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1 Types of Business Entities

S.

1. What is the main objective of profit-oriented entities?

a) Social Welfare

b) Earning Profit

c¢) Educational Services
d) Charity

Answer: b) Earning Profit

. In a Sole Proprietorship, who bears the risks and returns of the business?

a) Multiple Owners
b) Board of Directors
¢) Single Owner

d) Government

Answer: c)Single Owner

. Under the Separate Entity Concept, how is the business treated for accounting

purposes?
a)\Dependent on Owners
b) Independent of Owners
c)Joint Entity with Owners
d) Owned by Shareholders

Answer: b) Independent of Owners

4. What is the main characteristic of a Limited Company regarding liability?
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a) Unlimited Liability
b) Joint Liability
c¢) Limited Liability
d) No Liability
Answer: c) Limited Liability

5. What type of company restricts the right of shareholders to transfer. their shares to
outsiders?

a) Public Limited Company
b) Single Member Company
c) Private Limited Company
d) Limited Liability Company
Answer: c¢) Private Limited Company
6. How many shareholders aretypically allowed in a Private Limited Company?
a) 20
b) 50
c) 100
d) WUnlimited
Answer: b)50
7. "Whatis the key feature of a Single Member Company?
a) Multiple Shareholders
b) Only one Shareholder
¢) No Shareholders

d) Unlimited Shareholders
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Answer: b) Only one Shareholder
8. What distinguishes Public Listed Companies from Public Unlisted Companies?
a) Number of Shareholders
b) Profit Distribution
c¢) Share Trading on Stock Exchanges
d) Shareholder Restrictions
Answer: c¢) Share Trading on Stock Exchanges
9. In which type of company are shares not traded on any stock exchange?
a) Private Limited Company
b) Public Listed Company
c¢) Public Unlisted Company
d) Single Member Company
Answer: ¢) Public Unlisted Company.
10. What is the primary purpese of non-profit-oriented entities?
a) Profit Generatiofi
b) Social Welfare
¢). Stock Trading
d):Sharcholder Benefits
Answer: b) Social Welfare
11. Which act governs the formation and regulations of Partnership Firms?
a) Companies Ordinance 1984
b) Partnership Act 1932

c) Separate Entity Act 1950
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d) Business Entities Act 2000
Answer: b) Partnership Act 1932

12. What concept forms the basis of accounting principles, treating business
independently from owners?

a) Joint Entity Concept
b) Separate Entity Concept
c¢) Limited Liability Concept
d) Non-Profit Concept
Answer: b) Separate Entity Concept

13. Which type of company has its liability limited by the memorandum to the amount
unpaid on the shares?

a) Limited Liability Company

b) Private Limited Company

c) Company Limited by Shares

d) Single Member Company;
Answer: ¢) Companyd imited by Shares

14. In a Public Limited Company, what is the minimum number of shareholders
required?

a) One

brTwo

c) Three

d) Five
Answer: c) Three

15. What is the term used for companies whose shares are traded on stock exchanges?
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a) Private Listed Companies
b) Public Listed Companies
¢) Stocked Companies
d) Unlisted Companies
Answer: b) Public Listed Companies

16. Which type of company requires special permission from SECP,to operate‘as’a non-
profit entity?

a) Public Limited Company
b) Private Limited Company
c¢) Limited Liability Company
d) Non-Profit Company
Answer: b) Private Limited Company

17. What is the maximum number of shareholders allowed in a Single Member
Company?

a)l

b) 2

c)3

d) 5

Answer: a) 1
18. Which ordinance allows the formation of non-profit-oriented companies?

a) Companies Ordinance 1984

b) Partnership Ordinance 1978

c¢) Non-Profit Entities Ordinance 2005

d) SECP Ordinance 1990
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Answer: a) Companies Ordinance 1984

19. What does a Private Limited Company need to do before selling shares to an
outsider?

a) Seek Approval from SECP
b) Offer Shares to Existing Members
¢) Restrict Share Transfer
d) All of the Above
Answer: d) All of the Above

20. Which type of company allows for the dispensation ofthe phrases " Private
Limited" or "Limited"?

a) Public Limited Company
b) Single Member Company
¢) Non-Profit Company

d) Limited Liability Company

Answer: ¢) Non-Profit Company

Q&A:

1. Whatis the main goal of profit-oriented or commercial entities?
A:Theanain goal is to earn profit for the owners of the business.
2. “Define Sole Proprietorship.

A Sole Proprietorship is a type of business owned by a single individual where
ownership, risks, and returns rest with that individual.

3. How are partnership firms and agreements governed?
A: Partnership firms and agreements are governed by the Partnership Act 1932.

4. Explain the concept of joint and several liability in partnerships.
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A: All partners in a partnership are jointly and severally liable for the liabilities of the
firm.

5. What is the main difference between companies and other business entities?

A: Companies are separate legal entities with limited liability, unlike sole
proprietorship and partnership.

6. What are the main types of non-profit-oriented entities?
A: Non-profit-oriented entities include NGOs, trusts, and societies.
7. What is the basis of accounting principles mentioned in the lecture?

A: The Separate Entity Concept forms the basis, treating the business independently
from its owners for accounting purposes.

8. Define Limited Liability in the context of a limited company.

A: Limited Liability means that shareholderstliability is limited to the amount of
share capital they have contributed.

9. Whatis a "Company Limited by Shares'' ?

A: It's a company where the liability of members is limited to the amount of share
capital they have confributed:

10. Explain the concept of "Private Limited Companies."

A: Private Limited Companiesirestrict the right of shareholders to transfer shares to outsiders
and have [@ maximum of 50%hareholders.

11. What dees "Single Member Companies" refer to?
A: Stagle'Member Companies are private limited companies with only one shareholder.
12. Define "Public Limited Companies."

A: Public Limited Companies have no restriction on the transfer of shares and can have
an unlimited number of shareholders.

13. What distinguishes '"Public Listed Companies' from others?

A: Public Listed Companies have shares that are traded on stock exchanges.
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14.

15.

16.

17.

18.

19.

20.

21.

Describe "Limited Companies not formed for Profit."

A: These are non-profit-oriented companies permitted by the Companies Ordinance; they
don't distribute profits among shareholders.

What special permission is required for non-profit-oriented companies?

A: They need special permission from SECP and are allowed to dispense with the phrases
"Private Limited" or "Limited."

What is the primary goal of profit-oriented entities?

A: The main aim of profit-oriented entities is to earn profitifor the,owners of the
business.

Define Sole Proprietorship and its ownership structure.
A: Sole Proprietorship is a type of busingss ownedyby a single individual.
Ownership and risks rest with a single @wner, and all assets and liabilities belong

to the owner.

What legal agreement governs Partnership Firms, and what is the liability of
partners in a firm?

A: Partnership Firms are governed by the Partnership Act 1932. All partners in a
firm are jointly and Severally liable to the liabilities of the firm, including the
utilization of personal properties in case of bankruptcy.

How are companies different from sole proprietorships and partnerships?
A: Companies,formed under the Companies Ordinance 1984, are separate legal
entities with limited liability, a characteristic not present in sole proprietorship
and partnership structures.

Define Non-Profit Oriented Entities and provide examples.
A: Non-profit oriented entities are businesses where the main purpose is not profit
but providing benefits to the public. Examples include NGO's, Trusts, and

Societies.

What is the basis of accounting principles, and what does the Separate Entity
Concept imply?
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22.

23.

24.

25.

26.

2%,

28.

A: The basis is the Separate Entity Concept, which treats "The Business'
independently from 'The Owners." Although owned items belong to the owners,
for accounting purposes, the business is considered independent.

Explain the Limited Liability concept and how it differs between a partnership and
a limited company.

A: Limited Liability means in a limited company, shareholders' liability is
restricted to the amount of share capital contributed. Unlike a partnership,
personal wealth of shareholders is not at stake in case of businessrlosses.

What is a "Company Limited by Shares," and what does its liability depend on?

A: A "Company Limited by Shares" is a company where the liability of members
is limited to the amount of share capital they have,contributed.

Describe the characteristics of Private Limited Companies,jincluding restrictions on
share transfer.

A: Private Limited Companies restriet thegright.of shareholders to transfer shares
to outsiders. Share transfer must first beyoffered to existing members, and the
maximum shareholders allowediis 50.

Differentiate between SingleMember Companies and Private Limited Companies.

A: Single Membetr Companies have only one shareholder, while Private Limited

Companies can havednultiple shareholders but with restrictions on share transfers.

Define Publie Limited Companies and explain the minimum and maximum number
of shareholders:

A: Public Limited Companies have no restrictions on share transfer, with a
minimum, of three shareholders and no maximum limit.

What distinguishes Public Listed Companies from Public Unlisted Companies?

A: Public Listed Companies have shares traded on stock exchanges, while Public
Unlisted Companies' shares are not traded on any stock exchange.

Under what circumstances does the Companies Ordinance 1984 allow the formation
of non-profit oriented companies?

A: Companies Ordinance 1984 permits the formation of non-profit oriented
companies, and these companies need special permission from SECP.
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29. What is the significance of Section 42 in the Companies Ordinance regarding non-
profit companies?

A: Section 42 allows the formation of non-profit-oriented companies, indicating

that these companies will not distribute profits among shareholders. They are also
allowed to dispense with the phrases "Private Limited" or "Limited."

2 Formation of Companies and Meetings

MCQs:

1. What are the three major types,of companies mentioned in the lecture?
A) Sole Proprietorship, Partnershipy, Corporation
B) Public LimitedyPrivate Limited, Limited Liability

C) Companies Limited by Shares, Companies Limited by Guarantee, Unlimited
Companies

D) Small, Medium, Large Companies

Answer:C) Companies Limited by Shares, Companies Limited by Guarantee,
Unlimited Companies

2. In aCompany Limited by Shares," what is the liability of the members limited to?
A) Their personal assets
B) The amount of share capital they have contributed

C) Unlimited liability
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D) Total assets of the company

Answer: B) The amount of share capital they have contributed

. What does Section 15 of the Companies Ordinance 1984 state?

A) The formation of public companies only

B) The procedure for winding up a company
C) The types of companies and their formation
D) The rules for conducting general meetings

Answer: C) The types of companies and their formation

. What is the purpose of a Memorandum of Association?

A) Lays down general rules of business

B) Defines the limits of business activities
C) Records the proceedings of meetings
D) Outlines the annual financial Statements

Answer: B) Defines the limits'of business activities

. Which section of the.Companies Ordinance 1984 specifies the contents of the

Memorandum of Association for a company limited by shares?
A) Section 15
B) Sectionl6
C):Section 17
D) Section 18

Answer: B) Section 16

6. What is the purpose of an Annual General Meeting (AGM)?

A) To discuss day-to-day operations
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B) To conduct extraordinary resolutions
C) To present the annual report to shareholders
D) To decide on the company's name change

Answer: C) To present the annual report to shareholders

. How often should a company hold its Annual General Meeting (AGM) according to

the Companies Ordinance 1984?
A) Every 6 months
B) Once in every calendar year
C) Every 2 years
D) Once in every financial quarter

Answer: B) Once in every calendar year

. What is the notice period required for, an Extraordinary General Meeting

(EOGM)?
A) 7 days
B) 14 days
C) 21 days
D) 30 days

Answer:C) 21 days

o Whatis the purpose of an Ordinary Resolution in a general meeting?

A) To discuss extraordinary matters

B) To pass routine business decisions

C) To make changes in the Memorandum of Association
D) To decide on the company's winding up

Answer: B) To pass routine business decisions
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10. When is a Special Resolution required in a general meeting?
A) For routine matters
B) For day-to-day operations
C) For extraordinary matters requiring a % majority
D) For routine matters requiring a simple majority

Answer: C) For extraordinary matters requiring a % majority

11. Which of the following is NOT a matter taken through the passage of.a Special

Resolution?
A) Change in the name of the company
B) Reduction of share capital
C) Routine business decisions
D) Voluntary winding up of the company;
Answer: C) Routine businessidecisions
12. What does an Unlimited Company share in common with a partnership?
A) Limited liability
B) Separatelegal entity
C) Formation procedure
D) Unlimited liability
Answer: D) Unlimited liability
13. What is the significance of the Certificate of Incorporation?
A) It signifies the completion of the AGM
B) It marks the "date of birth" of the company

C) It is required for a Special Resolution
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D) It is a part of the Memorandum of Association
Answer: B) It marks the ""date of birth" of the company

14. When can private limited companies start business after receiving the Certificate of
Incorporation?

A) After 7 days
B) Immediately
C) After fulfilling certain conditions
D) After 30 days
Answer: B) Immediately
15. What is the primary purpose of the StatutoryMeeting?
A) To pass ordinary resolutions
B) To present the annual report
C) To discuss extraordinangmatters
D) To produce a repott on thé,company's performance
Answer: D) To producea report on the company's performance
16. Who can summen an Extraordinary General Meeting (EOGM)?
A) Any shareholder
B) Only‘the directors
C):Shareholders with 10% voting power
D) Only the company secretary
Answer: C) Shareholders with 10% voting power
17. What is the minimum notice period for an Annual General Meeting (AGM)?

A) 7 days
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B) 14 days

C) 21 days

D) 30 days
Answer: C) 21 days

18. Which section of the Companies Ordinance 1984 specifies the requirementsifor an
Annual General Meeting (AGM)?

A) Section 146
B) Section 157
C) Section 158
D) Section 15
Answer: C) Section 158
19. What does an Ordinary Resolution require for passage in a general meeting?
A) Simple majority
B) Unanimous consefit
C) ¥ majority
D) 50% + I"majority:
Answer: A) Simple majority

20. When'is theifirst Annual General Meeting (AGM) required to be held after
incorporation?

A) Within 6 months

B) Within 12 months
C) Within 18 months
D) Within 24 months

Answer: C) Within 18 months
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&A:

1. What are the three major types of companies mentioned in the lecture?

Answer: Companies Limited by Shares, Companies Limited by Guarantee,
Unlimited Companies

2. According to Section 15 of the Companies Ordinance 1984, how many jpersens are
required to associate for forming a public company?

Answer: Any three or more persons
3. What does "limited by shares' mean in the context of a company!'s liability?

Answer: The liability of members is limitedyto the amount unpaid on the shares
they hold.

4. In a company limited by guarantee, what do shareholders guarantee in case of
winding up?

Answer: Shareholders guarantee to'eontributéasdpecific amount to repay the
liabilities of the company.

5. How does the liability of mémbersin an‘unlimited company compare to thatin a
partnership?

Answer: In @n unlimited company, the liability of members is unlimited, similar
to a partnerships

6. Whatis the first step in the formation of companies, as per the lecture?
Answer: Checking the availability of the company name from SECP.
7. “What.is the significance of the Certificate of Incorporation?
Answer: It marks the "date of birth" of the company.

8. When can private limited companies start their business after receiving the
Certificate of Incorporation?

Answer: They can start business immediately.

9. What conditions do public limited companies have to fulfill before starting their
business after receiving the Certificate of Incorporation?
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10.

11.

12.

13.

14.

15.

Te.

17.

18.

Answer: Conditions listed in Section 146 of the Companies Ordinance 1984.
What is the primary purpose of the Memorandum of Association?

Answer: It is an agreement defining the limits within which the business of the
company is carried out.

According to Section 16 of the Companies Ordinance 1984, what should the
memorandum state in the case of a company limited by shares?

Answer: It should state the name of the company, the Province of the reégistered
office, the objects of the company, that the liability of members,is limited, and the

amount of share capital.

What does Table D in the First Schedule of the Companies Ordinance 1984 contain?

Answer: Memorandum and articles of association of aigompany limited by
guarantee and having a share capital.

What is the purpose of a Statutory Meeting, and which companies are required to
hold it?

Answer: It is required for public limited companies within 3 to 6 months of

incorporation, and it involves presenting a report on the company's performance.

How often is the First Amnual General Meeting (AGM) required to be held after
incorporation?

Answer: Withifi 18 months of incorporation.

Who can summonmanExtraordinary General Meeting (EOGM)?
AnswerDirectors or shareholders having 10% voting power.

What.is the notice period for an Extraordinary General Meeting (EOGM)?
Answer: 21 days.

What is the significance of an Ordinary Resolution in a general meeting?

Answer: It is passed by a simple majority and is used for deciding routine
business matters.

Which matters are decided through the passage of a Special Resolution?
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Answer: Change in the name and objects of the company, alteration of articles,
reduction of share capital, creation of reserve capital, making the liability of
directors unlimited, and voluntary winding up.

19. How is a Special Resolution passed, and what majority is required?

Answer: It requires a majority of not less than % of members entitled to vote, and
a notice of 21 days is required for the meeting.

20. What is the maximum gap allowed between two Annual General Meetings (AGMs)?

Answer: The gap should not be more than 15 months.
3 Relationships between Companies

MCQOs:

1. What does the term ""Related Party'" mean aecording to the Companies Ordinance
1984?

A. Any business entity
B. Any entity with a significantinfluence
C. An entity that can'contrel orjinfluence financial decisions
D. A subsidiary comipany
Answer:"C. An entity that can control or influence financial decisions
2. Acecording to IAS 24, when is a party related to an entity?
A. Only 1f it has direct control over the entity
B. Tfit has significant influence over the entity
C. If it is a subsidiary of the entity
D.BothB and C

Answer: D. Both B and C
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3. Which of the following is not considered a Related Party as per the Companies

Ordinance 1984?
A. Associates
B. Entities under common management
C. Independent suppliers
D. Key management personnel

Answer: C. Independent suppliers

. In the context of Related Parties, what is "significant influence''?

A. Full control over financial decisions

B. The ability to participate but not control fihancial and management affairs
C. Owning more than 50% shares

D. Joint control over the entity

Answer: B. The ability to participate but not control financial and management
affairs

. How are Associated Undertakings'defined in the Companies Ordinance 1984?

A. Entities, with jeint control

B! Entities withicomimon management

C. Entities with significant influence

D, Entities with interconnected operations

Answer: B. Entities with common management

6. According to IAS 28, what is an "associate" in terms of significant influence?

A. Any business entity
B. An enterprise with 10% ownership

C. An enterprise with significant influence
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D. A subsidiary company

Answer: C. An enterprise with significant influence

. How is "control" defined in IAS 27 concerning subsidiary companies?

A. Owning more than 20% shares

B. Owning more than 50% shares

C. Joint control over financial policies

D. Direct control over financial and operating policies

Answer: B. Owning more than 50% shares

. What is the condition for a company to be termed as a "subsidiary" according to

the Companies Ordinance 1984?
A. Owning more than 30% shares
B. Owning more than 50% shares
C. Having joint control over financialpolicies
D. Having common management

Answer: B. Owning more than 50% shares

. In TAS 27, whatis the definition of '"control" in relation to an enterprise?

A Owning more than 30% shares

B. Qwningimore than 50% shares
CuSignificant influence over financial policies
D. Joint control over operating policies

Answer: B. Owning more than 50% shares

10. What is the term for a subsidiary owned more than 50% but less than 100% by the

holding company?

