ACCOUNTANCY AND AUDITING, PAPER-1__PART — |1

"NOTE: (i) Part-11 is 1o be attempted on the separate Answer Book,

{ii) Altempt ONLY FOUR questions from PART-N h}- -'il:h"l:tmg TWO quest I N
SECTION. ALL questions carry EQUAL marks. G o

{ith All the pm'.t.t |_il‘ any) of each {}Uﬂ"ﬂﬂ must he .lllt_ll'l]'lt-l':d ot e place instend of at different places.

(iv) Write Q. No. in the Answer Book in accordance with . No. in the (. Paper.

(v} No Page/Space be left blank between the answers. All the blank pages of Answer Book must be eroisad. |

(vi) Extra attempt of any question or any part of the question will not be considered. II
{(vii) Use of Calculator is allowed.

—

SECTION -
Q.2.  The accountant of LRN Co. has prepared the following list of account balances as at 31 December
T
'}I:-::]. balance as at 31 December 2014:
PKR'000 PEKR"000
50pesa ordinary shares (fully paid) 450
10% debentures (secured) 200
Retained eamnings 1.1.2014 242
General reserve 1.1.2014 171
Land and buildings 1.1.2014 (cost) 430
Plant and machinery 1.1.2014 (cost) 830
Accumulated depreciation:
Buildings 1.1.2014 20
Plant and machinery 1.1.2014 222
Inventory 1.1.2014 190
Sales 2.695
Purchascs 2,152
Ordinary dividend 15
Debenture interest 10
Wages and salanes 254
Light and heat 3]
Sundry expenses 113
Suspense account 135
Trade accounis reccivable 179
Trade accounts payable 195
Cash 126
4,330 4,330

Naotes to trial balance:

(a) Sundry expenses include PKR 9,000 paid in respect of insurance for the ycar ended |
September 2015. Light and heat does not include an invoice of PKR 3,000 for electricity for
the three months ending 2 January 2015, which was paid in February 2015. Light and heat
also include PKR 20,000 relating to salesman’s commission.

(b) The suspense account is in respect of the following items:

PKR'000
Proceeds from share issue of 100,000 ordinary sharcs 120
Proceeds from sale of plant 300
480
Less consideration for acquisition of MAY & Co 285
135

(e)  The net assets of Mary & Co were purchased on 3 March 2014, Asscts were valued as follows:

PRR"000
». Equily instruments 23
Inventory 34
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::I.I."“llc_'ir_.:lﬂ"tnn- m.'lilnlll:l"l.‘d was sold Jue ng 4. The cquit!-'
3122014, Goodwill has not been impaired in value.

(d)  The property w : The buildings element of the cost was estimated at
2 ¥ Was acquired ar ago. g5 cict :
PKR 100,000 and 'h:q rsllimn::dm::;ul IiF:nf the assets was [ifty years al the time of purchase.

As at 31 December 2014 the property is to be revalued mt PKR 800,000,

(€} The plant which was sold had costs PKR 350,000 and had a net book value of PKR 274,000 as
at 1.1.2014, PKR 36,000 depreciation is to be charged on plant and machinery for 2014,

instruments were still held by Leaming

(N The management wish 10 provide for:

*  Dehemure interest due
*  Atransfer to general reserve of PKR 16,000
*  Audit fees of PKR 4,000

(2) Inventory as st 31 December 2014 was valued at PKR 220,000 (at cost)

{h) Taxistobe ignored

() Take all depreciation 10 cost of sales

' (20)

Required:
Prepare the financial siatements of LRN Co as at 31 December 2014, You do not need

“to produce notes to the statements.

Q.3. Yay The objective of [FRS 5 Non-current Assels licld for Sale and Discontinued Opcrations
specifics, amongst other things, accounting for and presentation and disclosure of discontinued
operations. (08)

Required:
Define a discontinucd operation and explain why the disclosure of such information is

important to users of financial statements.

(b) RCR Co's sole activity is the operation of hotels all over the world. Aller a period of declining
profitability, Radar’s directors made the following decisions during the vear ended 31 March
2013:

- il disposed of all of its hotels in country A;
it refurbished all of its hotels in country B in order to target the holiday and tourism market.

The previous target market in country B had been aimed at business clients.

