30,000 30,000 By Sales 4,50,000 4,50,000 
To Purchases 4,00,000 4,00,000 By Closing Stock 32,000 40,000 
To Expenses 14,900 14,900 By Trade payables - 600 
To Depreciation 13,000 5,000 
To Provision for  
doubtful debts 

2,000 6,000 

To Deferred 
expenditure 

2,500 10,000 

(ICAI Study Material) Question 1

(ICAI Study Material) Question 2

ASSIGNMENT QUESTIONS
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To Loan penalty - 2,500 
To Net Profit (b.f.) 19,600 22,200 

4,82,000 4,90,600 4,82,000 4,90,600 

Balance Sheet as at 31st March, 2022 
Liabilities Case (i) Case (ii) Assets Case (i) Case (ii) 

Capital 60,000 60,000 Property, Plant & 
Equipment 

52,000 60,000 

Profit and Loss A/c 44,600  Stock 32,000 40,000 
10% Loan 35,000  Trade receivables 

(less provision) 
23,000 19,000 

Trade payables 12,000 11,400 Deferred 
expenditure 

 - 

Bank  
1,51,600 1,56,100 1,51,600 1,56,100

 
Given below is the Balance Sheet of Sky and Associates as on 31st March, 2023: 

Liabilities  Assets  
Capital 1,60,000 Machinery 1,80,000 
Profit and Loss Account 93,000 Stock 1,15,000 
8% Loan 40,000 Trade Receivables  
Trade Payables 66,000 Deferred Expenditure 9,000 
Bank Overdraft 20,000 

  
Additional Information: 

1) The firm is planning to shutdown its business with immediate effect from 1st April, 2024.
2) The sale and purchase of the firm for the year 2023-

6,50,000 respectively
3) The value of Closing Stock as on 31-3-

estimated at 120% of cost.
4)
5) Deferred expenditure is getting amortized over 5 years starting from 31-3-2022.
6) The remaining life of Machinery is expected to be 3 years. The realizable value of Machine

8) Bank has charged a penalty of  2,500 for crossing the overdraft limit.
9) The lender has agreed to forgo 50% of interest charge for the year.

10)  4,000 from creditors at the time of full and final
settlement.

You are required to prepare a Profit and Loss A/c. for the year ended 31st March, 2024 to 
ascertain its Profit/Loss for the period.

 
Opening Balance Sheet of Mr. A is showing the aggregate value of assets, liabilities and equity 

transactions: 

(ICAI Study Material) Question 4

(Inter Jan 2025) (4 Marks)Question 3
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(1)
(2)  
(3)  
(4)  

You are required to show the effect of above transactions on Balance Sheet in the form of 
Assets - Liabilities = Equity after each transaction. 

Solution 
Effects of each transaction on Balance sheet of the trader is shown below: 

Assets 
(Lakh) 

- 
Liabilities 

(Lakh) 
= 

Equity 
(Lakh) 

Opening 8.00 - 3.00 = 5.00 
(1)  Dividend earned 8.20 - 3.00 = 5.20 
(2) Settlement of Creditors  - 2.30 = 5.40 
(3)  Rent Outstanding  - 2.40 = 5.30 
(4)  Drawings - 2.40 = 5.21

 
Mr. Roy is engaged in Trading of Item I and II. Following Data are available from his Accounting 
records for Accounting period (1st April, 2021 to 31st March, 2022)  
(i) -22.  
(ii) -22.  
(iii) -22.  
(iv) -22.  
(v) Payment for Item II purchase was done on 20th 

payment  
(vi)  
(vii)  
Prepare Profit & Loss A/c of trader by applying cash basis and accrual basis of accounting 

Solution 
Cash basis of accounting 

Profit and Loss Account for the period 2021-22 
Particulars  Particulars  

To Purchase 60,000 By Sale 65,000 
To Insurance 2,400 
To Net Profit 2,600 

65,000 65,000 

Accrual basis of accounting 
Profit and Loss Account for the period 2021-22 

Particulars  Particulars  

To Purchase 64,500 By Sale 80,000 
* 200 By Discount Received** 200 

To Insurance (2,400 - 600) 1,800 
To Net Profit  

80,200 80,200 

*Considered that there was no payment of wages during the year. This worker was hired only
in month of March. 
** This discount was known and determined in the year 2021-22 (till 31st March, 2022).