A. Wholly Owned Subsidiary
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B. Partially Owned Subsidiary
C. Virtually Wholly Owned Subsidiary
D. Jointly Owned Subsidiary
Answer: B. Partially Owned Subsidiary
11. When is a subsidiary termed as a "Wholly Owned Subsidiary"?
A. When the holding company owns more than 50% shares
B. When the holding company owns exactly 50% shares
C. When the holding company owns 100% shares
D. When the holding company has joint control
Answer: C. When the holding company owns 100% shares
12. What is the purpose of creating a Virtually Wholly Owned subsidiary?
A. To maintain control over finaneial decisions
B. To fulfill the minimum‘sharehelder requirement
C. To establish joint control
D. To achieve significant influence
Answer: B. To fulfill the minimum shareholder requirement

13. Howis "signifi¢ant influence" determined when the investor holds less than 20% of
the'voting power?

Ault is presumed that there is significant influence

B. It is presumed that there is no significant influence

C. Significant influence is always present

D. Significant influence is determined by the number of shareholders

Answer: B. It is presumed that there is no significant influence
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14. According to IAS 28, what does an entity need to have to be considered an
"associate'?

A. 30% ownership

B. Significant influence

C. Joint control

D. Common management
Answer: B. Significant influence

15. What does "control" mean according to IAS 27 in the contextiof subsidiary
companies?

A. Joint control over financial policies
B. The power to govern financial and operatingpolicies
C. Significant influence over financial decisions
D. Ownership of more than 30% Shares
Answer: B. The power to govern financial and operating policies

16. In the context of Related Parties, what information needs to be disclosed in financial
statements?

A. Only names of relatéd parties

B."Accounting policy for related party transactions and transactions at an arm’s length
price

CoOnly the nature of related party transactions
D. Only the financial impact of related party transactions

Answer: B. Accounting policy for related party transactions and transactions at an
arm’s length price

17. Which condition makes two companies associated according to the Companies
Ordinance 1984?

A. Joint control
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B. Common management
C. Ownership of more than 20% shares by a person in both companies

D. Both B and C

Answer: D. Both B and C

18. What does "associated undertakings' mean according to the Companies Ordinance
1984?

A. Entities with significant influence
B. Entities under common control
C. Entities with interconnected operations

D. Entities with joint control

Answer: B. Entities under common control

19. How is "significant influence" defined in the context'of IAS 28?

A. Control over financial and eperating policies
B. The ability to participate but not control financial and management affairs
C. Owning more tham30% shares

D. Joint control overfinancial policies

Answer: B. The ability to participate but not control financial and management
affairs

20. In what circumstances is a person deemed to be an "associated person' according to
the Companies Ordinance 1984?

A. If the person owns more than 30% shares
B. If the person owns more than 10% shares and is deemed significant
C. If the person is a director in two different companies

D. If the person has joint control over an entity
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Answer: B. If the person owns more than 10% shares and is deemed significant

&KA:

1: What is the definition of Related Parties in the Companies Ordinance 1984?

A: Related parties, in relation to a company, means an entity which has the ability to control the
company or exercise significant influence over the company in making financial and operating
decisions or vice versa.

2: According to the Companies Ordinance 1984, who are considered Related Parties?

A: Related parties include entities that control or are controlled by the réporting company,
associates, individuals with significant influence, key management personngel, entities with

substantial voting power influence, and others as specified'in the.ordinance.

3: In the context of Related Parties, what does "significant influence'" mean according to
International Accounting Standards (IAS) 24?

A: Significant influence includes having the ability to'eontrol, be,controlled by, or be under
common control with the entity, having an interest'that givesisignificant influence, being an

associate, a joint venture member, or a clgséifamily member of key management personnel.

4: What information needs to be disclosed\in financial statements regarding transactions
with Related Parties?

A: Financial statements should'disclose the accounting policy for recording related party
transactions and enSure thatalldtransactions are recorded at an arm’s length price.

5: How does/the Companies Ordinance 1984 define Associated Companies?

A: Associated companigs are defined as two or more companies interconnected by ownership,
common management,control, or if one is the subsidiary of another.

6: According to International Accounting Standard 28, how is an associate defined?

A: An associate, as per IAS 28, is an enterprise in which the investor has significant influence
and which is neither a subsidiary nor a joint venture of the investor.

7: What is the definition of "significant influence" in the context of IAS 28?

A: Significant influence is the ability to participate but not control the financial and management

affairs of the enterprise. It is presumed if the investor holds 20% or more of the voting power,
unless demonstrated otherwise.
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8: How is control defined according to IAS 27?

A: Control is defined as the power to govern the financial and operating policies of an enterprise
to obtain benefits from its activities. This includes having more than fifty percent of profits or
bearing more than fifty percent of losses.

9: When is a company considered a subsidiary as per the Companies Ordinance 1984?

A: A company is considered a subsidiary if the other company holds more than 50% ofits shares
or has the power to appoint more than 50% of its directors.

10: Define "Types of Subsidiaries" in the context of direct and indirect subsidiaries.

A: Direct subsidiaries have a direct ownership relationship, while indireet,subsidiaries are linked
through an intermediary. Wholly owned subsidiaries have_100%0ownership, and partially owned
subsidiaries have ownership between 50% and 100%.

11: What is the difference between Wholly Owned and Partially Owned Subsidiaries?

A: Wholly Owned Subsidiaries are owned 100% bytheholding company, while Partially Owned
Subsidiaries have ownership between 50% and 100%.

12: Explain the concept of Virtually Wholly Ownedisubsidiary.

A: A Virtually Wholly Owned subsidiary oceurs when the holding company owns marginally
less than 100% shares, typicallyo meet'the minimum shareholder requirement without
compromising control.

13: Why might a company ereate,a Virtually Wholly Owned subsidiary?

A: This is often done to meet the minimum number of shareholders requirement in legal
structures, like having at least two shareholders in a Private Limited Company.

14: How does International Accounting Standard 27 define subsidiary?
A: An enterprise is a subsidiary of another if the investor enterprise can control the subsidiary.

15: What conditions define associated companies according to the Companies Ordinance
1984?

A: Associated companies are interconnected through ownership, common management, control,
or if one is the subsidiary of another.

16: How is associated person defined in the Companies Ordinance 1984?
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A: A person holding more than ten percent shares in a company is deemed an associated person
of every other person holding similar shares.

17: What is the significance of holding more than 20% shares in two different companies
according to the Companies Ordinance 1984?

A: If one person holds more than twenty percent shares in two different companies, both
companies would be associated.

18: According to IAS 27, what is the definition of control in the context of subsidiaries?

A: Control is defined as the power to govern the financial and operating policies of an enterprise
to obtain benefits from its activities.

19: What is the criterion for a person to be deemed an associated person in the Companies
Ordinance 1984?

A: A person holding more than ten percent shares in a cémpany 1$,deemed an associated person
of every other person holding similar shares.

20: How is significant influence defined in relation to IAS 28?

A: Significant influence is the ability to partieipate butinot control the financial and management
affairs of the enterprise. It is presumedyif the investor holds 20% or more of the voting power,
unless demonstrated otherwise.

4 Preparation and Presentation of
Financial statements

MCQs:

1. What governs the preparation and presentation of financial statements?
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A) International Financial Reporting Standards (IFRS)
B) Companies Ordinance 1984

C) International Accounting Standards (IAS)

D) Both B and C

Answer: B) Companies Ordinance 1984

. Which schedule of the Companies Ordinance 1984 provides disclosure requirements

for non-listed companies?
A) 1st Schedule
B) 4th Schedule
C) 5th Schedule
D) 2nd Schedule

Answer: C) S5th Schedule

. Who issues International Accounting Standards?

A) International Accounting Standards Board (IASB)

B) Securities and Ex¢hange Commission of Pakistan (SECP)
C) Government of Pakistan

D) Ministry of Finance

Answer: A)ldnternational Accounting Standards Board (IASB)

4. "When should the first annual accounts of a company be prepared?

A) Within 6 months of incorporation
B) Within 12 months of incorporation
C) Within 18 months of incorporation

D) Within 24 months of incorporation
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Answer: C) Within 18 months of incorporation
5. Which financial statement should directors lay before the Annual General Meeting?
A) Income and Expenditure Account
B) Profit and Loss Account
C) Balance Sheet
D) Both B and C
Answer: D) Both B and C

6. What needs to be disclosed in the financial statements,of acompany according to
general requirements?

A) Name of the entity
B) Date of the balance sheet
C) Currency of presentation
D) All of the above
Answer: D) All of the above
7. Which schedule provides information on fixed assets in financial statements?
A) Assets Schedule
B) Depreciation Schedule
C) EixedwAsset Schedule
D) Liability Schedule
Answer: C) Fixed Asset Schedule
8. What is included in tangible fixed assets?
A) Goodwill

B) Patents
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C) Buildings
D) Intangible Assets
Answer: C) Buildings

9. What does IAS 1 require regarding comparative information in financial
statements?

A) It is not required

B) To be disclosed for the previous period

C) To be disclosed for the next period

D) To be disclosed only if it is convenient
Answer: B) To be disclosed for the previous périod

10. Which column in the fixed asset schedulésshows'the.rate of depreciation applied to
asset categories?

A) Fifth column
B) Sixth column
C) Eighth column
D) Tenth'eolumn

Answer: B) Sixth coluinn

11. What does the Written Down Value (WDYV) represent in the fixed asset schedule?

A),Opening cost brought forward
B) Year end accumulated depreciation
C) Cost at the start of the financial year
D) Depreciation for the year

Answer: D) Depreciation for the year

12. Which financial statement should directors lay before the Annual General Meeting?
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A) Income and Expenditure Account
B) Profit and Loss Account
C) Balance Sheet
D) Both B and C

Answer: D) Both B and C

13. What governs the preparation and presentation of financial statements?

A) International Financial Reporting Standards (IFRS)
B) Companies Ordinance 1984
C) International Accounting Standards (IAS)
D) Both B and C

Answer: B) Companies Ordinance 1984

14. Which schedule of the Companies Ordinance 1984 provides disclosure requirements
for non-listed companies?

A) 1st Schedule
B) 4th Schedule
C) 5th Schedule
D) 2nd Schedule
Answer: C)'Sth Schedule

15."Who'issues International Accounting Standards?
A) International Accounting Standards Board (IASB)
B) Securities and Exchange Commission of Pakistan (SECP)
C) Government of Pakistan

D) Ministry of Finance
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Answer: A) International Accounting Standards Board (IASB)
16. When should the first annual accounts of a company be prepared?
A) Within 6 months of incorporation
B) Within 12 months of incorporation
C) Within 18 months of incorporation
D) Within 24 months of incorporation
Answer: C) Within 18 months of incorporation
17. Which financial statement should directors lay before;the Annual General Meeting?
A) Income and Expenditure Account
B) Profit and Loss Account
C) Balance Sheet
D) Both B and C
Answer: D) Both B and C

18. What needs to be disclosed/inithe financial statements of a company according to
general requirements?

A) Name of'the entity:
B) Date of the balance sheet
C) Curreney of presentation
D) All of the above
Answer: D) All of the above
19. Which schedule provides information on fixed assets in financial statements?
A) Assets Schedule

B) Depreciation Schedule
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C) Fixed Asset Schedule
D) Liability Schedule
Answer: C) Fixed Asset Schedule

20. What is included in tangible fixed assets?
A) Goodwill
B) Patents
C) Buildings
D) Intangible Assets

Answer: C) Buildings

&A:

1: What governs the preparation and presentation of finane¢ial statements?

Answer: The preparation and presentation of financial statements are governed by the
Companies Ordinance 1984 (4th and'Sth Schedule) and International Accounting Standards
(IAS) or International Financial Reéporting Standards (IFRS).

2: What is the main objective'of International Accounting Standards (IAS)?

Answer: The main objective 0fLAS is to prescribe the basis for the presentation of general-

purpose finaneial statements, ensuring comparability with the entity's own previous periods and
with the finangial statementsiof other entities.

3: What doesithe 4th.Schedule of the Companies Ordinance 1984 provide for?

Answer: The 4th Schedule of the Companies Ordinance 1984 provides disclosure requirements
for Listed'€Companies.

4: According to IAS — 1, to whom do the general-purpose financial statements prepared in
accordance with IASs cater?

Answer: IAS — 1 applies to all general-purpose financial statements prepared in accordance with
IASs, intended to meet the needs of users who are not in a position to demand reports tailored to

their specific needs.
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5: What is the responsibility of the directors concerning the annual accounts of a company?

Answer: The directors of every company are responsible for preparing the annual accounts of
the company.

6: When should the first annual accounts of a company be prepared?

Answer: The first annual accounts of the company should be prepared within eighteen (18)
months of the incorporation of the company.

7: In addition to annual accounts, what other accounts are listed companies required to
prepare?

Answer: Listed companies are required to prepare Quarterly and Half Yearlysaccounts in
addition to annual accounts.

8: What are the general requirements for the presentation of financial statements?
Answer: The general requirements for the presentation of financial statements include disclosing
the name of the entity, date of the balance sheet, cursencyised, and reporting period if it is less

or more than one year.

9: According to Clause 6 of Part I of Fourth Schedule, what is required for financial
statements laid before the company?2

Answer: Clause 6 of Part I of Fourth Schedule tequires that, except for the first financial
statements laid before the companyfinancial statements shall also give the corresponding

figures for the immediatelyipreceding financial year.

10: How are fixed assets classified according to the Companies Ordinance 1984 and
International Accounting,Standards (IAS)?

Answer: According to the Companies Ordinance 1984, fixed assets are classified as Property,
Plant, and EquipmentsAccording to IAS, they are classified as Intangible Assets.

11: What are the disclosure requirements for fixed assets?

Answer: The disclosure requirements for fixed assets include depreciation method used, useful
lives or depreciation rates used, gross carrying amount, and accumulated depreciation at the
beginning and end of the period, among others.

12: What is the purpose of the Fixed Asset schedule in financial statements?

Answer: The Fixed Asset schedule in financial statements provides a detailed breakdown of
fixed assets, additions, disposals, accumulated costs, depreciation, and written down value.
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13: How is the depreciation charge for the year allocated in the financial statements?

Answer: The depreciation charge for the year is allocated to cost of sales, selling and marketing
expenses, and general and administrative expenses.

14: What is the significance of disclosing revalued assets in financial statements?

Answer: The disclosure of revalued assets includes the basis used for revaluation, effective date,
involvement of an independent valuer, nature of indices used, and the carrying amount that
would have been included in the financial statements at cost.

15: According to IAS, what should be disclosed for revalued assets?

Answer: For revalued assets, IAS requires disclosure of the basis used for revaluation, effective
date, involvement of an independent valuer, nature of indices used, carrying.amount, and
revaluation surplus.

16: What are the different types of fixed assets distinguished by IAS?

Answer: IAS distinguishes between tangible anddntangible fixed assets, including categories
such as land, buildings, plant and machinery, furniture'and*ittings, goodwill, patents, copyrights,

trademarks, and others.

17: What is the purpose of disclosing,the carrying amount of temporarily idle property,
plant, and equipment?

Answer: Disclosing the carrying amount of temporarily idle property, plant, and equipment
provides information about assets that are not actively in use during the period.

18: What informationdoes thefinancial statement disclose regarding leased assets
transferred to owned assets?.

Answer: The financial statement discloses leased assets transferred to owned assets, including
the details of the transfer and any changes in their status.

19: What information does the Fixed Asset schedule provide regarding depreciation?
Answer: The Fixed Asset schedule provides information on the rate of depreciation applied,
accumulated depreciation at the beginning, adjustments due to disposals or transfers,

depreciation for the year, and accumulated depreciation at the end of the year.

20: How is the depreciation charge for the year allocated among different expenses in the
financial statements?
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Answer: The depreciation charge for the year is allocated among different expenses, including
cost of sales, selling and marketing expenses, and general and administrative expenses.

5 Property, Plant and Equipment
MCQs:

1. What does IAS 16 primarily govern?
a. Revenue recognition
b. Property, plant, and equipment
c. Intangible assets
d. Financial instruments
Answer: b
2. When should IAS 16 be followed for,accounting purposes?
a. Only when dealing with bielogical assets
b. Only when mineralaightsiare invelved
c. Unless anotherTnternational Accounting Standard dictates otherwise
d. Always, without.exception
Answer: ¢
3. Acceordingto IAS 16, what does "property, plant, and equipment" refer to?
a. Onlybuildings
b»Tangible non-current assets
c. Intangible assets
d. Current assets

Answer: b
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. Which of the following is not covered by IAS 16?

a. Biological assets related to agricultural activity
b. Mineral rights and reserves

c. Current assets

d. Property, plant, and equipment used to develop assets mentioned in (@) and (b)

Answer: ¢

. What is the cost of an asset according to IAS 16?

a. Fair value at acquisition

b. Historical cost

c. Cash or cash equivalent paid at acquisition
d. Bothaand c

Answer: d

. What is residual value?

a. The fair value of an asset

b. The netiamounte€xpected at the end of the asset's useful life
c.[The initial cost of'an asset

d. The markét value of an asset

Answer: b

. How is fair value defined in IAS 16?

a. Market value at a specific date
b. The cost at which the asset was acquired
c. Replacement cost

d. The highest selling price within the last year
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Answer: a
8. What does the carrying amount of an asset represent?
a. Historical cost
b. Fair value
c. Cost less accumulated depreciation and impairment losses
d. Replacement cost
Answer: ¢
9. When is subsequent expenditure on an asset capitalized?
a. Always
b. When it is probable that future economi¢ benefits will flow to the enterprise
c. When it is incurred
d. Only for major components
Answer: b

10. Which criterion must be satisfied for the initial recognition of property, plant, and
equipment?

a. The entityiexpectsito‘obtain future economic benefit from the asset
b. The asset has a‘high market value
¢. The entity is willing to take risks associated with the asset
daBoth a and c
Answer: d
11. What does the cost of property, plant, and equipment include?
a. Purchase price only

b. Import duties only
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c. All costs incurred in bringing the asset to working condition for its intended use
d. Professional fees only
Answer: ¢
12. In case of exchange of dissimilar assets, how is the cost of the new asset measured?
a. Fair value of the asset given up
b. Fair value of the asset received
c. Fair value of the asset given up plus cash transferred
d. Carrying value of the old asset
Answer: ¢
13. What is the carrying amount of an asset after revaluation according to IAS 16?
a. Historical cost
b. Fair value at the date of reyaluation
c. Fair value less accumulated depreciation
d. Cost less accumulatedddepreciation and impairment loss
Answer: b
14. How fis depreciation défined in IAS 16?
a, A'decreasg in the fair value of an asset
bMA systematic allocation of depreciable amount over the asset's estimated useful life
¢. The cost of an asset
d. The expected disposal value of an asset
Answer: b
15. When are repairs and maintenance costs recognized as an expense?

a. Always
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b. When they improve the condition of the asset

c. When they restore the economic benefits from the originally assessed standard of

performance
d. Bothaand c
Answer: d
16. What is the depreciable amount of an asset?
a. Historical cost
b. Expected disposal value
c. Cost or other amount substituted for cost less‘expected dispesal value
d. Replacement cost
Answer: ¢
17. How is the useful life of an asset determined?
a. The number of productien units expected
b. The estimated numberiof years the enterprise expects to use the asset
c. Bothaandb
d. The fair value of thefasset
Answer: ¢
18. What'is the'treatment of land and buildings in terms of depreciation?
aiBoth land and buildings are depreciated
b. Only land is depreciated
c. Only buildings are depreciated
d. Neither land nor buildings are depreciated

Answer: d
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19. What is the purpose of depreciation according to IAS 16?
a. To increase the carrying amount of an asset
b. To systematically allocate depreciable amount over an asset's useful life
c. To account for changes in fair value
d. To calculate the historical cost of an asset

Answer: b

20. How is an asset carried subsequent to initial measurement accordingto TAS 16?
a. At cost only
b. At fair value only
c. Either at cost or at a revalued amount
d. Bothaand b

Answer: ¢

&A:

1. What standard governs,the recording, classification, and reporting of Property,
Plant, and Equipment (PPE)?

Answer: TAS 16— Property Plant and Equipment.
2. What isithe scope of IAS 16?