Requiired:
Treating the two decisions separately, explain whether they meet the criteria for being

classified as discontinued operations in the financial statements for the vear ended 31
March 2013.

(6)

(c) At a board meeting on | Julv 2012, PPP Co’s directors made the decision to close down one of
its factories on 31 March 201 3. The factory and its related plant would then be sold.
A formal plan was formulated, and the faciory’s 250 employees were given three months
notice of redundancy on 1 January 2013. Customers and suppliers were also informed of the
closure al this date.

The directors of PPP Co. have provided the following information;
Fifty of the employecs would be retrained and deployed 1o other subsidiaries within the group al
a cost of PKR 125,000; the remainder will accept redundancy and be paid an average of PKR
5,000 each.
The factory plant has a carrying amount of PKR 2.2 million but is only expected 1o sell for PKR
500,000 incurring PKR 50,000 of selling costs; however, the factory itsell is expected to sell for
a profit of PKR 1.2 million.
The company rents a number of machines under operating leases which have an average of
three years to run afler 31 March 2013, The present value of these future lease payments
(rentals) at 31 March 2013 was PKR | million; however, the lessor has said they will accept
PER E50,000 which would be due for 1 T, . :
ety 14 1] o Do < payment on | 0 q"\.rlﬂl 2013 l'-ﬂr ““:-"- mmt“ﬂtm“ as at 31
Penalty payments due to non-completion of supply contracts are estimated at PER 200,000
Hequired: PR
Explain and quamify how the closure o “)
I the fuet .y
- f'li':.“m siatements for the vear ended 31 March .:.; l'::-:1r should he treated in PPP Co's
~vole: The e : 2
losure of the factory does not meet the eriteria of discontinued operation.

Page 4 of §
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”n ll .lalnu‘;? Iﬂl:'!. VX Co. acquired 90% of the equity share capital of GN Co, in a share exchange
in which VX Co. issued two new shares for every three shares it acquired in GN Co. Addutionally, on

31 December 2012, VX Co. will pay the sharcholders of GN Co. PKR 1.76 per share acquired. VX
Co’s cost of capital is 10% per annum,

M*'I!fu: date of acquisition, shares in VX Co. and GN Co. had a stock market value of PKR 6.50 and
PRR 2.50 cach, respectively.

Income statements for the year ended 30 September 2012

VX OO GNCO

PKR'000  PKR'000
Revenne 64,600 38,000
Cost of sales (51,2000) {26,000)
Giross profil - 13,400 12,000
Distribution costs { 1,600) {1.80400)
Administrative expenses (3,800) {2.400)
Investment income 60 il
Finance cosls (420) Nil
Profit before tax 8,080 T7.800
Income 1ax cxpense (2,800) (1.600)
Profit for the year 5,280 6.200
Equity as at 1 October 2011
Equity shares of PKR | each 30,000 10,000
Retnined eamings 54,000 35,000

The following information is relevant:

(i) At the date of acquisition, the fair values of GN Co’s assets were equal to their carrying amounts
with the exception of two items:
= An item of plant had a fair value of PKR 1.8 million above ils camrying amount. The

remaining life of the plant at the date of acquisition was three years. Depreciation is charged
to cost of sales.

— N Co. had a contingent liability which VX Co. estimated to have a fair valuc of PKR
450,000, This has not changed as at 30 September 2012. GN Co. has not incorporated these
fair value changes into its financial statements.,

{i1) VX Co’s policy is to value the non-controlling interest at fair value at the date of acquisition. For
this purpose, GN Co's share price at that date can be deemed to be representative of the fair value
of the shares held by the non-controlling interest.

(iii) Sales from VX Co. to GN Co. throughout the year ended 30 September 2012 had consistently
been PKR 800,000 per month. VX Co. made a mark-up on cost of 25% on these sales. GN Co.
had PKR 1.5 million ol these goods in inventory as at 30 September 2012,

(iv) VX Co. investment income is a dividend reccived from its investment in a 40% owned associate
which it has held for several years. The underlying camings for the associate for the year ended
30 September 2012 were PKR 2 million.

(v) Although GN Co. has been profitable since its acquisition by VX Co, the market for GN Co’s
products has been badly hit in recent months and VX Co. has calculated that the goodwill has
been impaired by PKR 2 million as at 30 Scptember 2012,

Required:
(a) Calculate the consolidated goodwill at the date of acquisition of Greca.