Question 5
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30 each. In order to maintain the capital intact, calculate the maximum amount, which can be 
withdrawn by Aman in the year 2021-22 if Financial Capital is maintained at historical cost. 

Solution 
Particulars  

1,20,000 units) 36,00,000 represented by cash 
Opening equity 24,00,000 

Permissible drawings to keep Capital intact 12,00,000 (36,00,000 – 24,00,000) 

 
Explain how financial capital is maintained at historical cost?   

30 each.  In order to maintain the capital intact, calculate the maximum amount, which can be 
withdrawn by Kishore in the year 2021-22 if Financial Capital is maintained at historical cost. 

Solution 
Financial capital maintenance at historical cost: Under this convention, opening and closing 
assets are stated at respective historical costs to ascertain opening and closing equity. If 
retained profit is greater than or equals to zero, the capital is said to be maintained at 
historical costs. This means the business will have enough funds to replace its assets at 
historical costs. This is quite right as long as prices do not rise.  
Maximum amount which can be withdrawn by Kishore in year 2021-22 if Financial capital is 
maintained at historical cost 

Particulars  
 22,50,000 represented by cash 

Opening equity  
Permissible drawings to keep Capital intact – 15,00,000) 

-22 if 
Financial capital is maintained at historical cost. 

 
120,000, represented by 6000 units of a 

- - per unit 
- 

per unit. Compute retained profit of the trader under the concept of physical capital 
maintenance at current cost. Also state, whether answer would be different if the trader had 
not withdrawn any amount. 

Solution 
Physical Capital Maintenance at Current Cost 
In the given case, the specific price index applicable to the product is 125 (25/20X100). 

Current cost of opening stock 
 

 

(RTP Nov 2019) / (RTP May 2021)/ (RTP May 2024) (Similar) Question 1

(Inter July 2021) (5 Marks) Question 3

(Inter Jan 2021) (5 Marks)Question 2

PRACTICE QUESTIONS
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Current cost of closing cash –   
Opening equity at closing current costs  
Closing equity at closing current costs  

–  (-  
The negative retained profit indicates that the trader has failed to maintain his capital. The 

 –  
If the trader had not withdrawn any amount, then the answer would have been as below: 

Current cost of opening stock  
Opening equity at closing current costs  

–     
 

 
Balance Sheet of Anurag Trading Co. on 31st March, 2021 is given below: 

Liabilities Amount Assets Amount 

Capital 50,000 Property, Plant & Equipment 69,000
Profit and Loss Account 22,000 Stock 36,000 
10% Loan 43,000 Trade Receivables 10,000 
Trade Payables 18,000 Deferred Expenses 15,000 

Bank 3,000 
1,33,000 1,33,000 

Additional Information: 
a) Remaining life of Property, Plant & Equipment is 5 years with even use. The net realizable

64,000.
b) Sales and purchases for the year 2021- 5 4.50 lacs respectively.
c)
d) General Expenses for the year 2021-
e) Deferred Expenditure is normally amortised equally over 4 years starting from F.Y. 2020-

f) Out of trade receivables 
redesign of certain product already supplied to the customer.

g)
h) There is pre-
Prepare Profit & Loss Account for year ended 31st Mar, 2022 by assuming not a Going Concern. 

Solution 
Profit and Loss Account for the year ended 31st March, 2022 (not assuming going concern) 

Amount Amount 
To Opening Stock 36,000 By Sales 5,00,000 
To Purchases 4,50,000 By Closing Stock 38,000 

To General Expenses* 16,500 By Trade payables 500 
To Depreciation 5,000 
To Provision for doubtful debts 4,000 
To Deferred cost 15,000 
To Loan penalty 2,000 
To Net Profit (b.f.) 10,000 

5,38,500 5,38,500 
*Assumed that General Expenses includes interest on 10% loan amount for the year.