Answer: IAS 16 should be followed when accounting for PPE unless another
International Accounting Standard requires a different treatment.

3. According to IAS 16, what are the criteria for recognizing property, plant, and
equipment?

Answer: The enterprise expects to obtain future economic benefit from the asset,
and the value of the asset can be measured reliably.

4. What are the two criteria for the initial recognition of property, plant, and
equipment?
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10.

L1.

12.

13.

Answer: Future economic benefits and cost measured reliably.
When is an asset recognized according to the criterion of future economic benefits?

Answer: When the rewards and risks associated with the asset have passed to the
entity.

How is the cost of an asset determined under IAS 16?
Answer: It is the amount of cash or cash equivalent paid or thedair value of the
other consideration given to acquire the asset at the time of its acquisitionsor
construction.

What does residual value represent for an asset?

Answer: The net amount which the entity expects'to,obtainffor an asset at the end
of its useful life after deducting the expected costs of disposal.

Define fair value according to IAS 16.

Answer: The amount for which an asset,could be exchanged between
knowledgeable, willing parties in an‘arm’siength transaction.

How is the carrying amount of an asset calculated?

Answer: It is thedamountiat which an asset is recognized in the balance sheet after
deducting any accumtilated depreciation and accumulated impairment losses.

What is impairmentJoss according to IAS 16?

Answer: [tis thé amount by which the carrying amount of an asset exceeds its
recoverable amount.

What are thekey activities involved in the recording of Property, Plant, and
Equipment?

Answer: Initial recognition, measurement of cost, subsequent expenditure,
measurement subsequent to initial recognition, and impairment.

When is subsequent expenditure added to the carrying cost of an asset?

Answer: If it is probable that future economic benefits, in excess of the originally
assessed standards of performance of the asset, will flow to the enterprise.

Give an example of subsequent expenditure that can be capitalized.

42

Al A A AR A AR AR A AR AAR AR A A QA AdAG A

EPNRNE R DX NN DA DX DN T TR RS DX P PR DN PR DN PN PN K



PARAGAGAGADASAG AR AGADAD AT ARAG A A A A A A A Ag

EBNRNE R R DX AN DAPE PN DNE S IR = DX P = DX PR PPN PN P X

14.

15.

16.

17.

18.

19.

20.

Answer: Modification of an item of plant to extend its useful life or capacity.

How is the cost of an item of Property, Plant, and Equipment measured when
exchanged for similar assets?

Answer: At the carrying value of the old asset.
When is an asset carried at a revalued amount under IAS 16?

Answer: Subsequent to initial measurement, an asset is carried@at-a revalued
amount if the entity chooses to revalue it, being its fair value, at'the date'of

revaluation less any subsequent accumulated depreciation and‘impairment losses.

Define depreciation according to IAS 16.

Answer: It is a systematic allocation of depreciable-amount'of an asset over its
estimated useful life.

How are land and buildings treated concerning depreciation?

Answer: Land normally has'an unlimited [ife and is not depreciated, while
buildings, having a limited life,'mustibe depreeiated.

What is the purpose of depreeciation under'IAS 16?

Answer: It is to systematically allocate depreciable amount over an asset's
estimated useful life,

What is the depreciable amount of an asset?

Answer: Itis its'cost or other amount substituted for cost (revalued) amount less
its expected disposal value.

How isithe useful life of an asset determined according to IAS 16?
Answer: It is the number of years over which an enterprise expects to use the

asset or the number of production or similar units expected to be obtained from
the asset.

6 Revaluation of Assets

MCOs:
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1.

3.

What is the primary benchmark treatment for recognizing property, plant, and
equipment according to IAS 16?

A) Revalued Amount
B) Cost less Accumulated Depreciation
C) Depreciated Replacement Cost
D) Fair Value
Answer: B) Cost less Accumulated Depreciation
When a revaluation of assets is generally carried out?
A) Annually
B) Whenever market conditions change
C) When there is a significant differencesbetween fair value and carrying value
D) Only when required by tax regulations

Answer: C) When there is a significant,difference between fair value and carrying
value

What is the primary reason for revaluing the whole class of assets to which an item
belongs?

A) To increase the carrying value
B) To maintain consistency in financial statements
€) To disclose a mixture of costs and values
D) To satisfy regulatory requirements
Answer: B) To maintain consistency in financial statements

What is the alternative treatment allowed by IAS 16 for recording property, plant,
and equipment?

A) Historical Cost

B) Market Value
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C) Revalued Amount
D) Depreciated Replacement Cost

Answer: C) Revalued Amount

. Who is required to conduct the revaluation of assets according to International

Accounting Standard IAS 16?
A) Company directors
B) Any qualified individual
C) Independent valuers
D) Internal auditors

Answer: C) Independent valuers

. How should an increase in the value of amassetbe treated after a revaluation?

A) Credited to the income statement;
B) Debited to the revaluation reéserve
C) Transferred to retained earnings
D) Recognized as an expense

Answer: B) Debited tothe revaluation reserve

. When s a revaluation loss charged to the profit and loss account?

A) At theitime of revaluation

B):When the asset is disposed of

C) When the fair value exceeds the carrying value
D) When there is a decrease in the value of an asset

Answer: D) When there is a decrease in the value of an asset

. What is the purpose of the "Surplus on Revaluation of Fixed Assets Accounts'
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A) Set-off or reduction of deficits

B) Distribution as dividends

C) Adjustment of profits

D) Transfer to retained earnings
Answer: A) Set-off or reduction of deficits

9. According to IAS 16, how should the depreciation of revalued assets be provided?

A) Based on the original cost

B) Based on the revalued amount

C) At irregular intervals

D) Only when realized through disposal
Answer: B) Based on the revalued amount

10. Which method of restating the carryingiamount involves eliminating accumulated
depreciation?

A) Gross Carrying Valug,Method
B) Net Carrying Value Method
C) Accumulated ValuetMethod
D) Elimination Method
Answer: B)Néet Carrying Value Method

11."Whatshappens to the revaluation surplus when an asset is disposed of?
A) Transferred to income statement
B) Transferred to retained earnings
C) Eliminated entirely

D) Distributed as dividends
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Answer: B) Transferred to retained earnings
12. How a revaluation surplus is realized when an asset is being depreciated?
A) Transferred to income statement
B) Credited to revaluation reserve
C) Recognized as income in the income statement
D) Distributed to shareholders
Answer: C) Recognized as income in the income statement

13. What is the consequence of default in complying with:Section 235 of the Companies
Ordinance?

A) Criminal charges
B) Fine and liability for company losses
C) Asset forfeiture
D) License revocation
Answer: B) Fine and liability foxr company losses

14. Which example represents the second method of restating the carrying amount after
revaluation?

A) Gross carrying afnount is restated
B) Aecumulated depreciation is eliminated
C) Netcarrying amount is adjusted
D) Depreciation is charged prospectively
Answer: B) Accumulated depreciation is eliminated
15. What is the primary purpose of the "Revaluation Surplus' account?
A) Distribution to shareholders

B) Realization of surplus

47

Al A A AR A AR AR A AR AAR AR A A QA AdAG A

EPNRNE R DX NN DA DX DN T TR RS DX P PR DN PR DN PN PN K



PARAGAGAGADASAG AR AGADAD AT ARAG A A A A A A A Ag

EBNRNE R R DX AN DAPE PN DNE S IR = DX P = DX PR PPN PN P X

C) Adjustment of deficits
D) Transfer to income statement
Answer: B) Realization of surplus

16. When is a revaluation surplus realized in the case of an asset being used by the
enterprise?

A) At the time of revaluation

B) Only when the asset is sold

C) As the asset is used

D) After the asset is fully depreciated
Answer: C) As the asset is used

17. What is the impact of an upward revaluation on the depreciation charge?

A) Decreases depreciation

B) Increases depreciation

C) No impact on depreciation

D) Changes depreciation method
Answer: B) Increases depreciation

18. In,the second method of restating carrying amount, what happens to accumulated
depreciation?

A) Aceumulated depreciation is increased

B) Accumulated depreciation is eliminated

C) Accumulated depreciation is reduced

D) Accumulated depreciation is transferred to income statement

Answer: B) Accumulated depreciation is eliminated
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19. What happens to the revaluation surplus if there is a revaluation decrease that
exceeds the previous increase?

A) Transferred to income statement

B) Recognized as an expense

C) Carried forward as a reserve

D) Distributed as dividends
Answer: B) Recognized as an expense

20. How often should a review of the useful life of property, plant;and.equipment be
carried out according to IAS 16?

A) Every two years

B) Annually

C) When there is a significant changeiin marketiconditions
D) Only when required by regulatory authorities

Answer: B) Annually

&KA:

1. Why is it important tothave professionally qualified valuers for the revaluation of
assets?

Answers Professionally qualified valuers are required to ensure the accuracy and
reliability of asset valuations.

2. “Whatis the benchmark treatment for recognizing fixed assets according to IAS 16?

Answer: The benchmark treatment is to carry property, plant, and equipment at
Cost less Accumulated Depreciation and any Accumulated Impairment Losses.

3. Explain the concept of revaluation surplus.
Answer: Revaluation surplus is the increase in the value of an asset after

revaluation. According to IAS 16, this increase is credited to a revaluation
surplus, a part of owners’ equity.
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10.

Under what circumstances is a revaluation loss charged to the profit and loss
account?

Answer: A revaluation loss is charged to the profit and loss account in the period
in which the revaluation is carried out.

What is the allowed alternative treatment for recording property, plant, and
equipment according to IAS 16?

Answer: The allowed alternative treatment is to record propertyyplant; and
equipment at its Revalued Amount less Accumulated Depreciation.and any
Accumulated Impairment Losses.

How is a revaluation decrease treated in the financial statements?

Answer: A revaluation decrease is charged directly against@any related
revaluation surplus to the extent that the decrease doesnot exceed the amount
held in surplus in respect of the same assét.

What is the frequency recommended forithe review of the useful life of property,
plant, and equipment?

Answer: A review of the useful life should be carried out at least each financial
year-end, and the depreeiation charge'should be adjusted if expectations have
changed significantly from previous estimates.

Explain the treatment of revaluation surplus when it is realized.
Answer: Revaltiation surplus is transferred to retained earnings when realized,
either onithe retitement or disposal of the asset. The amount realized is the
difference between depreciation based on the revalued carrying amount and
depreciation based on the asset’s original cost.

What'is theweffect of revaluation on the depreciation charge?
Answer: An upward revaluation increases the depreciation charge, and part of the
revaluation surplus is realized as the asset is used, which is transferred to retained

earnings.

Who can conduct the revaluation, according to International Accounting Standard
IAS 16?

Answer: IAS 16 requires that revaluation should be carried out by professionally
qualified valuers.
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11.

12.

13.

14.

15.

16.

JUN

18.

What is the purpose of revaluing all assets within a class at the same time?

Answer: Revaluing all assets within a class at the same time prevents selective
revaluation of certain assets and ensures consistency in financial statements.

Explain the difference between depreciation and impairment.

Answer: Depreciation is the systematic allocation of the depreciable amount of an asset
over its estimated useful life, while impairment is a fall in the value of an asset beyond
the company's control, resulting in its recoverable amount being less than itsiearrying
value.

When is a revaluation loss charged to the profit and loss account?

Answer: A revaluation loss is charged to the profit and less aeccountiin the period in
which the revaluation is carried out.

What is the treatment of a revaluation surplu$’in equity?

Answer: A revaluation surplus is creditedddirectlyto equity under the heading of
Revaluation Surplus.

How the realization of revaluation surplus issdetermined when an asset is being
depreciated?

Answer: The realization@ftevaluation surplus when an asset is being depreciated is the
difference between depreciation,charged on the revalued amount and the (lower)
depreciation that would have been charged on the asset’s original cost.

What is the purpose ofirestating the carrying amount of an asset after revaluation?

Answer: Restating the carrying amount after revaluation is done to reflect the new
revaluediamountand adjust the depreciation charge accordingly.

What areithe two methods provided by IAS 16 for restating the carrying amount of
an asset after revaluation?

Answer: The first method involves restating the gross carrying value along with
accumulated depreciation, and the second method involves eliminating accumulated
depreciation against the gross carrying value.

Under what circumstances can the surplus on revaluation of fixed assets be applied
or utilized?
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Answer: The surplus on revaluation of fixed assets shall not be applied to set-off or
reduce any deficit or loss, or be utilized directly or indirectly by way of dividend or
bonus, except and to the extent actually realized on disposal of the revalued assets.

19. What is the effect of a fall in the value of an asset on its carrying value?

Answer: A fall in the value of an asset results in an impairment loss, where its
recoverable amount becomes less than its carrying value.

20. Who is defined as an "expert" according to the Companies Ordinanee 1984?

Answer: According to the Companies Ordinance 1984, an "expert" ineludes an engineer,
a valuer, an accountant, and every other person whose profession gives authority to a

statement made by him.

7 Property, Plant & Equipment and
Borrowing Cost

MCQOs:

1: What should financial statements disclose for each class of property, plant, and
equipment?

a) Only the‘earrying amount

b) Measurement basis, depreciation method, useful lives or rates
¢) Only acquisitions through business combinations

d) None of the above

Answer: b) Measurement basis, depreciation method, useful lives or rates
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2: In the sample provided, how are tangible fixed assets stated?
a) Revalued amount
b) Historical cost
c¢) Fair value
d) Net realizable value
Answer: b) Historical cost
3: Which depreciation method is mentioned for operating fixed assets'in the.sample?
a) Double Declining Balance
b) Sum-of-the-Years-Digits
c) Straight Line
d) Units of Production
Answer: ¢) Straight Line

4: What is included in the reconciliation ofithe carrying amount at the beginning and end
of the period?

a) Additions and disposals only
b) Depreciation and'met exchange differences
c) Acgquisitions through business combinations
d) All of the above
Answer: d) All of the above
5: When are comparative figures required for reconciliation?
a) Always
b) Only for additions

c¢) Only for disposals
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d) Not required
Answer: d) Not required

6: What is the purpose of disclosing the selection of the depreciation method and estimated
useful lives?

a) To confuse users
b) To comply with regulations
¢) To provide information for comparison
d) None of the above
Answer: ¢) To provide information for comparison

7: When should an enterprise disclose a change in an"accounting estimate related to
property, plant, and equipment?

a) Only if it has a material effect
b) In every financial statement
c¢) Only when there is a decrease 1 usefullife
d) Never
Answer: a) Only if it has a‘material effect

8: What information is discleSed when property, plant, and equipment are stated at a
revalued.amount?

a) Only theyrevaluation surplus
b) Basisused, effective date, valuer involvement
c¢) Carrying amount if not revalued
d) All of the above
Answer: d) All of the above

9: How are gains or losses from the retirement or disposal of assets recognized?
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a) As extraordinary items

b) Included in profit and loss account
c¢) Ignored in financial statements

d) Deducted from depreciation

Answer: b) Included in profit and loss account

10: What happens when property, plant, and equipment are exchanged for,a similar‘asset?

a) Gain or loss is recognized
b) Cost of acquired asset equals carrying amount of the disposed asset
c) Bothaand b
d) None of the above
Answer: ¢) Botha and b
11: When should capitalization of borrowing costs begin?
a) When borrowing costs are incutred
b) When activities necessary fopf@sset pteparation are in progress
c) When assets ate ready for use
d) Only in the constructiondphase
Answer: b):When activities necessary for asset preparation are in progress
12: What does a‘qualifying asset refer to under IAS 23?
a) Any-asset with a positive net present value
b) An asset that takes a substantial period to be ready for use
¢) Any asset acquired using borrowed funds
d) An asset with a high market value

Answer: b) An asset that takes a substantial period to be ready for use
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13: When is the capitalization of borrowing costs suspended?

a) During temporary delays
b) When sustainable technical or administrative work is taking place
c) If active development is suspended for an extended period

d) All of the above

Answer: d) All of the above

14: When should capitalization of borrowing costs cease?

a) When the asset is ready for use
b) When activities necessary for asset preparation are complete
c¢) At the end of the financial year

d) Only when the construction phase is over

Answer: b) When activities necessary for asset preparation are complete

15: What does the capitalization rate represent in the context of borrowing costs?

a) The interest rate charged by the lender
b) The weighted averageef borrowing costs applicable to outstanding borrowings
c¢) The market interest tate

d) The inflation-adjusted interest rate

Answerab) The weighted average of borrowing costs applicable to outstanding borrowings

16: Underthe benchmark treatment of IAS 23, how are borrowing costs treated?

a) Capitalized only
b) Expensed in the period incurred
c¢) Capitalized and expensed

d) Ignored in financial statements
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Answer: b) Expensed in the period incurred

17: What is the key criterion for borrowing costs to be eligible for capitalization?

a) They should be significant
b) They should be directly attributable to the asset
c¢) They should be incurred during the construction phase

d) They should result in a lower interest rate

Answer: b) They should be directly attributable to the asset

18: When is the commencement of capitalization of borrowing costs?

a) When the asset is acquired
b) When borrowing costs are incurred
c) When activities necessary for asset preparation begin

d) At the end of the financial year

Answer: ¢) When activities necessary for asset preparation begin

19: What does a qualifying asset include?

a) All assets on the balaneé sheet
b) Assetsready for uselor sale
c) Assets that,take alsubstantial period to get ready for intended use

d) Assets acquired with borrowed funds

Answer: c))Assets that take a substantial period to get ready for intended use

20: Under the allowed alternative treatment, what is disclosed if borrowing costs are
capitalized?

a) Only the amount of borrowing costs capitalized

b) The policy adopted for borrowing costs

EDEESE R B DR X PPN PN PN K DN BN I - R R PN PN PN

57

A A AR A AR A AR AR A ASAGAS AR AR AR AGARAG A Ag



PARAGAGAGADASAG AR AGADAD AT ARAG A A A A A A A Ag

EBNRNE R R DX AN DAPE PN DNE S IR = DX P = DX PR PPN PN P X

c)Bothaandb
d) Nothing is disclosed

Answer: ¢) Botha and b

&A:

1: What information should be disclosed for each class of property, plant, and equipment
in the financial statements?