(b) Prepare the consolidated income statement for Viagem for the year ended 30 September
2012.

(a) The accounting treatment of investment properties is preseribed by IAS 40 Investment Propenty
Required:

(i)  Define investment property under IAS 40 and explain why its accounting treatment
is different from that of owner-occupicd property;

(i) Explain how the treatment of an investment property earried under the :l’-llr‘ v-'l"r
model differs from an owner-occupied property earried under "’Eﬂ:;;: _:;&m

model.

(6
(1

(3
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(b) Sikandar Co. owns the following propertics at 1 April 2012:

Property A: An oflice huilding used by Sikandar Co. for administrative purposes with
a depreciated historical cost of PKR 2 million. At 1 April 2012 it had a remaining life of 20
years. Afler a reorganization on | October 2012, the property was let to a third party and
reclassified as an investment property applving Sikandar’s policy of the fair value model. An
independent valuer assessed the property to have a fair value of PKR 2.3 million at 1 October
2012, which had risen to PKR 2.34 million at 31 March 2013,
Property B: Another office building sub-let 10 a subsidiary of Sikandar Co. At 1 April 2012, it
had a fair value of PKR 1.5 million whick had risen to PKR 165 million a1 31 March 2013,

Required: (5)
Prepare extracts from Sikandar Co's entity statement of profit or loss and other
comprehensive income and statement of Mnancial position for the year ended 31 March
2013 in respect of the above propertics. In the case of property B only, state how it would
be classified in Sikandar Co. consolidated statement of financial position.

Note: Ignore deferred tax.

(c¢) Sikandar Co’s main ilem of plant is a furnace which was purchased on | October 2009. The
furnace has two components: the main body (cost PKR 60,000 including the environmental
provision — see below) which has a ten-year life, and a replaceable liner (cost PKR 10,000)
with a five-year life.

The manufacturing process produces toxic chemicals which pollute the nearby environment.
Legislation requires that a clean-up operation must be undertaken by Shawler on 30 September
2019 at the latest. Shawler received a government grant of PKR 12,000 relating to the cost of
the main body of the furnace only. '

The following are extracts from Shawler’s statement of financial position as at 30 September
2011 {two years afler the acquisition of the furmacc):

Carrying amount (PKR)

Non-current assets

Fumace: main body 48.000

replaceable liner 6,000

Current linbilities

Government grant 1,200

Non-current liabilitics

Government granl 8,400

Environmental provision 18,000 (present value discounted at 8% per annum)
Required:

(i) Prepare equivalent extracts from Sikandar Co’s statement of financial position as (3

at 30 September 2012;
(i) Prepare extructs from Sikandar Ce's income statement for the year ended 30 (3)

September 2012 relating to the items in the statement of financial position.

(d) On 1 April 2012, the government introduced further environmental legislation which had the
effect of requiring Sikandar Co. to fit anti-pollution filters to its fumace within two years. An
environmental consultant has calculated that fitting the filters will reduce Sikandar Co's
required environmental costs (and therefore its provision) by 33%. At 30 September 2012
Shawler had not yet fitted the filters.

Required:
Advise Sikandar Co. as to whether they need to provide for the cost of the filters as at 30 (4)

September 2012 and whether they should reduce the environmental provision at this
date.

SECTION-11

1IN is a fitness center, offering ‘pay as you go' gym facilities. It has a fully fitted gym with the capacity to
accommodate 200 users at one time. [t also has 100 car parking spaces and an onsite cafe, both of which
are only for customers using the gym. The fitness center has shower facilties for customers and HN
provides all customers with a clean towel to use on entry. It is open 360 days a year, from 7.00am until
9. (0pm.

