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INSTRUCTIONS: Attempt all questions. you are allowed to carry scientific calculators.

1. Happy Club is a membership club which charges an annual upfront fee of 30,000 on the first day of joining
the club. Out of the total fees, Rs. 6,000 is one time and non-refundable fees. In its membership
arrangement it has laid down that member can withdraw anytime by taking a refund of the fees for the
remaining months. Varun joined the club on March 1, 2010 and discontinued the membership from 30the of
June, 2010. Using revenue recognition principle, what revenue for the club will be recognized (a) on 1st

March and (b) till 30th June? (2 marks)

2. A mini truck has a cost of Rs5,00,000 and a salvage value of Rs.30,000 at the end of its useful service life
of 5 years. Calculate the total depreciation and the book value of the mini truck after 2 years using straight-
line-method and diminishing value method. (5 marks)

3. For each of the following situations, indicate whether you agree or disagree with the financial reporting
practice employed and state the basic assumption or accounting principle that is applied (if you agree) or
violated (if you disagree). (2 marks)

a} Jim Marley is the sole owner of Marley's Appliances. Jim borrowed $100,000 to buy a new home to
be used as his personal residence. This liability was not recorded in the records of Marley's Appliances.

b} Hewlett-Packard Corporation depreciates machinery and equipment over their useful lives.
c} Crosby Company lists land on its balance sheet at $120,000, its original purchase price, even though

the land has a current market value of $200,000.
d) Ace Appliance Company is involved in a major lawsuit involving injuries sustained by some of its

employees in the manufacturing plant. The company is being sued for $2,000,000, a material amount,
and is not insured. The suit was not disclosed in the most recent financial statements because no
settlement had been reached.

4. Analyze the effect of the following transactions on accounting equation and calculate the net cash arising
out ofthese transactions: (4 marks)

a} Started business with capital 1,00,000
b} Bought goods for cash 20,000
c) Bought goods from Ram on Credit 5,000
d) Sold goods for cash for 15,000 (Cost of goods Rs lOOOO)



S. Pearl Computer Academy Ltd. Is a software training institute. The trial balance of the company is given
below:

PEARL COMPUTER ACADEMY LTD.
Trial balance (March 31, 2017)

Debit Credit
Share Capital Rs1,30,00,000
Long-term borrowing 50,00,000
Building 1,20,00,000
Furniture 20,00,000
Computers 20,00,000
Supplies 5,00,000
Trade receivables 10,00,000
Cashand cash equivalents 30,00,000
Trade payables 1,00,000
Prepaid insurance 1,00,000
Revenue 38,00,000
Unearned revenue 10,00,000
Salaries expense 15,00,000
Electricity expense 5,00,000
Finance cost 3,00,000

2,29,00,000 2,29,00,000

The following additional information is available:
(a) Building and computer to be depreciated over useful life of 10 and 5 years respectively. Use SLM for

depreciation.
(b) The inventory of supplies on March 31 is 1,00,000
(c) Fee revenue of Rs10,00,000 is due from students for March
(d) Salaries of trainer for March totaling Rs1,00,000 have not been paid.
(e) Create provision for tax @ 30% of profit before tax.

Prepare statement of profit & loss and balance sheet as per the format prescribed under schedule III of
Companies Act 2013. (7 marks)