Answer: The financial statements should disclose the measurement basis,depreeiation method,
useful lives or depreciation rates, and a reconciliation of the carrying amountat the beginning
and end of the period, including additions, disposals, and other televant moyements.

2: How are tangible fixed assets, such as land and capital work inprogress, stated in the
financial statements according to the sample information proyvided?

Answer: Tangible fixed assets like land and capital,wotk.in progress are stated at cost less
accumulated depreciation.

3: According to the sample information; hew is,depreciation on operating fixed assets
provided?

Answer: Depreciation on operating,fixed assets is provided on a straight-line basis. Rates of
depreciation, disclosed in note 5, are'designed to write off the cost over the estimated useful lives
of the assets.

4: What is the treatment of major renewals and improvements to property, plant, and
equipment, according tothe information provided?

Answer: Majorirenewals and improvements are capitalized. Gains and losses on disposals are
determined\byycomparing the sale proceeds with the carrying value and are included in the profit

and‘less,accountfor the year.

5: How is'the reconciliation of the carrying amount at the beginning and end of the period
presented in’'the financial statements?

Answer: The reconciliation is presented in the form of a schedule or table called the "Fixed
Assets Schedule," showing additions, disposals, and acquisitions through business combinations,

revaluations, impairment losses, depreciation, net exchange differences, and other movements.

6: According to the information, are comparative figures required for the reconciliation of

the carrying amount?
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Answer: No, comparative figures are not required for the reconciliation.
7: What does the term "Fixed Assets Schedule" refer to, as mentioned in the information?

Answer: The "Fixed Assets Schedule" is a schedule or table used to present the reconciliation of
the carrying amount of property, plant, and equipment at the beginning and end of the period.

8: In the sample financial statement, how are assets subject to finance lease presented?

Answer: Assets subject to finance lease are presented separately, indicating their cost,
accumulated depreciation, and net carrying amount.

9: According to the disclosure requirements, what information shouldibe disclosed about
impaired property, plant, and equipment?

Answer: Information on impaired property, plant, and equipment should,bé disclosed under IAS
36, Impairment of Assets.

10: What is the treatment of retirement and disposal of property, plant, and equipment
according to the information provided?

Answer: Gains or losses arising from the retiréement,or disposal of property, plant, and
equipment should be determined as the differenceibetween the estimated net disposal proceeds

and the carrying amount of the asset, recognizedyas income or expense in the income statement.

11: When does capitalization of borrowing costs begin, according to the information on IAS
23?

Answer: Capitalization of borfowing costs begins when expenditures on assets are being
incurred, borrowing costs are being incurred, and activities necessary to prepare the asset for its
intended use @re in progress.

12: Whatis,a qualifying asset, as defined by IAS 23?

Answers A qualifying asset is an asset that necessarily takes a substantial period of time to get
ready for its‘intended use or sale.

13: Under the benchmark treatment of IAS 23, how are borrowing costs treated?

Answer: Under the benchmark treatment, borrowing costs are treated as an expense in the period
they are incurred, regardless of how the loan is used.

14: According to IAS 23, when should capitalization of borrowing costs be suspended?
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Answer: Capitalization of borrowing costs should be suspended if active development of the
asset is suspended for an extended period.

15: What information is required to be disclosed regarding borrowing costs under the
benchmark treatment of IAS 23?

Answer: If the benchmark treatment is used, the enterprise is only required to disclose the policy
adopted for borrowing costs.

16: What is a qualifying asset, as per IAS 23?

Answer: A qualifying asset is an asset that necessarily takes a substantial peried of time to get
ready for its intended use.

17: Under the allowed alternative treatment, when are borrowing, costs eligible for
capitalization?

Answer: Borrowing costs that are directly attributable téthe acquisition, construction, or
production of a qualifying asset are eligible for capitalization underthe allowed alternative
treatment.

18: According to IAS 23, when should capitalization of borrowing costs cease?

Answer: Capitalization of borrowing eosts, should cease when substantially all activities
necessary to prepare an asset for its intendediwse or sale are complete.

19: What are the disclosure requirements related to borrowing costs under IAS 23?
Answer: The disclosure requitements include the accounting policy adopted for borrowing costs,
the amount of borrowing costs €apitalized during the period, and the capitalization rate used to
determine thé amount of borrowing costs eligible for capitalization.

20: Whatis,a qualifying asset, and what are examples provided by IAS 23?

Answers A qualifying asset is an asset that necessarily takes a substantial period of time to get
ready fox its‘intended use or sale. Examples provided by IAS 23 include inventories requiring

substantialitime for sale, manufacturing plants, power generation facilities, and investment
properties.

8 Intangible Assets - Companies
Ordinance 1984
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MCQOs:

1.

What are the classifications of intangible assets under the Companies Ordinance
1984?

A: Goodwill, Patent, Copyrights, Trademarks and Designs, Others (to be
specified).

According to the Fourth Schedule, what disclosure requirements are needed for
intangible assets?

A: Original cost or the amount of valuation, additions, deductions, and aggregate
amounts written off or provided for depreciation or amortizatien.

How does the International Accounting Standard 38 define an intangible asset?
A: An identifiable non-monetary asset without physical substance held for use in
production or supply of goods or servi¢es, for rentals to others, or for
administrative purposes.

What are some examples of intangible resources mentioned in the lecture?

A: Scientific or technical knowledgeidesign and implementation of new
processes, licenses, intellectual property, market knowledge, trademarks.

When should an intangible@asset be recognized according to the International
Accounting Standard 38?

A: If future econemic benefits attributable to the asset will flow to the enterprise
and the cost,of the asset can be measured reliably.

How is the cost,of an intangible asset measured when acquired separately?

Ay Purchase price, including any duties and non-refundable taxes, and any
directly attributable expenditure on preparing the asset for its intended use.

What is the criteria for recognizing internally generated goodwill?
A: Internally generated goodwill should not be recognized as an asset.

What is the classification of expenditure related to intangible assets that do not meet
the recognition criteria?

A: It should be expensed as incurred.
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10.

11.

12.

13.

14.

15.

16.

17.

When should subsequent expenditure on an intangible asset be recognized as an
expense?

A: Unless it is probable to generate future economic benefits and can be measured
reliably.

What phases are used to assess whether an internally generated asset meets the
criteria for recognition?

A: Research phase and development phase.
When should research costs be recognized as an expense?

A: When incurred, as they do not meet the criteria for recognition as an intangible
asset.

What are examples of development costs?

A: Design, construction and testing of pre-production prototypes, design of tools
involving new technology, operatiomeof awpilot plant.

How is the amortization period determined foriintangible assets?

A: Systematically overghe best estimate of its useful life, with a presumption that
the useful life cannot exceed 20 years.

What is the benchmark treatmentfor measuring intangible assets after initial
recognition?

A: Cost'less accumulated amortization and any accumulated impairment loss.
Under the allowed alternative treatment, when can an intangible asset be revalued?

A: When there is an active market for that type of asset, and the entire class of
intangible assets of that type is revalued at the same time.

What is the treatment for revaluation surplus when an intangible asset is revalued
upwards?

A: It should be credited directly to equity under the heading of a revaluation
surplus.

When is an increase in revaluation recognized as income?
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A: If it is a reversal of a revaluation decrease that was previously charged against
income.

18. What happens when the carrying amount of an intangible asset is revalued
downwards?

A: The amount of the downward revaluation should be charged as an expense
against income.

19. What should an enterprise do at each financial year-end regardingthe amortization
method and useful life of intangible assets?

A: Review them.

20. Q: How does the International Accounting Standard 38 handle subsequent
expenditure on intangible assets?

A: Tt should be recognized as an expensefinless 1tis probable to generate future
economic benefits and can be measured reliably.

&KA:

1: What is the classification of intangible assets according to the Fourth Schedule of the
Companies Ordinance 1984?

A: The classification includes Goodwill, Patent, Copyrights, Trademarks and Designs, and
Others (to be specified).

2: According to the Fourth Schedule, what are the disclosure requirements related to
intangible assets?

A: The diselosure requirements include the original cost or the amount of valuation, additions
and_deductions, sinee.the previous balance sheet date, and the aggregate amount written off,
provaded, ortetained up to the date of the balance sheet.

3: How does International Accounting Standard 38 define an intangible asset?

A: An intangible asset is an identifiable Non-Monetary Asset without physical substance held for
use in production or supply of goods or services, for rentals to others, or for administrative
purposes. It must be controlled by the enterprise as a result of past events, and the enterprise

should expect future economic benefits to flow from it.

4: What is the objective of International Accounting Standard 38?
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A: The objectives are to establish criteria for when an intangible asset may or should be
recognized, specify how intangible assets should be measured, and specify the disclosure
requirements for intangible assets.

5: Provide examples of intangible resources mentioned in the lecture.

A: Examples include scientific or technical knowledge (computer software), design and
implementation of new processes, licenses (Fishing licenses, Import/Export quotas), intellectual
property (patents, copyrights, motion picture films), market knowledge (customer lists, eustomer
or supplier relationships, market share), and trademarks.

6: Why should an item not be recognized as an intangible asset?

A: An item should not be recognized as an intangible asset unless it fullyameets.the definition in
the proposed standard.

7: What criteria must be met for the recognition of an intangible asset?

A: Future economic benefits attributable to the asset mustflow to the enterprise, and the cost of
the asset must be measurable reliably. Judgment, often based on external evidence, is essential in
assessing the certainty of economic benefits.

8: How is the cost of an intangible asset measured when acquired separately?

A: If acquired separately, the cost is usually'measured reliably as its purchase price, including
incidental costs of purchase suchfasilegalfees and any costs incurred in getting the asset ready
for use.

9: In a business combination; how. is the cost of an intangible asset determined?

A: In a busingss combinatien, the cost of the intangible asset is its fair value at the date of
acquisition.

10: Under 'what cireumstances should internally generated goodwill not be recognized as an
asset?

A: Internally generated goodwill should not be recognized because its cost, rather than fair value,
must be measurable reliably for initial recognition, and it should be identifiable and controlled.

11: What costs should be included in the cost of an internally generated intangible asset?

A: Only costs that can be directly attributed or allocated on a reasonable and consistent basis to
creating, producing, or preparing the asset for its intended use should be included.

12: When should research costs be recognized?
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A: Research costs should be recognized as an expense when incurred because, at the research
stage, it cannot be certain that future economic benefits will probably flow to the enterprise.

13: In the development phase, when should an intangible asset be recognized?

A: An intangible asset arising from development should be recognized if the enterprise can
demonstrate technical feasibility, intention to complete and use or sell the asset, ability to use or
sell the asset, and how the asset will generate probable future benefits.

14: How is subsequent expenditure on an intangible asset treated?

A: Subsequent expenditure should be recognized as an expense when incurred unless it is
probable to generate future economic benefits beyond its originally assessed standards and can
be measured and attributed to the asset reliably.

15: What is the maximum assumed useful life for an intangible asset?

A: The assumed useful life of an intangible asset cannotlexceed 20, years, but an enterprise may
present a case for a life in excess of 20 years.

16: How is the depreciable amount of an intangibleasset alloeated?

A: It should be allocated on a systematic basis, over the best estimate of its useful life.

17: What are the two methods of valuationfor intangible assets after initial recognition?
A: The benchmark treatment involvés ¢ostless accumulated amortization and any accumulated
impairment loss. Alternatively, the allowed alternative treatment is at a revalued amount, being
its fair value at the date of revaluation less any subsequent accumulated amortization and any
subsequent impairmentiloss.

18: Under what circumstances should a revaluation surplus be recognized as income?

A: If a revaluation surplus is a reversal of a revaluation decrease that was previously charged
againstincome, the increase can be recognized as income.

19: When an intangible asset is revalued downwards, how is the amount of the downward
revaluation treated?

A: The amount of the downward revaluation should be charged as an expense against income,
unless the asset has previously been revalued upwards.

20: What is the treatment when there is no active market for an intangible asset in a class
of revalued intangible assets?
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A: If an intangible asset in a class cannot be revalued due to no active market, it should be
carried at its cost less any accumulated amortization and impairment losses. Revaluations should
be made to prevent selective revaluations.

9 Intangible Assets - IAS 38 & Investment
in Associates

MCQOs:

1. What information should financial statements disclose for each class,of<intangible
assets under I1AS 38?

a) Only the gross carrying amount

b) Useful lives or amortization rates, amortization method, and carrying amount at the
end of the period

c¢) Only the accumulated amortization
d) None of the above

Answer: b) Useful lives or amortization rates, amortization method, and carrying
amount at the end of thesperiod

2. In the reconciliation of.carrying amount for intangible assets, which of the following
is not requited to be disclosed?

a)Retirementsiand disposals

b) Net exchange differences arising on translation

c)Comparative information

d) Amortization recognized during the period
Answer: ¢) Comparative information

3. When can an enterprise aggregate or disaggregate classes of intangible assets for
disclosure purposes?

a) Always aggregate for simplicity
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b) Only when required by local regulations
c) Based on management's preference
d) When it results in more relevant information for users
Answer: d) When it results in more relevant information for users

4. What is the key criterion for determining significant influence over anfinvestee
under IAS 28?

a) Control
b) Ownership percentage
c) Ability to participate but not control
d) Voting power
Answer: c¢) Ability to participate but not'control

5. Under IAS 28, what ownership percentage,is presumed to indicate significant
influence?

a) 10%

b) 15%

c) 20%

d)25%
Answer:c) 20%

6., Whatis the primary evidence of significant influence in an associate according to
1AS 282

a) Ownership percentage
b) Representation on the board of directors
c¢) Control over financial affairs

d) Voting power
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Answer: b) Representation on the board of directors
7. How is income from an investment recorded under the cost method?
a) As a reduction in the carrying amount of the investment
b) As income to the extent of distributions from accumulated net profits
c) As a direct increase in equity
d) Only when the investment is sold
Answer: b) As income to the extent of distributions from accumulated net profits
8. When should the equity method be discontinued according to IAS 28?
a) When there is a change in management
b) When the investor holds less than 20% voting power
c) When the associate comes under seévere long=term restrictions
d) When the investee faces financial difficulties
Answer: ¢) When the associate comes under severe long-term restrictions

9. What is disclosed separately when the equity method is used for accounting
investments in associates?

a) Only investments insassociates

b)Share of Profits/Losses and Share of extraordinary items
¢) Only Share of Profits/Losses

d)Only Share of extraordinary items

Answer: b) Share of Profits/Losses and Share of extraordinary items

10. When is an impairment loss recognized for an investment in an associate under IAS

36?
a) Annually

b) Only when the investment is sold
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c) When there is an indication of impairment
d) When the associate faces bankruptcy
Answer: ¢) When there is an indication of impairment

11. What should financial statements disclose about associated companies under IAS
28?

a) Only the proportion of ownership interest
b) Method used for accounting investments
c) Significant associates and their ownership propertions
d) All of the above
Answer: d) All of the above

12. Under IAS 38, what is included in the reconciliation,of carrying amount for
intangible assets?

a) Retirements and disposals

b) Additions indicating these from,internal development and through business
combinations

c¢) Net exchange différences arising on translation
d) All of thetabove
Answer: d) All of the above

13. When'is therequity method used for accounting investments in associates according
to JIAS 282

a) Always

b) Only for short-term investments

c¢) Only for long-term investments

d) Unless held exclusively with a view to disposal in the near future

Answer: d) Unless held exclusively with a view to disposal in the near future
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14. What does the financial statements disclose if intangible assets are carried at a
revalued amount?

a) Only the effective date of revaluation

b) Carrying amount of revalued assets and revaluation surplus

¢) Classifications under benchmark treatment

d) Only the amount of revaluation surplus at the end of the period
Answer: b) Carrying amount of revalued assets and revaluation sarplus

15. When should the cost method be applied for investments in associates under IAS
28?

a) Always
b) When the investee faces financial difficulties
c) When the investment is made for allong term
d) Only when required by local regulations
Answer: b) When the investee faces\financial difficulties
16. What is the definition of am associate according to IAS 28?
a) A subsidiary ofithe inyestor
b) An enterprise,in#vhich an investor has control
¢) Anenterpirise in which an investor has significant influence
d))A jeint venture of the investor
Answer: ¢) An enterprise in which an investor has significant influence
17. How is significant influence presumed under IAS 28?
a) 15% ownership
b) 20% ownership

c) 25% ownership
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d) 30% ownership

Answer: b) 20% ownership

18. When should the cost method be used for investments in associates under IAS 28?

a) When the investment is made for a short period
b) Always
c) When the investment is made for a long term
d) Only when required by local regulations

Answer: a) When the investment is made for a short period

19. What should be disclosed separately when the equity methed is used for accounting
investments in associates?

a) Only investments in associates
b) Share of Profits/Losses and Share,of extraotdinary items
c¢) Only Share of Profits/Lesses
d) Only Share of extraordinary, items
Answer: b) Share of Profits/Losses and Share of extraordinary items

20. What is the primary evidence of significant influence in an associate according to
IAS 28?

a) Ownership percentage
b)\Representation on the board of directors
¢) Control over financial affairs

d) Voting power

Answer: b) Representation on the board of directors

Q&A:
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1: What are the disclosure requirements for intangible assets in financial statements
according to IAS 38?

A: The disclosure requirements for intangible assets according to IAS 38 include information on
useful lives, amortization rates, amortization method, gross carrying amount, accumulated
amortization, and details of additions, retirements, revaluations, impairment losses, and exchange
differences.

2: How should a class of intangible assets be defined, and when is disaggregation into
smaller classes recommended?

A: A class of intangible assets is a grouping of assets of a similar nature and use. Disaggregation
is recommended when it provides more relevant information for financial‘statement users.

3: Under what circumstances should an enterprise disclose the nature and effect of a
change in an accounting estimate related to intangible assets2

A: Disclosure is required when there is a material change in the amortization period,
amortization method, or residual values of intangible assets.

4: What information should be disclosed for intangible assets acquired through
government grants?

A: The disclosure should include the fair value initially recognized, carrying amount, treatment
(benchmark or alternative), existence'of restrictions, carrying amount pledged as security, and
commitments for acquisition.

S: If intangible assets are carried at a revalued amount, what information should be
disclosed?

A: For revalued intangiblesassets, disclosure should include the effective date of revaluation,
carrying amount of revalued assets, carrying amount under benchmark treatment, and changes in
the revaluation surplus.

6: Howis research and development expenditure disclosed in financial statements?

A: Financial statements should disclose the aggregate amount of research and development
expenditure recognized as an expense during the period.

7: What information is encouraged, but not required, for disclosure regarding intangible
assets?

A: Encouraged disclosures include a description of fully amortized assets still in use and a brief
description of significant intangible assets not recognized due to criteria or
acquisition/generation timing.
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8: According to the Companies Ordinance 1984, when are two persons or companies
considered associated?

A: Two persons or companies are considered associated if they are partners in a single enterprise
or if one holds ten percent holding in a single company.

9: How does IAS 28 define an associate and significant influence?