Customers pay PKR .40 for access to the gym for one hour plus unlimited time in the café. If customers
want 1o usc the car park, they have to pay an additional PKR | per visit and 80% of visiting customers use
the car park. 1IN has been monitoring the number of customers attending throughout each day for the
month of June, which was considered 1o be an average month, and for which HN was open for 30 days. It
has determingd that the average number of customers per day is 330 with 40 of these customers attending

during the time of 9.00am to 5.00pm . Page 6 of 8



‘he tolal costs of the fitness cem

analyzed as follows: er for June, excluding the café, have also heen recorded and

Fixed costs per month = PKR 48 000
vanable cost per customer = PER 1.20

On average, hall of the Customers

v |
of I’Il:.]{ 2.20. OF this spending %
remainder related 1o food :
associaled with runnin

Creche proposal

Aller review: : 3

b i :EEE[;:::E: the above information, the manager of HN has put together a proposal 1o close

could leave their chil d;m““ ler and convert it into a creche for children. This would mean that parcnts

and 5.00pm ol 'I":u: : in the creche whilst they use the fitness center between the hours of 9.00am

Biikial foteaicl y. The charge for the ereche would be PER 4 per child, per hour.

lo altract new ||:ﬁ|l:::;1.m!:'31 that customers have an average of two children each. The creche is expected

by 300%. Onl 1 lll m:-ls and increase l.h.-:_ average number of customers between 9.00am and 5.00pm

mia MFEDT‘TT customers will use the creche facilines. Car park usage is expected 1o

8,000 S A fixed costs associated with running the creche are cstimated 10 be PRR
000 per month, with a variable cost of PKR 0,50 per child, per hour.

used the cafe in June, with an avera
) 2 c, an i pe spending per custnmer
60% related to drinks, which have » profit margin of 60%, and the

i proy n 4%y,
¢ the calé are PKR 3,600 for the m.-unhﬂ.h:ll'l " o TS SRR . O

Required: (20 marks)
(a) Calculate both the number of customers 1IN needs to break even and the margin of safety
as a percentage for the month of June for:
(i) The gym; and (5)
({ii) The cale. (5)
(b) Explain what each of your calculations in (a) tells Health Nuts about the performance of the  (5)
gym and the café.
(c) Advise Health Nuts, considering both financial and non-financial factors, whether it (5)
should replace the café with a criche,

¥ Co. owns a number of restaurants. It is a well-cstablished company, and its restaurants have gained
a favorable reputation for the quality of their meals.
Y Co’s restaurants are all set in rural locations, where there is limited competition and this enabled
them to develop a loyal customer base. Restaurants design their own menus and décor lo fit with the
requirements of their local market.
Y Co has been consistently profitable, however as is the case peross the restaurant industry, profit
margins are quite low and there is still a constant need for Y Co to monitor costs.
One of Y Co's restaurants is located in the small town of Town C. Town C has recently been the
location for the filming of a popular television series and visitor pumbers 1o the town have increased
significantly as a result. Y Co’s restaurant in Town C has noticed a similar increase in customer
numbers.
At the start of the current month a new restaurant opened in Town C. The manager of ¥ Co’s
restaurant in Town C has expressed coneems about the impact this new competitor will have on their
ability to achieve profit targets for the rest of the year.
Budgets for all of Y Co’s restaurants are prepared by the head office. At the start of each year,
restaurant managers are given an annual budgel, which is split into months. At the end of each month,
the manager receives a stalement comparing actual monthly performance against budget.

The statement for the Town C restaurant for the most recent completed month is as follows:

Actual Budget Variance
Number of customers 1,800 1,500
PKR PKR PKR

Revenue 87,300 75,000 12,300 F
|Costs:

Food and drink 26,100 22,500 1,600 A
Stafl wages 18,250 31,500 6,750 A
Heat, light and power 8.100 7.500 600 A
Rent, rates and other overheads 12,600 12,000 600 A
Profil 2,250 1,500 750 F
Notes: B

(1) Rent, rates and other overheads are apportioned 1o its restaurants by Y Co's h

e L] I'h. |'r| rull"l-r1 |-1-||-|-|--|.u

— PRl

end office, based
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(2) All other budgeted costs are treated as varinble costs, based on the expected number of
customers.,

Y Co currently adopis an incremental approach to budgeting, with the annual budget figures for each

vear being based on the previous year's figures, However, a new finance director has recently joined

the company, and he has questioned whether this is suitable for all Y Co's restaurants. :

The new finance director has also suggested that the company should adopt a more participative

approach to budgeting.
Required:

(a) (i) Prepare a fOexed budget for the Town C restaurant. (6)
(ii) With reference to your answer from part (i), explain the main weaknesses in the (6)
current monthly budget statements issued to the restaurants as a basis for managing
performance.
(b) Discuss whether an incremental approach to budgeting is appropriate for Y Co. (8

8. BBB Lud. is involved in a manufacturing business, it uses standard costing to evaluate its
performance for every given period. In period A the management of the company is very
disappointed in the performance of the company, they have hired a management accountant to help
them better understand the actual picture of the business and make decisions.