(ICAI Study Material)Question 4
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Following is the Balance Sheet of M/s. S Traders as on 31st March, 2021: 

Liabilities Amount Assets Amount 
Capital 1,50,000 Fixed Assets 1,05,000 
Profit and Loss Account 56,000 Stock 
11% Bank Loan 80,000 Debtors 68,000 
Trade Payables 52,000 Deferred Expenses 24,000 

Cash & Bank 65,000 
3,38,000 3,38,000 

Additional Information:   
(i) Remaining life of Fixed Assets is 6 years with even use. The net realizable value of Fixed 

 
(ii) Sales & Purchases for year 2021- & 
(iii)

66,000 respectively.  
(iv) General expenses (including interest on Loan) for the year 2021-  
(v) Deferred expenditure is normally amortised equally over 5 years starting from the 

Financial year 2020-  
(vi)

-installation of certain products supplied to 
the customer.  

(vii)  
(viii)  
(ix)  
Prepare Profit & Loss Account for the year ended 31st March, 2022 and Balance Sheet as on 
31st March, 2022 assuming the firm is not a going concern 

Solution 
Profit and Loss Account for the year ended 31st March, 2022 (not assuming going concern) 

Amount Amount 

To Opening Stock  By Sales  
To Purchases 6,25,000 By Closing Stock 66,000 
To General Expenses 53,800 By Trade payables 2,400 
To Depreciation 15,000 
To Provision for doubtful debts 15,000 
To Deferred expenses 24,000 
To Loan penalty 4,000 
To Net Profit (b.f.) 35,600 

8,48,400 8,48,400 
Balance Sheet as at 31st March, 2022 (not assuming going concern) 

Liabilities Amount Assets Amount 

Capital 1,50,000 Fixed Assets 90,000 
Profit and Loss Account 

 
91,600 Stock 66,000 

11% Loan 84,000 Trade receivables (less 
provision) 

50,000 

Trade payables 45,600 Deferred costs Nil 
Cash & Bank 1,65,200 

  

(Inter Nov 2020) (5 Marks) Question 5
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Summarised Balance Sheet of Cloth Trader as on 31.03.2021 is given below 

Liabilities Amount Assets Amount 
Capital 3,00,000 Property, Plant & Equipment 360,000 
Profit and Loss Account 1,25,000 Stock 1,50,000 
10% Loan 2,10,000 Debtors 1,00,000 
Creditors 50,000 Deferred Expenses 50,000 

Cash & Bank 25,000 
6,85,000 6,85,000 

Additional Information is as follows:  
(1) The remaining life of Property, Plant & Equipment is 8 years. The pattern of use of asset 

is even. The net realisable value of Property, Plant & Equipment on 31.03.2022 was 3,25,000 
(2) Purchases and Sales in 2021-  
(3) Cost & & 
(4)
(5) Deferred Expenses are amortized equally over 5 years.  
(6) Sundry Debtors on 31.03.22 are 1,50,000 of which 5,000 is doubtful. Collection of another 

25,000 depends on successful re-installation of certain product supplied to the customer; 
 

(8)  
(9)  
You are required to prepare: (Not assuming going concern)  

(1) Profit & Loss Account for the year 2021-22. 
(2) Balance Sheet as on 31st March, 2022. 

Solution 
Profit and Loss Account for the year ended 31st March, 2022 (not assuming going concern) 

Amount Amount 

To Opening Stock 1,50,000 By Sales  
To Purchases 22,50,000 By Closing Stock 2,50,000 
To Expenses*  By Trade payables  
To Depreciation 35,000 
To Provision for doubtful debts 30,000 
To Deferred cost 50,000 
To Loan penalty 25,000 
To Net Profit (b.f.) 3,89,500 

  

Balance Sheet as at 31st March, 2022 (not assuming going concern) 
Liabilities Amount Assets Amount 

Capital 3,00,000 Property, Plant & Equipment 3,25,000 
Profit and Loss Account 5,14,500 Stock 2,50,000 
10% Loan 2,35,000 Trade receivables  

(less provision) 
1,20,000 

Trade payables Deferred costs Nil 
Bank 4,22,000

  

Question 6 (Inter May 2019) (5 Marks)/ (RTP May 2022) / (RTP Nov 2022) 
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Mrs. A is showing the consolidated aggregate opening balance of equity, liabilities and assets 

transactions: 
1.
2.
3.
4.

You are required to prepare the statement of the effect of aforesaid each transaction on 
closing balance sheet in the form of Assets – Liabilities = Equity after each transaction. 