A: An associate is an enterprise in which an investor has significant influence, defined as the
ability to participate but not control financial and management affairs.

10: What is the presumption of significant influence in IAS 28, and how 1is,it determined?

A: If an investor controls twenty percent voting power in the investee, it'is presumed to have
significant influence unless proven otherwise.

11: What are the two methods for the recognition of investments in associated companies?

A: The cost method and equity method are two methods for recognizing investments in
associated companies.

12: Under the cost method, how is income from the investment reflected in the income
statement?

A: Under the cost method, income from the investment is reflected in the income statement only
to the extent of distributions recgived from the Tnvestee's accumulated net profits.

13: When is the equity meéthodiapplied for accounting investments in associates?

A: The equity method 18,appliedufor long-term investments, and it should be discontinued if
significant influence ceases,ordf the associate faces severe long-term restrictions.

14: What disclesures are required when using the equity method for investments in
associates?

A: Disclosuresiinclude investments in associates (balance sheet), share of profits/losses (income
statement)and share of extraordinary/prior period items (income statement/reserves).

15: How are impairment losses handled in investments in associates?

A: Impairment losses in investments in associates are recognized according to IAS 36, generally
for each cash associate individually.

16: What happens when an investor's share of losses in an associate equals or exceeds the
carrying amount of the investment?
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A: In such cases, the investor usually discontinues including its share of further losses, and the
investment is reported at nil value.

17: What disclosures are required for associated companies, including proportion of
ownership interest and accounting method?

A: Disclosures include a listing and description of significant associates, proportion of
ownership interest, proportion of voting power, and the method used for accounting,

18: What should be disclosed when using the equity method for investments-in associates?
A: When using the equity method, the financial statements should separately disclose
investments in associates (balance sheet), share of profits/losses (income statement), and share of

extraordinary/prior period items (income statement/reserves).

19: Under what circumstances should an enterprise disclose the,nature and effect of a
change in an accounting estimate related to investments in‘associates?

A: Disclosure is required when there is a material change in the accounting estimate related to
investments in associates, such as changes in amortization‘period, method, or residual values.

20: What information should be disclosed for intangible assets amortized over a period of
more than 20 years?

A: Disclosure should include the reasons forxebutting the presumption of a useful life,
describing the factors that played a‘significant role in determining the asset's useful life.

10 Other Non-Current Assets
MCQOs:

1. Whatiadditional heads are prescribed for noncurrent/long-term assets in the Fourth
Schedule to the Companies Ordinance 1984?

a)Current Liabilities

b) Long-Term Liabilities

c¢) Long-Term Loans and Advances
d) Current Assets

Answer: ¢) Long-Term Loans and Advances
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2. How should long-term loans and advances be classified in financial statements?

a) Secured and unsecured
b) Current and noncurrent
¢) Good and bad

d) Material and immaterial

Answer: a) Secured and unsecured

. What information must be disclosed for loans and advances to subsidiary

companies?

a) Only the name of the borrower

b) Amount, terms, and collateral security details
c¢) Only the aggregate amount outstanding

d) None of the above

Answer: b) Amount, terms, and,collateral security details

. How should provisions for'bad'er doubtful loans and advances be shown in financial

statements?

a) As an addition undef each sub-head
b) Asfa deduction undefieach sub-head
c) As,a separate line item

d),In the footnotes only

Answer: b) As a deduction under each sub-head

. When disclosing loans and advances due for payment after twelve months, what

should be indicated separately?
a) Outstanding for periods exceeding two years

b) Outstanding for periods exceeding three years
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c¢) Outstanding for periods exceeding five years
d) Outstanding for periods exceeding one year

Answer: b) Outstanding for periods exceeding three years

. What is excluded from the scope of IAS-2 regarding inventories?

a) Work in progress under construction contracts
b) Financial instruments

¢) Livestock, agriculture, and forest products

d) All of the above

Answer: d) All of the above

. How does IAS-2 define inventories?

a) Goods held for resale
b) Assets held for sale, in production,ier asymaterials/supplies
c¢) Finished goods only

d) Raw materials only

Answer: b) Assets held for sale, in production, or as materials/supplies

. Whatis Net Realizable'Value (NRV)?

a) Purchase costiminus selling price
b),Selling'price minus completion costs
c) Selling price minus costs of completion and necessary sale costs

d) Market value minus historical cost

Answer: ¢) Selling price minus costs of completion and necessary sale costs

. Which items are excluded from the scope of IAS-2 regarding inventories?

a) Work in progress under construction contracts
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b) Financial instruments
c) Livestock, agriculture, and forest products
d) All of the above
Answer: d) All of the above
10. What is the fundamental accounting assumption related to inventories?
a) Matching principle
b) Consistency principle
c¢) Materiality principle
d) Going concern assumption
Answer: a) Matching principle
11. According to IAS-2, how should inventories be measured?
a) Cost only
b) Net realizable value only
c) Lower of cost and net realizable value
d) Historical'¢ost only
Answer: c¢) Lower of cost and net realizable value
12. What comprises the cost of inventories under IAS-2?
a),Purchase price only
b) Costs of conversion only
c¢) Other costs in bringing inventories to their location and condition
d) Bothb and ¢
Answer: d) Both b and ¢

13. Which costs are included in the cost of purchase of inventories?

EDEESE R B DR X PPN PN PN K DN BN I - R R PN PN PN

77
Fo J Fr ¥ o A fe o Ao fe A T A A o A A o A A o

EBNRNE R R DX AN DAPE PN DNE S IR = DX P = DX PR PPN PN P X



PARAGAGAGADASAG AR AGADAD AT ARAG A A A A A A A Ag

EBNRNE R R DX AN DAPE PN DNE S IR = DX P = DX PR PPN PN P X

14.

15.

16.

a) Purchase price plus import duties and other taxes
b) Purchase price minus trade discounts
c) Storage costs
d) Administrative overheads
Answer: a) Purchase price plus import duties and other taxes

Which costs should be recognized as an expense and not included in,the cost:of
inventories?

a) Abnormal amounts of wasted materials, labor, or other production ¢cests
b) Storage costs

c) Administrative overheads not incurred to bring inventoties to their location and
conditions

d) All of the above
Answer: d) All of the above

How should the cost of inventories'be recognized for items not normally
interchangeable?

a) FIFO or Weighted Average Method
b) Specific identificationwenly
¢),LIFO method only
d) Avetage ¢ost method only
Answer: a) FIFO or Weighted Average Method

What is the recommended benchmark treatment for assigning the cost of
inventories under IAS-2?

a) FIFO method
b) LIFO method

¢) Specific identification
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17.

18.

19.

20.

d) FIFO or Weighted Average Method
Answer: d) FIFO or Weighted Average Method

Which is an allowed alternative method for measuring the cost of inventories under
IAS-2?

a) FIFO method
b) LIFO method
¢) Specific identification
d) LIFO or FIFO Method
Answer: d) LIFO or FIFO Method
How is the cost of inventories calculated under the Lastin First out (LIFO) method?
a) Based on the oldest costs first
b) Based on the newest costs first
c¢) Based on specific identification
d) Based on the average €osts
Answer: b) Based on, the newest costs first

What does the measurement of inventories at lower of cost and net realizable value
mean?

a) Always use historical cost
b), Use theslower of historical cost and market value
c) Use the higher of historical cost and market value
d) Use net realizable value only
Answer: b) Use the lower of historical cost and market value

In IAS-2, what costs are considered for the measurement of inventories at net
realizable value?
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a) Selling costs only

b) Costs of completion and necessary sale costs
c) Bothaand b

d) None of the above

Answer: ¢) Botha and b

&A:

. What are the additional heads prescribed for noncurrent/long-term assets in the

Fourth Schedule to the Companies Ordinance 1984?

Answer: The additional heads are Long Term Eoans and Advances, and Long
Term Deposits, Prepayments, and Deferred Costs:

. In financial statements, how should long-termyloans and advances be classified?

Answer: Long-term loans and advances should.be classified as secured and
unsecured.

. What information must be disclosed forloans and advances to subsidiary

companies?

Answer: Information includes the name of each borrower, amount, terms,

particulars of collateral security, and the maximum aggregate amount outstanding.

. How ghould provisions,for bad or doubtful loans and advances be treated in

financial statements?

Answer: Provisions, if any, should be shown as a deduction under each sub-head.

. “Howyshould loans and advances due for payment after twelve months be shown in

financial statements?

Answer: They should be shown separately, indicating outstanding for periods
exceeding three years and others.

. What information should be disclosed for each loan in financial statements?

Answer: Information includes the rate of interest, installments or period of
repayment, details of security, and any other material terms.
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10.

11.

12.

13.

14.

15.

What items need to be disclosed separately under Long Term Deposits,
Prepayments, and Deferred Costs?

Answer: Long Term Deposits, Long Term Prepayments, and Deferred Costs need
to be disclosed separately.

How should the basis for amortization or write-off be stated for material items of
prepayments and deferred costs?

Answer: The basis for amortization or write-off should be stated»for.each material
1tem.

According to IAS-2, what are the types of Stock in Trade / Stores?
Answer: Types include Raw Material, Finished Goods, Semi-Finished Goods,
Work in Process, Machinery Spares, Tools, @thesConsumable Stock, and Goods
Purchased and Held for Resale.

How should inventories be measured according to IAS-2?

Answer: Inventories should'be measured atithe lower of cost and net realizable
value.

Define Net Realizable Value according,to TAS-2.

Answer: Net Realizable Value 1s the estimated selling price in the ordinary
course of business less the estimated costs of completion and necessary sale costs.

What is excluded from the,scope of IAS-2 regarding inventories?

Answer: [temse@xcluded include work in progress under construction contracts,
financial instruments, and livestock, agriculture, forest products, and mineral ores.

What costs‘aré considered in the cost of inventories under IAS-2?

Answer: The cost of inventories includes costs of purchase, costs of conversion,
and other costs incurred in bringing inventories to their location and condition.

Which costs are included in the costs of purchase of inventories?

Answer: Costs of purchase include purchase price plus import duties and other
taxes, transport, handling, and any other cost directly attributable to acquisition.

What costs should not be included in the cost of inventories under IAS-2?
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16.

17.

18.

19.

20.

Answer: Costs not included are abnormal amounts of wasted materials, storage
costs (except necessary in production), administrative overheads not for bringing
inventories to location, and selling costs.

How should the cost of inventories be recognized for items not normally
interchangeable?

Answer: Specific identification of their individual costs or using the FIFO or
Weighted Average Method.

What is the recommended benchmark treatment for assigning the ‘cost.of
inventories under IAS-2?

Answer: The recommended treatment is usinggFIFO or Weighted Average
Method.

What is an allowed alternative method for measuring the cost of inventories under
1AS-2?

Answer: An allowed alternative issmeasuring the cost using the LIFO method.

According to IAS-2, how should the cost of inventories of items not normally
interchangeable be assigned?

Answer: It should be assigned by using specific identification of their individual
costs.

What is the fundamental accounting assumption related to inventories and
revenues?

Answer: The assumption is that costs incurred for goods remaining unsold at
year-end must'be carried forward in the balance sheet and matched against future
revenuesito achieve the accruals principle.
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11 Inventories

S.

1. What does IAS 2 define as inventories?

A. Assets held for investment purposes

B. Assets held for sale or in the production process
C. Assets used for administrative purposes

D. Assets in the form of cash or cash equivalents

Answer: B. Assets held for sale or in the production process

. Under IAS 2, inventories can include:

A. Only finished goods

B. Only raw materials

C. Goods held for sale, goods iniproduetion, and materials for production or services
D. Only goods held for sale

Answer: C.«Goods heldfor sale, goods in production, and materials for production or
services

. Which method of stock valuation assumes that the first items purchased are the first

to be sold?
A. LCast in First out (LIFO)
B. First in First out (FIFO)
C. Weighted Average
D. Specific identification of cost

Answer: B. First in First out (FIFO)

4. When may inventories be written down to net realizable value?
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A. When the selling price has increased
B. When the estimated cost to complete and sell them has decreased
C. If the inventories are damaged, obsolete, or if their selling price has declined
D. Only when required by tax regulations
Answer: C. If the inventories are damaged, obsolete, or if their selling price hasideclined

5. Which financial statement recognizes the carrying amount of inventories when sold
as an expense?

A. Balance Sheet

B. Income Statement

C. Cash Flow Statement

D. Statement of Changes in Equity
Answer: B. Income Statement

6. What is the primary purposeiof recognizing expenses related to inventories in the
period in which the related revenueis recognized?

A. To increase assets
B. To mateh costsywith associated revenues
CL To reduce liabilities
D. To,comply with tax regulations
Answer: B. To match costs with associated revenues

7. Which method of cost measurement takes into account normal production values
and is regularly reviewed and revised?

A. Standard Costs
B. Retail Method

C. FIFO
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D. LIFO

Answer: A. Standard Costs

8. Which costs are included in the cost of inventories to the extent that they are
incurred in bringing the inventories to their present location and condition?

A. All costs, regardless of relevance
B. Only production costs
C. Only direct costs

D. Only costs necessary in the production process

Answer: D. Only costs necessary in the productionprocess

9. Under IAS 02, when are borrowing costs included in the cost of inventories?

A. Always
B. Only in limited circumstances asidentified in TAS 23
C. Never

D. Only for specific industries

Answer: B. Only in limited ¢ircumstances as identified in IAS 23

10. What is a key disclosurexequirement under IAS 02 related to inventories?

A Disclosure of the CEO's salary
B. Disclosure of marketing expenses
CuDisclosure of the accounting policy adopted for inventories

D. Disclosure of the company's social responsibility initiatives

Answer: C. Disclosure of the accounting policy adopted for inventories

11. What information is useful to financial statement users regarding inventories?

A. CEO's personal assets
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B. Total number of employees
C. Carrying amounts held in different classifications of inventories
D. Office furniture and equipment details
Answer: C. Carrying amounts held in different classifications of inventories
12. In a perpetual inventory system, how is the receipt of inventory recorded?
A. Debited to Purchases Account
B. Debited to Stock Account
C. Credited to Material Consumption Account
D. Credited to Sales Account
Answer: B. Debited to Stock Account
13. What is the primary difference between periodic’and perpetual inventory systems?
A. Periodic systems record each myentery transaction in detail
B. Perpetual systems do net record opening and closing stock
C. Periodic systems do nottecord individual issues in the General Ledger
D. Perpetual systems dosnot include valuation policies
Answer: C. Periodic syStems do not record individual issues in the General Ledger
14. Whieh statement is true regarding trade discounts in the cost of inventory?
Ay Trade discounts are added to the cost of inventory
B. Trade discounts are recorded separately from the cost of inventory
C. Trade discounts are deducted from the cost of inventory
D. Trade discounts are only applicable to finished goods
Answer: B. Trade discounts are recorded separately from the cost of inventory

15. What does the Retail Method in inventory valuation consider?
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A. Specific identification of cost
B. Normal production values
C. Total selling price of inventories and deducts an average profit margin
D. Last in First out (LIFO)
Answer: C. Total selling price of inventories and deducts an average profit margin

16. Which costs are excluded from the cost of inventories and recognized as expenses in
the period incurred?

A. All production costs
B. Selling costs
C. Administrative overheads
D. Storage costs
Answer: B. Selling costs

17. What does the perpetual inventory systemrecord as the value assigned to every
issue?

A. Retail value

B. Historigal cost

Cl Replacement,cost

D. Selling ptice
Answer: B. Historical cost

18. In"which type of business would you typically find the classification of "Work in
Process' in inventories?

A. Retail business
B. Trading concern

C. Manufacturing concern
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D. Service provider

Answer: C. Manufacturing concern

19. What is included in the cost of inventories of a service provider?

A. Costs of sales and general administrative personnel
B. Only labour costs

C. All indirect costs

D. Costs of raw materials

Answer: A. Costs of sales and general administrative petsonnel

20. What is the purpose of a cost of goods sold statement in production concerns?

A. To determine the CEQ's salary

B. To calculate taxes payable

C. To evaluate the effectiveness of matketing strategies

D. To show the cost flow from opening raw material to cost of goods sold

Answer: D. To show _the cost flow from opening raw material to cost of goods sold

&A:

. Whatis the primary purpose of IAS 2 regarding inventories?

o. TAS 2 defines inventories as assets held for sale, in the process of production, or
in the form of materials. What is the primary purpose of IAS 2 in relation to these
inyentories?

. "Howadoes TAS 2 define the accounting treatment for inventories under the historical

cost system?
o” Explain the key aspects of the accounting treatment for inventories as outlined by
IAS 2 under the historical cost system.

. Why is the cost value of inventory recognized as an asset until related revenues are

recognized?
o According to IAS-2, the cost value of inventory is recognized as an asset until the
related revenues are recognized. Why is this treatment necessary?

. When may part or all of the cost of inventories be expensed?
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10.

11.

12.

13.

14.

15.

o Under what circumstances, as per IAS-2, can part or all of the cost of inventories
be expensed?

How does IAS 2 address the fundamental accounting assumption of accruals in
relation to inventories?

o Explain how IAS 2 ensures that costs for unsold goods at the year-end are carried
forward in the balance sheet and matched against future revenues.

What are the commonly used methods for the valuation of stock within an
organization?

o Provide an overview of the commonly used methods for the valuation of'stock as
mentioned in the lecture.

Under IAS 2, what are the two treatments commonly used for selecting valuation
methods, and what do they entail?

o Explain the two commonly used treatments for selecting valuation niethods under
IAS 2 and the details of each treatment.

In what situations does IAS 2 allow the measurementiof inventories using the LIFO
method?

o Describe the situations in which IAS 2 allows the measurement of inventories
using the Last In First Out (LIFO) method.

Why may the cost of inventories be written down to net realizable value, and when
is this estimation done?

o Elaborate on the circumstaneces under whichithe cost of inventories may be
written down to net realizable value'and whenithe estimation of Net Realizable
Value (NRV) is performed:

Explain the treatment of materials and supplies held for use in the production of
inventories in the context ofideclining material prices.

o How does IAS 2 adwvise on the treatment of materials and supplies when a decline
in their price indicates that the cost of finished products will exceed net realizable
value?

What is the significanée of recognizing the carrying amount of inventories as an
expense when they aresold, according to 1AS 2?

o [ Discuss theysignificance of recognizing the carrying amount of inventories as an
expense in the period in which they are sold, as per IAS 2.

How does IAS 2 address the allocation of inventories to other asset accounts?

o Explaindthe provision of IAS 2 regarding the allocation of inventories to other
asset accounts, such as inventory used as a component of self-constructed
property, plant, or equipment.

Briefly describe the two techniques mentioned by IAS 2 for the measurement of
cost.

o Provide a brief overview of the two techniques mentioned by IAS 2 for the
measurement of cost: Standard Costs and Retail Method.

What types of costs are included in the cost of inventories, and how are these costs
reviewed and revised?

o Describe the types of costs included in the cost of inventories and the process of
reviewing and revising these costs, as mentioned in the lecture.

Explain the concept of '""Other Costs" in the context of inventories.
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16.

17.