Following is the budget control report shared with the consultant that is prepared by accounts

assistani:
Budgeted Actual
Sale (units) 30,000 24,000
Revenue (PKR) 60.000 52,800
Direct material (PKR) 15.000 14,400
Fixed overheads (PKR) 10,000 10,300
Required:
(a) Calculate the following variances used flexed budgets (that is, considering actual activity
level):
i.  Total sales variance 3)
ii. Total direct material variance (3)
jii.  Total fixed overheads variance (3

(b) The management has provided the following additional data to better understand the vanances:

Budgeted Actual
Direct labor cost (PKR) 7.500 72.00
Labor hours 6,000 5,600
i.  Calculate labor rate variance, (s
ii.  Calculate labor efficiency variance. (¢
iii.  Explain why this segregation of total labor variance is important. i
e Rk Rk R

Page 8 of 8




FEDERAL PUBLIC SERVICE cop
. S8
COMPETITIVE EXAMINATION-2024 ko m:::z([){.\-r 'NT | RelN
TO POSTS IN BS-17 UNDER THE FEDER GOVERN‘;‘";;?, e
ACCOUNTANCY ANDAUDITING pappR 1y | oo
= | OSIZ\\&

‘ TIME ALLOWED: THREE iii)‘ifits'_’_”qg";\"_?!‘;lfﬁé’ ) MAX =
PART-1 (MCQs) : MAXIMUM 30 MINUTES | PARTI) ) ,’g:i%:j:}{:‘}ﬁa‘: %2* =
NOTE: (i) First attempt PART-1 (MTQs) on separate OMR Answer Sheet which shall be taken l;ack after
30 minutes.
(il) Overwriting/cutting of the options/a
(iiii) There is no negative marking. All MCQs ™
PART-1 (MCOSUCOMPULSORY
appmpfi:l!c Box B on the OMR Answer Sheet, (20x1-20)

Q.1. (i) Select the best aption/answer and fill in the : '
(ii) Answers given anywhere else, other than OMR Answer Sheet, will not be considered.

nswers Will not be given credit.
ust be attempted.

1. Minor's income is clubbed to:

(A) Father's income (B) Mother’s income

(C) Father's or mother's income, whichever is greatet (D) None of these
2. From which head of income an assessee never incurs any loss?

(A) Property (B) Salary (C) Capital gain (D) None of these
3. Commissioner of Income Tax is appointed by:

(A) FBR (B) Ministry of finunce (C) Central govt. (D) None of these
4. Capital assets include:

(A) Shares (B) Personal effects (C) Gold deposit bonds (D) None of these
5. Highest Appellate authority in FBR is also known as:

(A) High court (B) Appellate tribunal (C) Supreme court (D) None of these
6. Gratuity received by a govt. employee is:

(A) Fully exempted (B) Partly exempted (C) Fully taxahle (D) None of these

7.  Which of the following statement is not true?
(A) Management fraud is more difficult (o detect than employee fraud
(B) Internal control system encourages the possibility of occurrence of employee fraud and management fraud
(C) The auditor's responsibility for detection and prevention af errors and frauds is critical.
(D) All of these e i

8. Which of the following is not & limitation of audit as per AAS-4?
(B) Selective testing

(A) Objectivity of auditor’s judgment
(C) Persuasiveness of evidence (D) None of these
9. Professional skepticism requires that the auditor assume that management is:
) Néither honest nor dishonest  (C) Not necessarily honest (D) None of these

(A) Reasonably honest  (B)

P P

10. For which of the following, Audit is optional? . :
(A) Trusts. , (B) Joint stock companics. (C) Proprietorship concern. (D) None of these

11. When the m;Mrﬂmimd rate of return for a particular bond is much less than its coupon rate, the bond

g . (A)Prem ~ (B) Discount (C) Par (D) None of these

T :& a vertical common-size analysis every balance sheet item is divided by and every

