Financial Accounting II
Answer Key
Section - A
1. A hire purchase system is a type of financial arrangement where a buyer agrees to pay for an item in installments over a period of time. The buyer gets immediate possession of the item (such as a car or appliances) but doesn't own it outright until the full payment is made.
2. The installment system is a method of purchasing goods or services where the buyer agrees to pay for the item in regular, fixed payments over a period of time, instead of paying the full price upfront. This system is commonly used for expensive items like furniture, electronics, or vehicles.
3. The Stock and Debtors' System refers to an accounting method used by businesses to keep track of their goods (stock) and amounts owed by customers (debtors). It helps ensure proper management of inventory and receivables, which are critical for a business's liquidity and overall financial health.
4. Departmental accounting is an accounting method that involves maintaining separate financial records for different departments or sections within a business or organization. This allows a company to track and analyze the performance, revenues, expenses, and profitability of each individual department.
5. New Ratio 13:5:6
6. New Ratio 4:1
7. The sacrificing ratio is a term used in partnership accounting. It refers to the proportion in which existing partners agree to sacrifice (or give up) their share of profits in favor of a new partner. It is calculated as the difference between the old profit-sharing ratio and the new profit-sharing ratio of the existing partners.
8. The dissolution of a partnership refers to the termination of the legal relationship between the partners, bringing an end to the partnership business either partially or entirely. It means that the existing agreement between the partners ceases to exist, and the firm may either be reconstituted (if some partners continue the business) or completely wound up (if the business is closed).
9. Two key objectives of Accounting Standards:
Uniformity and Consistency – Accounting Standards ensure that financial statements are prepared consistently across different organizations, making them comparable and reliable for stakeholders.
Transparency and Accuracy – They help in presenting financial information fairly and accurately, reducing the chances of misrepresentation or fraud.
10. Accounting Standards are a set of guidelines and rules issued by regulatory bodies to standardize financial reporting and ensure consistency, transparency, and comparability in financial statements.
11. Closing Debtors – Rs. 4100
12. Gross profit-X: Rs.11,310; Y: Rs.2280
Net profit-X: Rs.8850; Y: Rs.120
13.  
	No. of Installment
	Interest

	4th
	604

	3rd
	1180

	2nd
	1728

	1st
	2250

	Total
	5762



14. Branch Profit – 5,340
15. Books of A.B, C
Journal
	1. Cash a/c dr
To goodwill a/c
	1000

	
1000

	2. Goodwill a/c dr
To A’s capital a/c
To B’s capital a/c
	1000

	
600
400

	A’s capital a/c
B’s capital a/c
To Cash a/c
	600
400
	

1000



16. AP -Rs.70000
NP – Rs. 24000
SP – Rs. 46000
GW – 138000

17. The case of Garner vs. Murray established the rule that the remaining solvent partners must bear the loss in proportion to their capital accounts rather than in the profit-sharing ratio.
Rule Laid Down in the Case:
Solvent Partners Must Bear the Insolvent Partner’s Deficiency in Capital:
· If a partner is insolvent and cannot pay their share of losses, the remaining solvent partners must absorb the loss.
· This loss is not distributed based on the profit-sharing ratio, but instead, in proportion to the remaining partners' capital contributions.
· Application of Capital Ratio Instead of Profit-Sharing Ratio:
· The reasoning behind this is that a partner’s capital contribution represents their actual investment in the firm, and an insolvent partner’s failure should be compensated by those with higher capital contributions rather than by mere profit-sharing arrangements.
· Partner’s Private Assets Are First Used to Pay Off Their Share of Losses:
Before applying the rule, the insolvent partner’s private assets (if any) must first be used to settle their deficiency.
Only if their private estate is insufficient will the remaining partners cover the shortfall.

18.  Year 1: Rs 45,000 (Rs 25,000 principal + Rs 20,000 interest)
               Year 2: Rs 40,000 (Rs 25,000 principal + Rs 15,000 interest)
              Year 3: Rs 35,000 (Rs 25,000 principal + Rs 10,000 interest)
              Year 4: Rs 30,000 (Rs 25,000 principal + Rs 5,000 interest)
19. Difference Between Ind AS and IFRS
	Basis of Difference
	Ind AS (Indian Accounting Standards)
	IFRS (International Financial Reporting Standards)

	Issued By
	Ministry of Corporate Affairs (MCA), Government of India
	International Accounting Standards Board (IASB)

	Applicability
	Applicable to companies in India, mainly listed and large entities
	Used globally by companies in over 140 countries

	Objective
	Aligns with IFRS but with modifications to suit Indian business and legal requirements
	Designed for global financial reporting harmonization

	Terminology
	Uses terms like Statement of Profit and Loss
	Uses terms like Statement of Comprehensive Income

	Format of Financial Statements
	Prescribed by Schedule III of the Companies Act, 2013
	No specific format; companies follow general IFRS presentation rules

	Fair Value Measurement
	More conservative; some areas follow cost model instead of fair value (e.g., property, plant, and equipment)
	Prefers fair value measurement for most assets and liabilities

	Concept of Other Comprehensive Income (OCI)
	Some items are reclassified to profit and loss later
	Items classified under OCI remain separate from profit and loss

	Treatment of Goodwill
	Goodwill impairment testing done at different levels
	Impairment testing is done at the cash-generating unit (CGU) level

	Financial Instruments (Ind AS 109 vs. IFRS 9)
	Some relaxations in classification and measurement
	Strict classification and fair value measurement rules

	Leases (Ind AS 116 vs. IFRS 16)
	Some practical exemptions for Indian conditions
	More rigid application of lease accounting



SECTION - C
20. Machinery a/c total = 36448, Hire vendor a/c total = 24,776
21.  GP – Dept A- 4080; Dept B- 8640; Dept C – 12480
22. Revaluation Profit – A – 1125; B – 375
Capital a/c – A- 111125; B- 50375; C- 80750
Capital of C – (111125 + 50375) X 50% = rs. 80750
B/S – L- 322250 ; A – 322250
23. Loss on revaluatio – A – 8000; B – 8000; C- 4000

24. The development of Accounting Standards (AS) in India has evolved over time to ensure uniformity, transparency, and comparability in financial reporting. These standards are influenced by global accounting frameworks such as International Financial Reporting Standards (IFRS) but are adapted to meet India's economic and legal environment.

· Early Developments (Pre-1977)
· Formation of the Accounting Standards Board (ASB) – 1977
· Introduction of Indian Accounting Standards (AS)
· Legal Recognition of Accounting Standards
· Shift to IFRS Convergence – Introduction of Ind AS (2007-2015)
· Current Framework of Accounting Standards in India
· Future Developments & Ongoing Changes