18.

19.

20.

1.

o Clarify the inclusion of "Other Costs" in the cost of inventories, specifically
addressing their relevance to bringing inventories to their present location and
condition.

Provide examples of costs excluded from the cost of inventories and recognized as
expenses.

o Give examples of costs that are excluded from the cost of inventories and are
recognized as expenses in the period in which they are incurred, as per the lecture.

Under what circumstances are borrowing costs included in the cost of inventories?

o Discuss the circumstances, as identified in the allowed alternative treatment in

IAS 23, under which borrowing costs are included in the cost ofinventories.
What are the disclosure requirements outlined in IAS 02 regarding inventories?

o Outline the key disclosure requirements as per IAS 02, including the aécounting
policy adopted, carrying amounts, reversals of write-downsy and différences under
benchmark and alternative treatments.

Why is information about the carrying amounts held'in different classifications of
inventories considered useful to financial statement users?

o Explain the significance of providing information aboug,the carrying amounts held
in different classifications of inventories@nd why'this is considered useful to
financial statement users.

Differentiate between perpetual and periodicinventory systems, and explain the
accounting treatment of inventories in‘each system.

o Provide a detailed differentiation between perpetital and periodic inventory
systems, and describe the decounting treatment of inventories in each system, as
presented in the lectures

12 Valuation of Inventories

MCQs:

What are the main‘methods of stock valuation mentioned in the lecture?
A) First in Eirst Out (FIFO)
B) Lastun First Out (LIFO)
C) Weighted Average
D) Specific Identification Method
E) All of the above

Answer: E) All of the above
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2. In the Specific Identification Method, when is it needed to properly match sales
revenue with the cost of goods sold?

A) When units are identical
B) When each unit is unique
C) When units are homogeneous
D) When units are in separate piles
Answer: B) When each unit is unique
3. Which method assigns the oldest purchase costs to the cost of'goods sold?
A) FIFO
B) LIFO
C) Weighted Average
D) Specific Identification
Answer: A) FIFO
. Under FIFO, what happens, to the most recent costs?
A) They are assignedito cost of goods sold
B) They remain in inventory
C) They are averaged with older costs
D) Theyare discarded
Answer: B) They remain in inventory
5. What is the effect of using LIFO during periods of rising prices?
A) Higher reported profits
B) Lower reported profits

C) No impact on profits
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D) No impact on taxes

Answer: B) Lower reported profits

. Which inventory valuation method is regarded as the most conservative?

A) FIFO

B) LIFO

C) Weighted Average

D) Specific Identification

Answer: B) LIFO

. What is the conceptual advantage of the FIFO method?

A) Lower income taxes

B) Higher net income

C) Valuation at recent purchase cost
D) Lower cost of goods sold

Answer: C) Valuation at recent purchase cost

. Which method is best suited to inventories of high-priced, low-volume items?

A) FIFO

B) CIFO

(), Weighted Average

D) Specific Identification

Answer: D) Specific Identification

. What does the Average Cost method avoid the shortcomings of?

A) FIFO

B) LIFO
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C) Specific Identification
D) Weighted Average
Answer: C) Specific Identification
10. What is a shortcoming of the Average Cost method?
A) Concealing changes in replacement costs
B) Difficulty in tracking specific items
C) Higher income taxes
D) Overstating profits
Answer: A) Concealing changes in replacement costs
11. Under which method is inventory valued at.current replacement cost?
A) LIFO
B) FIFO
C) Weighted Average
D) Specific Identification
Answer:B) FIFO
12. What is the main reason for the popularity of the LIFO method?
A) Higher réported profits
B) Lower income taxes
€) Conservative asset valuation
D) Lower cost of goods sold

Answer: B) Lower income taxes

13. Which method assigns actual purchase costs to specific units of merchandise sold or

in inventory?
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A) FIFO
B) LIFO
C) Weighted Average
D) Specific Identification
Answer: D) Specific Identification
14. What does the Specific Identification method parallel?
A) Average cost
B) Current market conditions
C) Physical flow of merchandise
D) Replacement cost
Answer: C) Physical flow of merchandise
15. What is the logical choice when each item in'the inventory is unique?
A) FIFO
B) LIFO
C) Weighted Average
D) Specific Identifi€ation
Answer: D)/Specific Identification

1'6. During periods of rising prices, what might a company report by using FIFO
instead of LIFO?

A) Lower profits
B) No change in profits
C) Higher profits

D) Same profits as LIFO
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Answer: C) Higher profits
17. What does an inventory valuation method affect, except for income taxes?
A) Total costs incurred
B) Profitability on paper
C) Physical flow of merchandise
D) Replacement cost
Answer: B) Profitability on paper
18. How does the inventory method impact income taxes?
A) Increases income taxes
B) Reduces income taxes
C) No impact on income taxes
D) Increases profits
Answer: B) Reduces income taxes
19. What is the effect of using .TEO on reported profits during rising prices?
A) Highenprofits
B) Lower profits
C€) No.impadt on profits
D) Same as FIFO
Answer: B) Lower profits
20. What is the effect of using FIFO on gross profits during periods of rising prices?
A) Lower gross profits
B) Higher gross profits

C) No impact on gross profits
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D) Gross profits become negative

Answer: B) Higher gross profits

&A:

1: What are the methods of stock valuation discussed in the lecture?

A: First in First Out (FIFO), Last in First Out (LIFO), Weighted Average, Specific Identification

Method.

2: What is the requirement for applying the discussed valuation methods?

A: The units to which the assumption is applied should be homegeneous innature.

3: In the FIFO method, which costs are transferred to the'¢ost of goods sold? A: Oldest

purchase costs.

4: What is the conceptual advantage of the FIEQ method regarding inventory valuation?

A: Inventory is valued at recent purchase cost,iclosely approximating its current replacement

cost.

5: Under the LIFO method, what €ests are assigned to the cost of goods sold?
A: Most recently purchased inventory'eosts:

6: Why is the LIFOymethod considered conservative in inventory pricing?

A: Tt values ifiventory based omthe company's "
7: What'is the primary, reason for the popularity of the LIFO method?
A: Ttresults in lower taxable income, especially in situations of rising prices.
8: How does the Weighted Average method calculate the average cost?
A: Total cost divided by the total number of units.

9: What is the specific identification method best suited for?

A: High-priced, low-volume items with unique characteristics.

10: Why does the specific identification method have an intuitive appeal?

oldest" inventory acquisition costs.
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A: It assigns actual purchase costs to specific units of merchandise sold or in inventory.

11: What shortcoming is associated with the average cost method?

A: Changes in current replacement costs are concealed as they are averaged with older costs.
12: How does the specific identification method handle identical units in inventory?

A: It may produce misleading results by implying differences in value that may not exist.

13: During a period of rising prices, how might FIFO impact reported profits.compared to
LIFO?

A: FIFO may result in higher reported profits due to assigninglowet costs,to'the cost of goods
sold.

14: Does the choice of inventory method affect the total costs incurred in purchasing or
manufacturing inventory?

A: No, it only affects the allocation of costs between,theunventory account and the Cost of goods
sold account.

15: What does the inventory method impact in‘terms of performance, except for income
taxes?

A: It affects the allocation of costs between the'inventory account and the Cost of goods sold
account.

16: How does the inventoryymethed impact income taxes?
A: It can reduce income taxes owed, especially in situations where it lowers taxable income.

17: Whatis,theeffect of the LIFO method on the valuation of the asset inventory over
time?

A: It may understate the current replacement cost of inventory as it is based on "oldest"
acquisitionicosts.

18: What is the key advantage of the LIFO method for income tax purposes?
A: It usually results in lower taxable income, particularly in situations of rising prices.
19: How does the specific identification method handle unique items in inventory?

A: Tt is the logical choice for items like valuable paintings, custom jewelry, and most real estate.
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20: How does the FIFO method impact profits during a period of rising prices?

A: Tt tends to overstate profits as it assigns lower (older) costs to the cost of goods sold and
higher (more recent) costs to goods remaining in inventory.

13 Current Assets, Fourth Schedule -
Companies Ordinance 1984

S.

. What are the categories of current assets according to thé Fourth,Schedule of

Companies Ordinance 1984?
A) Fixed Assets
B) Intangible Assets
C) Current Liabilities
D) Stocks / Inventory, Raw Material, Einished Goods, etc.

Answer: D) Stocks / Inventory, Raw Material, Finished Goods, etc.

. How should current assets be,classified under sub-heads according to the Fourth

Schedule?
A) Randomly
B) Alphabetically:
C)Apprepriately to the company’s affairs
D) According to the company's incorporation date

Answer: C) Appropriately to the company’s affairs

. Which method is not a method of stock valuation mentioned in the lecture?

A) First in First Out (FIFO)

B) Last in First Out (LIFO)
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C) Random Selection
D) Weighted Average
Answer: C) Random Selection

4. What should be disclosed if the basis of valuation involves departure from
recognized accounting principles?

A) The director's favorite method
B) The reasons and financial impact
C) Only the financial impact
D) Nothing needs to be disclosed
Answer: B) The reasons and financial impact
5. What is not included in trade debts according'to the lecture?
A) Amounts due for goods sold
B) Amounts due for services rendered
C) Loans and advances
D) Amounts dug¢ for purchase of assets
Answer: C) Loans and'advances
6. How should good and doubtful debts be stated in the financial statements?
A) Only'good debts should be stated
B):.Combined without distinction
C) Separately
D) Ignored
Answer: C) Separately

7. What does the term ""Cash in transit'" refer to in the context of cash and bank
balances?
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A) Cash being transported between banks
B) Cash in hand

C) Cash with third parties

D) Cash in a secure transit box

Answer: A) Cash being transported between banks

. What should be disclosed if the directors believe that the current assets;havea value

less than stated?
A) Nothing, it's the director's discretion
B) Disclosure of the fact and their estimates
C) A formal complaint to the auditors
D) Immediate adjustment in financial statements

Answer: B) Disclosure of the fact and\their estimates

. What does "Net realizable value' mean in"the context of stores and spares?

A) The total cost of all ttems

B) The value after deducting discounts

C) The valuejafter deducting depreciation

D) The selling price less any costs to complete and sell

Answer: D)The selling price less any costs to complete and sell

10."Whieh method is used for valuing stores in transit according to the lecture?

A) Net Realizable Value
B) Invoice Value
C) Weighted Average

D) FIFO
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Answer: B) Invoice Value
11. How are trade debtors classified in the notes to the accounts?
A) Only as secured or unsecured
B) Good and doubtful, with further details
C) Alphabetically
D) According to the director's preference
Answer: B) Good and doubtful, with further details

12. What should be separately stated for advances, receivables, prepayments, and other
receivables in the notes?

A) Only the total amount
B) Only advances
C) Material items
D) Nothing needs to be stated
Answer: C) Material itéms
13. If there were no advances given to the directors, what should be disclosed?
A) Nothing,iit's not relevant
B) A formal apology
C) Explicitimention of no advances to directors
D) Immediate adjustment in financial statements
Answer: C) Explicit mention of no advances to directors
14. What is the purpose of stating the maximum aggregate amount in disclosures?
A) To show off the company's wealth

B) For transparency and reference
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C) It's a legal requirement
D) To confuse the readers
Answer: B) For transparency and reference

15. What is the purpose of showing provision for doubtful debts in the financial
statements?

A) To increase the reported profits
B) To decrease the reported profits
C) To reflect the true value of assets
D) For legal compliance
Answer: B) To decrease the reported profits
16. If a current asset has a value less than stated, what.should the directors disclose?
A) Their disappointment
B) The fact, their estimatespand reasons for higher values
C) Nothing, it's not afcongern
D) File a legal case against auditors
Answer: B) Thefact, their estimates, and reasons for higher values
17. How are general stores and spares valued in the notes to the accounts?
A) At theshighest possible value
B) At the lowest possible value
C) Lower of cost or net realizable value
D) According to the director's preference
Answer: C) Lower of cost or net realizable value

18. What does "Available for sale'" mean in the context of investments?
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A) Not for sale
B) Held for sale
C) Held for personal use
D) A gift from a friend
Answer: B) Held for sale
19. What should be disclosed about investments in the notes to the accounts?
A) Only the total value
B) Names of directors holding shares
C) Market value and details
D) Nothing, it's confidential
Answer: C) Market value and details
20. How is the market value of investments presented in the notes?
A) As an estimate
B) As a specific amount
C) As perithe direetor's preference
D) As a range of values

Answer:B) As a specific amount

Q&A:

1. What are the categories of current assets according to the Fourth Schedule of
Companies Ordinance 1984?
> A: The categories of current assets include Stocks/Inventory, Raw Material,
Finished Goods, Work in Process, General Stores/Spares, Tools, Marketable
Securities, Loans and Advances, and Cash and Bank Balances.
2. How should current assets be classified under sub-heads?
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10.

11.

12.

> A: Current assets should be classified under sub-heads appropriate to the
company’s affairs, distinguishing, where applicable, items such as General Stores
and spare parts and Loose tools Moulds/Dies.
What are the methods of stock valuation mentioned in the lecture?
> A: The methods of stock valuation include First in First Out (FIFO), Last in First
Out (LIFO), Specific identification of cost, and Weighted Average.
When should the basis of valuation be stated for stock-in-trade, and what are the
possible bases?
> A: The basis of valuation for stock-in-trade should be stated. Possible bases
include “cost,” “net realizable value,” or “cost or net realizable saluey#whichever
is lower.”
What should be disclosed if the basis of valuation involves departure from
recognized accounting principles?
> A: If the basis of valuation involves departure from recognized,accounting
principles, the reasons and financial impact should be showniin the Financial
Statements.
How are trade debts classified in terms of "good' and '"doubtful or bad" debts?
> A: Trade debts are classified into debts consideredygood and debts considered
doubtful or bad, which are separately stated:
How should "debts considered good" befurther distinguished?
> A: Debts considered good shouldibe distinguished between those that are secured
and those for which the company holds noisecunity other than the debtor’s
personal security.
What information should bedisclosediabout loans and advances in the financial
statements?
> A: Information about,loans and‘advances due for repayment within twelve
months, distinguishing'well'and doubtful or bad debts, should be disclosed.
What should be separately shown in the financial statements regarding cash and
bank balances?
> A: Cashiand bank balances should be distinguished between cash in hand, cash in
transit, andibalance with banks, indicating the nature thereof (e.g., on current or
deposit account).
In caseof provision for diminution in the value of a current asset, how should it be
presented in the financial statements?
>\ AyProvision for diminution in the value of or loss in respect of any current asset
should be shown as a deduction from the gross amount of the respective assets.
When should directors disclose their opinion about the realized value of current
assets?
> A: Directors should disclose their opinion if, on realization in the ordinary course
of the company’s business, a current asset has a value less than the amount stated
in the financial statements.
What information should be disclosed if directors believe that current assets have a
value less than stated?
» A: Directors should disclose the fact, their estimates of the realizable value, and
the reasons for assigning higher values in the balance-sheet.
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13.

14.

15.

16.

17.

18.

19.

20.

1.

How are stores and spares valued, and what is the method of cost calculation
mentioned?
> A: Stores and spares are valued at the lower of cost or net realizable value. Cost is
calculated using the weighted average method.
What items are included in the category of stores and spares?
> A: Most items of stores and spares are of interchangeable nature, can be used as
machine spares or consumed as stores. They include items that may result in fixed
capital expenditure but are not distinguishable.
What is the disclosure regarding trade debtors and associated undertakings,in the
notes to the accounts?
> A: The maximum aggregate amount at the end of any month, duting the'year from
associated undertaking is disclosed in the notes to the accounts;
How are advances, receivables, prepayments, and other receivables ¢lassified in the
notes to the accounts?
> A: They are classified as advances considered gooed, with further details including
executives' and other employees' advances, and suppliersyof‘goods considered
good with details of security deposits and prepayments:
What information is disclosed in the notes regarding cash and bank balances?
> A: The notes include details of cash at bank;, current'accounts, saving accounts,
and cash in hand.
How are investments presented in‘the‘notes, speecifically " Available for sale"
investments?
> A: Investments available forsale are presented in the notes with details, including
the number of ordinarysshares and their face value.
What is the market value disclosure for investments in the notes?
> A: The market valtiéyof the mentioned securities is disclosed in the notes as of a
specific date.
What should be disclosed about'the valuation of stores and spares in the policy
note?
> A: Thepolicy notediscloses that stores and spares are valued at the lower of cost
or net realizablesvalue, and cost is calculated using the weighted average method.
Stores in transit are valued at invoice value.

14 Presentation and Disclosure of Assets

in Balance Sheet

MCQOs:

Which International Accounting Standard (IAS) deals with the presentation of
financial statements?

A. IAS 16 — Property Plant and Equipment
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B. IAS 01 — Presentation of Financial Statements
C. IAS 23 — Borrowing Costs
D. IAS 38 — Intangible Assets
Answer: B
2. Under which category of fixed assets “Freehold Land” would be classified?
A. Leasehold Assets
B. Surplus on Revaluation
C. Property Plant and Equipment
D. Capital Work in Progress
Answer: C

3. What is the accumulated depreciation on "Building on Freehold Land" as of July
01?

A. Rs. 52,495
B. Rs. 1,127
C. Rs. 53,525
D. Rs. 21,503
Answer: A
4. Whichfixedvasset had an addition of Rs. 1,070,000 during the year?
AyPlant and Machinery
B. Tools and Equipment
C. Furniture and Fixture
D. Office Equipment

Answer: A
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5. What is the depreciation rate for '"Tools and Equipment"?
A. 5%
B. 10%
C.20%
D. 15%
Answer: C
6. How is depreciation charged for the year of purchase and the year of disposal?
A. Full year’s depreciation in both years
B. No depreciation in both years

C. Full year’s depreciation in the year of purchase and no depreciation in the year of
disposal

D. No depreciation in the year of purchase andfulleyear’s depreciation in the year of
disposal

Answer: C
7. What is the total depreciationicharged for the year on all fixed assets?
A. Rs. 27,532
BiRs. 30,417
C. Rs, 28,750
DaRs2830
Answer: B
8. How are gains and losses on the disposal of fixed assets treated?
A. Included in the balance of cost
B. Recorded in a separate account

C. Taken to the profit and loss account
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D. Added to the revaluation surplus
Answer: C
9. What does the ""Surplus on Revaluation" include in the closing balance?
A. Surplus on Revaluation of Land
B. Surplus on Revaluation of Building
C. Both A and B
D. Revaluation charge
Answer: C
10. How is the surplus on revaluation of building transferred to retained earnings?
A. Added
B. Deducted
C. Multiplied
D. Divided
Answer: B
11. What is the mode of disposal for the company-owned vehicle sold to an employee?
AL Sale outside'the©rganization
B. Gift to anfemployee
CoEmployee Car Scheme
D. Lease to an employee
Answer: C
12. How is the surplus on revaluation of land treated for depreciation purposes?
A. Deducted from depreciation

B. Added to depreciation
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C. Ignored in depreciation calculation
D. Treated as an expense
Answer: C
13. What is included in the "Capital Work In Progress' during the year?
A. Rs. 500,000
B. Rs. 200,000
C. Rs. 700,000
D. Rs. 1,000,000
Answer: B

14. What is the total amount transferred to "Building on Free Hold Land" during the
year?

A. Rs. 700,000
B. Rs. 500,000
C. Rs. 200,000
D. Rs. 1,000,000
Answer: A
15. Under which IAS is the revaluation of assets discussed?
A.TAS T6= Property Plant and Equipment
BuIAS 23 — Borrowing Costs
C. IAS 38 — Intangible Assets
D. IAS 36 — Impairment of Assets
Answer: A

16. How is the cost of freehold land presented in the financial statements?
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A. Historical cost
B. Revalued amount
C. Market value
D. Current replacement cost
Answer: B
17. What does the depreciation charge on leased assets affect?
A. Profit and loss account
B. Accumulated depreciation
C. Revaluation surplus
D. Retained earnings
Answer: A
18. Where is the depreciation charged on leasediassets recorded?
A. Profit and loss account
B. Surplus on Reyaluation
C. Retained earnings
D. Capital workiinprogress
Answer: A
19. How is depreciation charged on assets acquired under a finance lease?
A. Straight-line method
B. Diminishing balance method
C. Sum-of-the-years-digits method
D. Units-of-production method

Answer: B
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20. What is the reason for capitalizing major renewals and improvements?
A. To reduce expenses
B. To increase profits
C. To match expenses with revenues
D. To reflect the fair value of assets

Answer: C

&A:

1: What are the IAS that affect the recognition, presentation,and disclosure of fixed assets

in financial statements?

o Answer: The IAS that affect the recognition, presentation, and disclosure of fixed assets

are IAS 01, IAS 16, IAS 23, IAS 36 (not ineluded.in the syllabus), and IAS 38.
2: Provide an example of fixed assets along with'their'balan¢es as of July 01.

e Answer: Freehold Land: Rs. 22,088, Building on Freehold Land: Rs. 75,328, Plant and
Machinery: Rs. 588,050, Tools and Equipment: Rs. 6,287, Furniture and Fixture: Rs.
5,449, Office EquipmentiRs. 15,850, Veehicles: Rs. 28,062.