12. In cond

t is divided by B : ; :
3 \ sheet item; its corresponding base year income statement item

income StRtEmEnt 18 o 0

(A) lts corresponding base year jEPRlance A : :
TR nding base year income statement item; its corresponding base year balance sheet item

(B) lts corresponding (D) Total assets; net sales or revenues

S .,:" S | s faen -(otal assets.
(@W”':“ ::.n and '%«’mn purchased a share of Acme.com common stock exactly one year ago for S45.
13. D' “urln m‘ﬂtlﬂi ¢ yORE ‘the common stock paid an u:nd;l dividend of $2.40. The firm sold the sccurity today
ng the p: yen te of return the firm has carn
for $85. What is the "'( B) 88.9% (C) 94.2% (D) None of these

(A) 5.3% rices of bonds in the secondary market.
Market in rates and the p (B) Generally move in the same direction.

i Gene move in opposi directions. )
(A')'So mnwei li‘n the sa:fxe ‘clinsclion. sometimes in t:mmilc directions. (D) None of these
15. (v‘v:')m of the following best describes soius-cone'f"' value? :
\e price a security “ought to have” based on all factors bearing on valuation.
(A"IT: mon;t a firm could be sold for as 8 con!m“‘ﬂ! operating business,
%‘ﬂnamount of money that could be realized if an asset or a group of assets is sold separately from its
m thott 2 (D) None of these
L 1 material misstatement comprises:
16. '(r:)- risk of risk (B) Control risk z“(C) Both (A) & (B) 00 o o o
17. Hends of income under the income fax ordinance 2001 are:
(A) Six (B) Five (C) Four T R S ik
Dace 1| ~AF2
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I8. Mr. Ahmed has a taxable income of PKR 1,200,009, 1f the exemplion ',,

taxable amount, and how much tax does he owe teof 25%___- . Tax: PKR 300,000
. rate : L000; Tax:
(A) Taxable amount: PKR 1,200,000 Tax: PKR 15:)10‘00 (B) Taxable amount: i I.Z(:([))) None of these

(C) Taxable amount: PKR 600,000; Tax: PKR 150,0¢ to selected financial
19. Which of the following set of ratios relntes the n;m::“ price of the firm's common stock to s

imit is PKR 600,000, what is the

statement items? None of these

(A) Liquidity Ratios (B) Leverage Ratios (€) Market V“Io";: R‘:':::Iuc‘([;'OE)o“ follows:
20. The DuPont Approach breaks down the Carning power o0 shareholders’ hoo

ROE =

(A) Net profit margin * Total asset urnover » Equity multiplier
(B) Total asset umover « Gross profit margin < Deby gatio (D) None of these
(C) Total asset turnover ~ Net profit margin

PART - 11

() Part-1 is to be attempted on the separate Answer Book. stion AC

(i) Attempt ONLY FOUR questions from PART-11 by selecting at least ONE que R
SECTION. ALL questions carry EQUAL marks. diffe

(i) AJI the parts (if any) of cach Question must he attempted at one place instead of at DA P

(i) Write Q. No. in the Answer Book in accordance with Q. No, in the Q.Paper.

(v) No Page/Space be left blank between the answers. All the blank pages of Answer Book must be crossed.

(vi) Extra artempt of any question or any part of the question will not be considered.
(vii) Use of Calculator is allowed. ' :

SECTION — I (AUDITING)

Q.2. What is meant by CAATs? Highlight
CAATsS for financial statement audllqof

NOTE:

benefits and procedures pertaining to usage of  (20)
firms.

Q.3. Identify differences betw

J g ification. What are the points to be (20)
& §\" What are the basic principle uditor‘s professional responsibilities, and 20)
which should be co ndit is carried out, as per AAS-1

NESS TAXATION]

~

s question you should assume that today’s date is 15 June 2018,

s old and is resident in Pakistan. He files his tax returns regularly. During
, he earned the following income:

come of Rs, 750,000 from his employment on a contract basis. From this
deducted at source.
4 solitary trading transaction.
. 450,000 from a company engaged in the production of
amount at the prescribed rate,
taxpayer in Pakistan, gave Naseer a cash gift

tax year 2018, giving reasons for any (10)
ved by Naseer from his son is not (10)
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