Solution 
Effect of each transaction on Balance sheet of Mrs. A is shown below: 
Transactions   Assets     –      

  Opening    10.00      –    4.00       =      6.00 

(1)  Dividend earned         10.20      –   4.00       =      6.20 
    

(2)  Settlement of Creditors          9.50       –    3.10       =      6.40 
   [10.20- -  

(3)  Salary Outstanding  9.50       –    3.30     =      6.20 
  -  

(4)  Drawings          9.30       –   3.30     =      6.00 
   [9.50- -  

 
As on 1st April, 2021 opening Balance Sheet of Mr. Mohanty is showing the aggregate value of 
Assets, Liabilities and Equity  12 Lakhs, 3 Lakhs and 9 lakhs respectively. 
During the accounting period 01/04/2021 to 31/03/2022, Mr. Mohanty has the following 
transactions: 

(a) A liability of  50,000 was finally settled at a discount of 2%. 
(b) Dividend earned @ 15% on 1,000 (F.V 100 each) Equity shares held @  12,000. 
(c) Rent of the premises paid  20,000. 
(d) Mr. Mohanty withdrew  10,000 for personal purposes and also withdrew Goods worth 

 5,000 for personal purposes. 
(e)  15,000 were received against Bill Receivables. 

You are required to show the effect of the above transactions on Balance Sheet in the form 
of Assets - Liabilities = Equity equation after each transaction. 

Solution 

Effects of each transaction on Balance sheet of the trader is shown below: 

Transactions Assets – Liabilities = Equity 
 lakh  lakh  lakh 

Opening 12 – 3 = 9 
(1) Settlement of 

Creditors 
12 – 0.49 = 11.51 – 3 – 0.50 = 2.5 = 9.01

(2) Dividend earned  – 2.5 =  
(3) Rent paid 11.66 -0.20 = 11.46 – 2.5 = 9.16 -0.20 = 8.96

(Inter Dec 2021) (5 Marks) Question 7

(Inter Nov 2022) (5 Marks) Question 8
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(4) Drawings 11.46 -0.15 = 11.31 – 2.5 = 8.96 -0.15 = 8.81 
(5) *Money received 
against B/R 

-0.15 = 11.31 – 2.5 = 8.81 

*No change as cash received from bills receivable will have impact on individual asset only

(will reduce bill receivables with corresponding increase in cash) 

 
“One of the characteristics of financial statements is neutrality”- Do you agree with this 
statement? 

Solution 
Yes, one of the characteristics of financial statements is neutrality. To be reliable, the 
information contained in financial statement must be neutral, that is free from bias. Financial 
Statements are not neutral if by the selection or presentation of information, the focus of 
analysis could shift from one area of business to another thereby arriving at a totally different 
conclusion on the business results. 

 
Mille started a business on 01.04.2022 with a capital of  15,00,000. She purchased 1,500 units 
of stock at  1,000 each. She sold the entire stock for  1,500 each unit till 31.03.2023.
You are required to calculate the maximum amount which can be withdrawn by Mille in order 
to keep her capital intact, if Financial Capital is maintained at: 

a. Historical Cost
b. Current Purchasing Power (opening index at 100 and closing index at 125)
c. Physical Capital Maintenance (Price per unit at the end of year is  1,350)

Solution 
Financial Capital Maintenance at historical Costs 

Sr. No. Particulars Computation  
(i) Opening Equity 1,500 x 1,000 15,00,000 
(ii) Closing Equity 1,500 x 1,500 22,50,000 
(iii) Maximum Drawing (ii)-(i)  

Financial Capital Maintenance at current purchasing power 
Sr. No. Particulars Computation  

(i) Opening Equity 1,500 x 1,000 x 125/100  
(ii) Closing Equity 1,500 x 1,500 22,50,000 
(iii) Maximum Drawing (ii)-(i)  

Financial Capital Maintenance at Physical Capital Maintenance 
Sr. No. Particulars Computation  

(i) Opening Equity 1,500 x1,350 20,25,000 
(ii) Closing Equity 1,500 x 1,500 22,50,000 
(iii) Maximum Drawing (ii)-(i) 2,25,000 

(ICAI Study Material) Question 9

Pg no._____ (Inter May 2023) (5 Marks) Question 10