3: What is the accumulated depreciation for Building on Freehold Land as of July 01?

e Answer: Rs. 52,495.

4: Explain the treatment of Capital Work in Progress in the financial statements.

o Answer: Capital Work in Progress is shown at cost, and during the year, an addition of
Rs. 200,000 was incurred, resulting in a total of Rs. 700,000 transferred to Building on
Ereehold Land.

5: How is the surplus on revaluation of assets disclosed in the financial statements?

e Answer: The surplus on revaluation of assets is disclosed separately for Land and

Building. The closing balance is shown after deducting the amount transferred to

Retained Earnings.

6: What is the basis for revaluing Land and Building, and how is the surplus calculated?
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e Answer: Land is revalued based on market value, and the Building is revalued based on
discounted current replacement cost. The surplus is the difference between the revalued
amount and the carrying value.

7: Provide details about the disposal of the vehicle (Honda Civic LXS-834).
o Answer: The vehicle was sold to an employee, Mr. M. A. Asif, under the company's
employment scheme. The cost was Rs. 1,000,000, accumulated depreciation was Rs.

488,000, and the written-down value was Rs. 512,000.

8: How is depreciation charged on assets, and what is the rate for Building,on Kreehold
Land?

o Answer: Depreciation is charged on the diminishing balanceé method:vLhe rate for
Building on Freehold Land is 5%.

9: How are assets categorized in the Fixed Asset schedule, and what information does it
provide?

e Answer: Assets are categorized as Freeholdvand'ls€asehold. The schedule provides
details on cost, accumulated depreciationy written-déwn value, and depreciation for each
asset category.

10: Explain the treatment of assets subject toleasehold in the Fixed Asset schedule.

e Answer: Assets subject to leaseheld are shown separately, and depreciation is applied
based on the diminishing balanee method.

11: How are gains and losses‘'on the disposal of fixed assets accounted for?

o Answer: Gains and\losses on the disposal of fixed assets are taken to the profit and loss
account.

12: What is the treatment for capital work-in-progress during the year?

e Answer: An addition of Rs. 200,000 was incurred during the year, and the total amount
of Rs. 700,000 was transferred to Building on Freehold Land.

13: Explain the allocation of depreciation between cost of sales, administrative and general
expenses, and selling and marketing expenses.

e Answer: Depreciation of Rs. 30,417 is allocated between cost of sales (Rs. 28,757),
administrative and general expenses (Rs. 830), and selling and marketing expenses (Rs.
830).
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14: How is depreciation charged for assets acquired under a finance lease?

o Answer: Depreciation for assets acquired under a finance lease is charged over the useful

life of the asset on the diminishing balance method.

15: What is the disclosure policy for property, plant, and equipment in the financial
statements?

o Answer: The disclosure policy includes details on fixed capital expenditure,
depreciation, revaluation of assets, and the treatment of capital work-insprogeess.

16: How are major renewals and improvements to fixed assets treated in‘the financial
statements?

e Answer: Major renewals and improvements are capitalized, and the\assets they replace
are retired.

17: Explain the disclosure of surplus on revaluation.in the financial statements.

e Answer: Surplus on revaluation is disclosedyseparately.for Land and Building, showing
the opening balance, additions during theiyear, ‘andthe closing balance.

18: What is the basis for charging depreciationion assets in the company?

e Answer: Depreciation is charged on'the diminishing balance method, and the rates vary
for different asset categofies:

19: How is maintenance and repair expense for fixed assets treated in the financial
statements?

o Answer: Maintenanceand repair expenses are charged to income as and when incurred.

20: Explain theitreatment of assets disposed of during the year, using the example of the
vehicle costing Rs."15000,000.

o “Answer: The vehicle was sold to an employee at book value. The cost was Rs.
1,000,000, accumulated depreciation was Rs. 488,000, and the written-down value was
Rs. 512,000. The entire amount was recognized as revenue in the venture’s consolidated
financial statements.
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15 Long Term Investments, Presentation
and Disclosure

MCQOs:

1. What are the two main categories of Long Term Investments mentioned in thelecture?
A) Equity and Debt
B) Subsidiary and Joint Ventures
C) Investment in Associated Undertaking and Other Investments
D) Short-term and Long-term
Answer: C) Investment in Associated Undertaking and,Other Investments

2. According to IAS 27, how should invéstments in subsidiaries, associates, and jointly
controlled entities be accounted for in the parent's individual financial statements?

A) Only at cost

B) Only in accordance with IAS,39

C) Either at cost, in accordance 'with TAS 39, or using the equity method

D) Only using the equity method in accordance with IAS 28
Answer: C) Either at cost, in accordance with IAS 39, or using the equity method
3. What isa directisubsidiary according to the lecture?

A)"A company with more than 50% shares of another company

B) A company holding less than 50% shares of another company

C) A company holding more than 50% shares of another company

D) A company with no shares in another company

Answer: C) A company holding more than 50% shares of another company
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4. What is the term used for a subsidiary where the holding company owns 100% shares of
the subsidiary company?

A) Indirect Subsidiary
B) Partially Owned Subsidiary
C) Virtually Wholly Owned Subsidiary
D) Wholly Owned Subsidiary
Answer: D) Wholly Owned Subsidiary
5. According to IAS 28, what is significant influence?
A) Control over financial and management affairs
B) Ownership of more than 50% shares
C) Ability to participate but not control
D) Complete control over an enterprise
Answer: C) Ability to participate but not control
6. How are long-term investmentsirecorded according to IAS 28?
A) Using the cost method
B) Using the equity'method
C) Agfairvalue
D) Both Aand B
Answer: B) Using the equity method

7. In which exceptional circumstance can an investor not use the equity method for
investments in associates?

A) When the investor is wholly-owned
B) When the investment is held for trading

C) When the investor's debt or equity instruments are not traded in a public market

EDEESE R B DR X PPN PN PN K DN BN I - R R PN PN PN
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D) Both A and B

Answer: D) Both A and B

8. What is a Joint Venture according to the lecture?
A) A merger of two companies

B) A contractual arrangement where two or more parties undertake an economic activity
subject to joint control

C) A subsidiary company
D) A wholly-owned subsidiary

Answer: B) A contractual arrangement where two or more parties undertake an economic
activity subject to joint control

9. How are investments in jointly controlled entities accounted for under the Benchmark
Treatment?

A) Proportionate Consolidation
B) Equity method
C) Cost method
D) Fair value method
Answer: A) Proportionate Consolidation

10. Accoxrding to IAS 31, what is the Allowed Alternative Treatment for accounting for an
investmentin ajjointly’controlled entity?

A) Propottionate Consolidation
B) Fairyvalue method

C) Equity method

D) Cost method

Answer: C) Equity method
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11. What should a venturer disclose when reporting its interest in a joint venture under the

Equity Method?
A) Information about contingent liabilities
B) Listing and description of interests in significant joint ventures
C) Method used to recognize its interests
D) All of the above
Answer: D) All of the above

12. According to IAS 32 and 39, what are the two classifications of OtheriL.ong Term
Investments?

A) Held to maturity investments and Available for sale investments
B) Equity and Debt
C) Short-term and Long-term
D) Subsidiary and Joint Ventures
Answer: A) Held to maturity investments ‘and Available for sale investments

13. What is the required treatment in group accounts for a Subsidiary according to the
lecture?

A) Fair value accounting
B) Equityaccounting
€) Full'eonsolidation
D) Cost method
Answer: C) Full consolidation
14. How is an Associate accounted for in group accounts?
A) Fair value accounting

B) Equity accounting
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C) Proportionate Consolidation
D) Cost method
Answer: B) Equity accounting

15. What is the term used for an investment in a jointly controlled entity operating under
severe long-term restrictions?

A) Benchmark Treatment
B) Allowed Alternative Treatment
C) Virtually Wholly Owned subsidiary
D) Exception
Answer: B) Allowed Alternative Treatment

16. According to the lecture, when should the use,of the equity method be discontinued for
an investment in associates?

A) When the investor ceases to have significant influence
B) When the associate comes under severe long-term restrictions
C) Both A and B
D) Neither A noriB
Answer: C) Both A and B

17. What should be disclosed according to IAS 28 about investments in associates for which
there are publishedwprice quotations?

A) Fair value

B) Summarized financial information
C) Nature and extent of restrictions
D) Both A and B

Answer: D) Both A and B
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18. In what circumstances can a venturer not use the equity method for its interests in joint
ventures?

A) The venture is wholly-owned
B) The venture’s debt or equity instruments are traded in a public market
C) The venture ceases to have joint control
D) Both A and B
Answer: D) Both A and B

19. What is the treatment for Other Investments that do net meet the.definitions of
Subsidiary, Associate, or Joint Venture?

A) Cost method
B) Fair value method
C) Proportionate consolidation
D) Equity method
Answer: A) Cost method

20. According to the lecture, whatfs'included in the accounting records of a venturer when
it contributes cash or other resources to a jointly controlled entity?

A) Recognized in the venture’s separate financial statements as an investment
B) Shown as revenue in the venture’s consolidated financial statements

€) Recognized asqa lability in the venture’s balance sheet

D) Both"A and B

Answer: A) Recognized in the venture’s separate financial statements as an investment

&A:

1: How are Long Term investments classified, and what are the categories under which
they are classified?
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A: Long Term investments are classified into Investment in Associated Undertaking and Other
Investments.

2: What are the possible types of investments in an associated undertaking?

A: Investments in an associated undertaking can be in Subsidiary Companies, Associated
Companies, and Interest in Joint Ventures.

3: Which standards govern the Measurement, Presentation, and Disclosure of Long Term
Investments?

A: The standards governing Long Term Investments are IAS 27, IAS 28, IAS\31, IAS 32, and
IAS 39.

4: In the parent's individual financial statements, what are the three ways investments in
subsidiaries, associates, and jointly controlled entities can beéaccounted for?

A: Investments in subsidiaries, associates, and jointly centrolled entities can be accounted for
either at cost, in accordance with IAS 39, or using the equity method in accordance with IAS 28.

5: What disclosures are required in Consolidated Finan¢ial Statements regarding the
relationship between the parent and a subsidiary,when thesparent does not own more than

half of the voting power?

A: Disclosures should include the nature of the relationship and reasons why ownership does not
constitute control.

6: Explain the concept of a direct'and indirect subsidiary with an example.

A: In the example provided, Company A is a direct subsidiary of Company B, and Company B is
a direct subsidiary of Company’C. Company A is also an indirect subsidiary of Company C.

7: What information is,required in the financial statements of a subsidiary with a reporting
date different'fromuthat of the parent?

A: Theteporting date of the financial statements of a subsidiary and the reasons for using a
different reporting date or period should be disclosed.

8: How are Wholly Owned and Partially Owned Subsidiaries differentiated?

A: If the holding company owns more than 50% but less than 100% shares of the subsidiary, it is
termed as a Partially Owned Subsidiary. If the holding company owns 100% shares, it is a
Wholly Owned Subsidiary.

9: What is the definition of an Associate according to IAS 28?
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A: An Associate is an enterprise in which an investor has significant influence and is neither a
subsidiary nor a joint venture of the investor.

10: How is significant influence evidenced in the context of an Associate?

A: Significant influence is usually evidenced through representation on the board of directors,
participation in the policy-making process, material transactions, interchange of managerial
personnel, and provision of technical information.

11: What are the two methods for the recognition of investment in associated companies?
A: The two methods are the Cost method and the Equity method.

12: When should the Equity method be discontinued for an invéstment in,associates?

A: The Equity method should be discontinued if the investor ceasesyto have significant influence
or if the associate comes under severe long-term restrictions.

13: What are the exceptional circumstances in which the Equity method is not used for
investments in associates?

A: An investor may not use the Equity methodiif the investmentis acquired and held exclusively
for disposal within 12 months or if the investor is‘a whelly-owned subsidiary and its debt or
equity instruments are not traded in a public matket.

14: What disclosures are requiredyunder IAS 28 regarding investments in associates?

A: Disclosures include fair(valug,ofiinvestments, summarized financial information, explanations
for the use or non-use of the'equity method, reporting date differences, nature and extent of
restrictions, unrecognized shareweflosses, and information on associates not accounted for using
the equity meéthod.

15: Define a Joint Venture according to the provided lecture.

A: AlJoint Venture is a contractual arrangement where two or more parties undertake an
economic activity subject to joint control.

16: What are the two treatments for accounting for an investment in jointly controlled
entities under IAS 31?

A: The two treatments are Benchmark Treatment (Proportionate consolidation) and Allowed
Alternative Treatment (Equity method of accounting).

17: Explain Proportionate Consolidation and its two formats.
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A: Proportionate Consolidation involves including the venturer's share of assets, liabilities,
income, and expenses of the jointly controlled entity. The two formats are combining on a line-
by-line basis or including separate line items for the venturer's share.

18: When is the use of the Proportionate Consolidation method discontinued?

A: The use of Proportionate Consolidation should be discontinued when the venturer ceases to
have joint control over the entity.

19: What exceptions are allowed for treating interests in jointly controlledsentitiés as
investments?

A: Exceptions include interests acquired and held entirely for sale in the near future'or interests
in entities operating under severe long-term restrictions.

20: What information is required in the financial statements.0f'a venturer using the Equity
method for interests in joint ventures?

A: Disclosures include information about contingent liabilities, commitments, a listing and

description of interests in significant joint venturespand the method used to recognize interests in
jointly controlled entities.

16 Long Term Investments

MCQOs:

1. What are the two main categories of Long Term Investments mentioned in the
lecture?

A) Short-term andLong-term

B)\Investments in Subsidiary and Investments in Associate

€) Current and Non-current

D) Investment in Associated Undertaking and Other Investments

Answer: D) Investment in Associated Undertaking and Other Investments

2. Investment in an Associated Undertaking can be an investment in which of the
following?

A) Subsidiary Companies
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B) Associated Companies

C) Interest in Joint Ventures

D) All of the above

Answer: D) All of the above
3. What is the key characteristic of Held to Maturity investments?

A) Specific maturity date and intent to hold until maturity

B) Intent to sell in the short term

C) Lack of maturity date

D) Fair value measurement

Answer: A) Specific maturity date and intent to hold until maturity
4. Examples of Long Term Investments include;

A) Short-term Finance Certifi¢ates

B) Certificates of Investments

C) Defense Saving Certificates

D) All of'the above

Answer: D) Allofthe above

5. Under the equity method of accounting, how is an equity investment initially
recorded?

A) Eair value

B) Amortized cost

C) At cost

D) Fair value less accumulated depreciation

Answer: C) At cost
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. How are distributions (dividends) received from an investee accounted for under the

equity method?
A) Recorded as revenue
B) Reduce the carrying amount of the investment
C) Recorded as a liability
D) Ignored for accounting purposes

Answer: B) Reduce the carrying amount of the investment

. Under proportionate consolidation, what does the balance sheet of,the venturer

include?
A) Only its share of the assets it controls
B) Only its share of the liabilities for which it 18,jointly responsible
C) Both its share of assets and Itabilities it centrols jointly
D) None of the above

Answer: C) Both its share of assets and liabilities it controls jointly

. How is amortized cost calcalated for Held to Maturity investments?

A) Straight-line method

B) Effective interestmethod
C€) Decliningybalance method
D) Historical cost method

Answer: B) Effective interest method

. What is Fair Value in the context of Available for Sale investments?

A) Historical cost
B) Market value

C) Book value
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D) Amortized cost
Answer: B) Market value
10. What is the primary objective of IAS 32 in relation to Financial Instruments?
A) Recognition of financial instruments
B) Measurement of financial instruments
C) Disclosure of information about financial instruments
D) All of the above
Answer: C) Disclosure of information about finane¢ial instruments
11. What does IAS 32 define as a Financial Instrument?
A) Any physical asset
B) An agreement giving rise to a Financial ‘Assét and Financial Liability
C) Shares only
D) Loans and receivables
Answer: B) An agreementigiving rise to a Financial Asset and Financial Liability

12. Which of thefollowing is specifically excluded from Financial Assets according to
IAS 322

A) Physical Assets
B) PrepaidiExpenses
C). Trade Receivables
D) All of the above
Answer: D) All of the above
13. What is the main purpose of the disclosures required by IAS 32?

A) Recognition of financial instruments
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B) Enhancement of financial statement users' understanding

C) Measurement of financial instruments

D) All of the above

Answer: B) Enhancement of financial statement users' understanding
14. What does IAS 32 encourage issuers to provide regarding financial instruments?

A) Detailed financial statements

B) Monetary disclosures only

C) Narrative commentary by issuers

D) None of the above

Answer: C) Narrative commentary by issuers
15. How are Available for Sale investments initially recognized?

A) Fair value

B) Amortized cost

C) Historical cost

D) Market,value

Answer: A) Fair value

16. What is the treatment of surplus/deficit arising from re-measurement of Available
for Sale investments?

A)Recognized in profit and loss account

B) Recognized in equity through statement of changes in equity
C) Recorded as a liability

D) Ignored for accounting purposes

Answer: B) Recognized in equity through statement of changes in equity
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17. How is Investment in Subsidiary accounted for according to the lecture?
A) Fair value
B) Historical cost
C) Amortized cost
D) Market value
Answer: B) Historical cost
18. What is the basis for measuring Investments held to maturity?
A) Fair value
B) Amortized cost
C) Historical cost
D) Market value
Answer: B) Amortized cost
19. How are Investments held for trading classified and measured?
A) Fair value
B) Amortized cost
C) Historical cost
D) Market value
Answer: A) Fair value

20. In'the context of Long Term Investments, what does the term "Proportionate
Consolidation" refer to?

A) Recognition of proportional profits only
B) Inclusion of both assets and liabilities jointly controlled in the balance sheet

C) Recognition of proportional losses only
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D) Ignored for accounting purposes

Answer: B) Inclusion of both assets and liabilities jointly controlled in the
balance sheet

&A:

1.

10.

11.

What are the two main categories of Long Term Investments mentionéd inithe
lecture?
o Long Term investments are categorized into Investment in Associated
Undertaking and Other Investments.
What can Investment in associated undertaking include?
o It can be an investment in Subsidiary Companies, As§ociated'‘Companies, or
Interest in Joint Ventures.
How are Held to Maturity investments defined?
o Held to Maturity investments are those with a‘specificimaturity date, and the
management intends and has the ability te hold them until maturity.
What is excluded from Investments held to maturity?
o Investments held to maturity do notiinclude those designated as available for sale
or those meeting the definition of loansiandwéceivables.
Can you provide examples of Long Termynvestments?
o Examples include Term Finance Certificates, Certificates of Investments, and
Defense Saving Certificates.
Under the equity method, hew is an equity investment initially recorded?
o An equity investment is initiallyprecorded at cost under the equity method.
How are distributions (dividends),received from an investee treated under the

equity method?
o Distributions received reduce the carrying amount of the investment under the
equity method.

Whatddoes Proportionate Consolidation involve?

o |\ ProportionateiConsolidation includes the venture’s share of jointly controlled
assets and liabilities in the balance sheet and share of income and expenses in the
income statement.

How is amortized cost calculated for Held to Maturity investments?

o, *Amortized cost is calculated using the effective interest method, which discounts
estimated future cash receipts through the expected life of the financial
instrument.

Define Fair Value in the context of Available for Sale investments.

o Fair Value is the amount for which an asset could be exchanged or a liability

settled between knowledgeable willing parties in an arm's length transaction.
What are the disclosure requirements for Subsidiary, Associate, and Interest in
Joint Venture?
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12.

13.

14.

15.

16.

17.

18.

19.

20.

o Disclosure requirements include information about the extent and nature of
financial instruments, terms and conditions affecting cash flows, and accounting
policies and methods adopted.

What does IAS 32 aim to achieve in relation to Financial Instruments?
o IAS 32 aims to enhance financial statement users' understanding of the
significance of financial instruments and assist in assessing future cash flows.
Are physical assets included in Financial Assets according to IAS 32?
o No, physical assets are specifically excluded from Financial Assets under IAS 32.
What does IAS 32 encourage issuers to provide regarding financial instruments?

o TAS 32 encourages issuers to provide narrative commentary, enablingdisers to
understand management's attitude to risk.

How are Available for Sale investments initially recognized, and hew are they
measured subsequently?

o Available for Sale investments are initially recognizéd at'¢ost'and measured at
subsequent reporting dates at fair value.

What is the treatment of surplus/deficit arising from re-measurement of Available
for Sale investments?

o Surplus/deficit arising from re-measurement is taken to profit and loss under
Available for Sale investments.

How is Investment in Subsidiary accounted for?

o Investment in Subsidiary isaccotinted for at«€ost from the date when control
commences until the date whenieontrol ceases:

What is the basis for measuringInvestments,held to maturity?

o Investments held to maturity are'measured at amortized cost.

How are Investments held for trading classified and measured?

o Investments held f6mtrading are'classified as held for trading and measured at fair
values, with resulting‘gainsor losses recognized directly in the profit and loss
account.

What does TAS 32 cover, and which investments are covered under IAS 32 and 39?

o IAS 32'mainly cevers Financial Instruments, and investments not covered by IAS
27,28, andi31 are covered under IAS 32 and 39 as Financial Instruments.

17 Risks & Disclosure under IAS 32 and 39

& Long Term Loans and Advances

MCQs:

What does IAS 32 and 39 primarily focus on?
a. Revenue recognition

b. Financial instruments
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c. Employee benefits
d. Inventory valuation
Answer: b
2. In financial instruments, shares (equity instruments) are considered:
a. Financial assets of the investee company
b. Financial liabilities of the investor
c. Both financial assets and liabilities
d. Neither financial assets nor liabilities
Answer: ¢
3. Which of the following is specifically excluded from financial assets?
a. Physical assets
b. Prepaid expenses
c. Trade receivables
d. Bothaand b
Answer: d
4. What types of financial risk are discussed in the context of financial instruments?
a. Marketrisk, credit risk, liquidity risk, and interest rate risk
by Operational risk, political risk, legal risk, and business risk
c. Technology risk, environmental risk, social risk, and economic risk
d. Market risk, credit risk, liquidity risk, and cash flow risk
Answer: a
5. Currency risk in financial instruments is related to:

a. Fluctuations in market interest rates
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b. Changes in market prices
c. Changes in foreign exchange rates
d. Changes in cash flows
Answer: ¢
6. What is liquidity risk in financial instruments?
a. Difficulty in raising funds
b. Fluctuations in cash flows
c. Changes in market prices
d. Changes in foreign exchange rates
Answer: a
7. The purpose of disclosures required by IAS 32 is'to enhance understanding of:
a. Market trends
b. Financial instruments
c. Income and expenses
d. Employeebenefits
Answer: b
8. What does IAS/39 apply to?
anOnly specific types of financial instruments
b. All entities and all types of financial instruments except those specifically excluded
c. Only investments in subsidiaries
d. Only recognized financial assets
Answer: b

9. When should an entity de-recognize a financial asset?
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a. When the fair value increases
b. When contractual rights to cash flows expire
c. When there is a probable inflow of resources
d. When the fair value decreases
Answer: b
10. What is the purpose of recognizing a financial liability under IAS 392
a. To increase assets
b. To discharge contractual obligations
c. To enhance financial position
d. To decrease liabilities
Answer: b

11. In the context of Long Term Loans'and'Advances, what is considered in the
disclosure checklist?

a. Revenue recognition
b. Classification of inventory
c. Loans and advances toweélated parties
d.Employee benefits
Answer: ¢
12.'How"are long-term loans to related parties disclosed in the balance sheet?
a. Shown as current assets
b. Shown under long-term liabilities
c. Shown separately with details

d. Not disclosed separately
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Answer: ¢
13. In the case of ABC Ltd, what was the purpose of the long-term loan given in 2000?
a. Purchase of inventory
b. Renovation of manufacturing facility
c. Employee benefits
d. Settlement of debts
Answer: b

14. What is the rate of interest on House Building loans aecording to the provided
information?

a.7.5%
b. 9%
c. 5%
d. 10%
Answer: b

15. What is the maximum aggregate amount due from executives at the end of any
month during the year?

a. Rs/7.,612 thousand

b Rs. 3,680 thousand

¢yRs:5,000,000

d. Rs. 7,350 thousand
Answer: a

16. Long-term advances in the context of Long Term Loans and Advances have been
given for:

a. Inventory purchase
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b. Capital work in progress
c. Settlement of debts
d. Employee benefits
Answer: b
17. How are long-term advances considered by the company?
a. Bad
b. Doubtful
c. Good
d. Unsettled
Answer: ¢
18. What is the purpose of loans to employees in'the'provided information?
a. Purchase of physical assets
b. Settlement of debts
c. Secured against charge onfthe,asset for which loans are given
d. For employee benefits
Answer: ¢

19. What is'encouraged by the standard for enhancing understanding of financial
instruments?

a, Monetary disclosures only

b. Narrative commentary by issuers
c. Avoidance of disclosure

d. Full disclosure of all transactions

Answer: b
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20. According to IAS 32, what is the basis for determining fair value?

a. Historical cost
b. Objective evidence at each reporting date
c. Market speculation

d. Future projections

Answer: b

&A:

. What is the primary focus of IAS 32 and 39, andwhy is'a detailed study not

included in this course?

A: TAS 32 and 39 primarily focus on risks and/diselosures related to financial
instruments. A detailed study is excluded frem this course, but a general understanding of
the risks discussed is necessary.

. Define a Financial Instrument a¢coxding to the provided information.

A: A Financial Instrument is‘an agréement'that gives rise to both a Financial Asset of one
entity and Financial Liability of‘anothepentity.

Give examples of Physical Assets excluded from Financial Assets.

A: Physical Assets excluded from Financial Assets include TFC (Trade Finance
Certificate), Loan Agreements, and Trade Receivables/Payables.

. What are the different types of financial risks an entity may assume or transfer in

transactions.involving financial instruments?

A: The different types of financial risks are Market risk, Credit risk, Liquidity risk, and
Cash flow/Interest rate risk.

. Explain Currency Risk in the context of financial instruments.

A: Currency Risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates.

. What does Liquidity Risk entail in the realm of financial instruments?
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10.

11

12.

13.

A: Liquidity Risk is the risk that an entity will encounter difficulty in raising funds to
meet commitments associated with financial instruments, possibly due to the inability to
sell a financial asset quickly at close to its fair value.

How does the company mitigate Credit Risk, and what does it represent?

A: The Company mitigates Credit Risk by applying credit limits to customers and
obtaining collaterals. Credit Risk represents the accounting loss that would be recognized
if counterparties failed to perform as contracted.

What is encouraged by IAS 32 for enhancing understanding of financial
instruments, besides specific monetary disclosures?

A: Narrative commentary by issuers is encouraged bydAS 32 to provide insight into
management's attitude toward risk and current transactions involving financial
instruments.

Explain the concept of Fair Value of FinancialInstruments.

A: The Fair Value of Financial Instrumentsiis determined on the basis of objective
evidence at each reporting date, and'it réflects the carrying value of all financial assets
and liabilities in the financial statements.

What does Liquidity Risk Management involve, and what does management closely
monitor?

A: Liquidity Risk Managementiinvelves monitoring the company's inability to raise
funds. Management closely monitors the company's liquidity and cash flow position,
including balance sheet liquidity ratios and concentrations of debtors and creditors.

. According to IAS 39, when should an entity de-recognize a financial asset?

At An entity should de-recognize a financial asset when the contractual rights to the cash
flows from thedfinancial asset expire or when it transfers substantially all the risks and
rewards of ownership to another party.

Proyide an example of an initial recognition of a financial instrument according to
IAS 39.

A: An entity entering into a forward contract to buy a specific quantity of iron at a
specified price on a specified date is an example of an initial recognition of a financial

instrument under [AS 39.

What does the Disclosure Checklist for Long Term Loans and Advances include?
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14.

15.

16.

17.

18.

19.

20.

A: The Disclosure Checklist includes showing loans and advances separately,
distinguishing between considered good and bad, classification, loans and advances to
related parties, and other relevant details.

Explain the purpose of the long-term loan given to ABC Ltd in 2000.

A: The long-term loan of Rs. 5,000,000 given to ABC Ltd in 2000 was for the renovation
of its manufacturing facility. It is repayable in 20 equal quarterly installments with a
markup rate of 7.5% per annum.

How loans to employees are secured, and against what are they secured?

A: Loans to employees are secured against a charge on the asset for,which the loan is
given and a lien on retirement benefits.

What do Long Term Advances represent, and to - whom haveithey been given?

A: Long Term Advances represent capital workdn progress and have been given to
suppliers and contractors.

How does IAS 39 differ from the recognitionicriteria in the Framework and other
standards?

A: TAS 39 applies to all entitiesyand all types‘of financial instruments except those
specifically excluded. It differs fromthe recognition criteria in the Framework by
recognizing items when thete, is ayprobable inflow or outflow of resources and the item
has a cost or value that can bé measured reliably.

Explain the conceptof De-recognition of financial instruments.

A: De-recognitionis théremoval of a previously recognized financial instrument from an
entity’s balance sheet. An entity should de-recognize a financial asset when the
contractual rights to the cash flows expire or when it transfers substantially all the risks
and rewardsiefownership to another party.

Whatinformation is required in the Notes to the Accounts regarding Long Term
Loans - Considered Good?

A: The Notes to the Accounts include details about related parties, such as ABC Ltd, and
loans to employees. It provides information on the amount, purpose, and terms of

repayment.

What is the purpose of Long Term Advances, and how are they considered by the
company?
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A: Long Term Advances have been given to suppliers and contractors for capital work in
progress and are considered good by the company.

18 Long Term Deposits and Prepayments
& Current Assets

MCQs:

1. What is the primary purpose of the disclosure related to Long Term Depeosits and
Prepayments?

A) To confuse stakeholders
B) To hide financial information
C) To provide transparency and detailed information
D) To avoid legal obligations
Answer: C
2. According to the disclosurejwhatare Long Term Advances mainly given for?
A) Employee salaries
B) Capital work inprogress
C) Short-term investments
D) Executive bonuses
Answer: B
3. How are Long Term Advances classified in the financial statements?
A) Unsecured
B) Good and Unsecured
C) Doubtful

D) Both A and B
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Answer: B

. What is the primary criterion for classifying an asset as a current asset?

A) Expected to be realized in the normal course of operations
B) Held for trading purposes

C) Cash or cash equivalent not restricted in use

D) All of the above

Answer: D

. How are current and non-current assets presented onithe balance sheet according to

IAS?
A) Based on liquidity
B) Based on alphabetical order
C) Randomly
D) Based on profitability

Answer: A

. Which of the following is an example of a current asset?

A) Land

B) Machinery
C) Inventory
D) Copyrights

Answer: C

. What should be disclosed in the category of Trade Debts?

A) Only secured debts

B) Only doubtful debts
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C) Good and doubtful or bad debts
D) Only interest-free debts
Answer: C

8. In the context of Investments, what are '""Held to Maturity," " Available for Sale,"
and "Held for Trading" examples of?

A) Current assets

B) Non-current assets
C) Liabilities

D) Provisions
Answer: B

9. What does the term "Provisions if any'!srefer to'in the context of financial
statements?

A) Financial liabilities

B) Potential losses or obligations
C) Cash reserves

D) Current assets

Answer: B

10. In the extracts of Current Assets, what category does "Stock and Stores-in-transit"
belong to?

A) Stores and Spares

B) Stock in Trade

C) Short Term Investments
D) Trade Debts

Answer: A
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11. According to the Notes to the Accounts, what does ""Stores" include?
A) Raw materials
B) Spares
C) Loose tools
D) All of the above
Answer: D
12. Which type of investments are mentioned under "Quoted' in the extracts?
A) Held to Maturity
B) Available for Sale - Associated Undertakings
C) Held for Trading
D) Provisions
Answer: B
13. How are Trade Debts categorized in terms of security?
A) Secured
B) Unsecured
C) Both A and'B
D) None of the above
Answer: C
14. What is the purpose of "Current portion of loans to employees'?
A) Securing long-term loans
B) Employee retirement benefits
C) Short-term investments

D) Paying dividends
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Answer: B
15. What does "Considered Good and Secured' refer to in the context of Advances?
A) High interest rates
B) Employee salaries
C) Low risk and collateral provided
D) Doubtful debts
Answer: C
16. What do "Letters of credit-margin deposits' represent inthe category of Deposits?
A) Long-term investments
B) Short-term liabilities
C) Collateral for loans
D) Provisions
Answer: C
17. What is the major portion®fthe "Cash at Bank'' balance invested in?
A) Real estate
B) Long-term bends
C) Differentlbanks with mark-up
D) Stoeks
Answer: C
18. What is the significance of the time period used in defining current assets?
A) Determining the profitability
B) Assessing liquidity

C) Calculating depreciation
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D) Estimating future earnings
Answer: B

19. For companies with a longer operating cycle, what can be said about certain current
assets?

A) They are more liquid

B) They are less liquid

C) They have higher market value
D) They are not disclosed
Answer: B

20. What should the user of financial statementsfecognize;for companies with a longer
operating cycle?

A) Longer liquidity

B) Shorter operating cycles

C) Less relevance of operating cyele information
D) Certain current assetsfare,less liquid

Answer: D

Q&A:

1: What are the main‘components of Long Term Deposits and Prepayments disclosed in the
financial statements?

e Answer: The main components include Long Term Advances (Unsecured), Security
Deposits, and Prepayments.

2: How are Long Term Advances classified, and what is their purpose according to the
company's disclosure?

e Answer: Long Term Advances are classified as "Considered Good," and they are given to
suppliers and contractors for capital work in progress, as mentioned in the company's

disclosure.
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3: What is the significance of disclosing material items separately in the context of Long
Term Deposits and Prepayments?

e Answer: Any material items in Long Term Deposits and Prepayments should be
disclosed separately to provide transparency and clarity in financial reporting.

4: In the context of Current Assets, what criteria determine whether an asset should be
classified as a current asset or a non-current asset?

e Answer: An asset is classified as a current asset if it is expected to be realizedfn the
normal course of the entity’s operating cycle, held for trading purposes,or.is.a ¢ash or
cash equivalent asset not restricted in its use.

5: How does the company classify assets as current or nonscurreént, and what
considerations are highlighted in the IAS regarding this classification?

e Answer: The company classifies assets based on the operatingeycle. The IAS
emphasizes providing information on the operatifig cycleiand if there is a clearly defined

operating cycle, assets should be disclosed accordingly.

6: What assets are included in the category of'mon-current assets according to the provided
information?

e Answer: Non-current assets inglude tangible,’intangible, operating, and financial assets of
a long-term nature.

7: According to the disclosure, whatitems are suggested to be classified under current
assets in the balance sheet?

o Answer: Suggested classifiCations for current assets include stores, spares, and loose
tools,(stock in trade; trade debts, loans and advances, trade deposits, short-term

prepayments, and others.

8: Provide examples,of items categorized under ""Stores and Spares" in the balance sheet
extracts;

o Answer: Examples include stores, spares, loose tools, oil and lubricants, and civil stores.

9: What types of investments are disclosed under the category of '"Quoted" in the
investments section of the balance sheet extracts?

e Answer: Quoted investments include those that are "Available for Sale - Associated
Undertakings" such as A Ltd and B Ltd.
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10: According to the balance sheet extracts, what constitutes the "Current Assets" section,
and provide examples of items listed under it.

e Answer: The Current Assets section includes stores and spares, stock in trade, short-term
investments, trade debts, loans, advances, deposits, prepayments, and other receivables.
Examples include stores and spares, stock in trade, and short-term investments.

11: Explain the disclosure related to '""Trade Debts" in the context of Current Assets.

e Answer: Trade debts include amounts considered good and doubtful, and theré is a
provision for doubtful debts. These relate to the normal business of the'companysand are
interest-free.

12: What does the company consider as "Advances: Unseeured ~ considered good" in the
context of current assets?

e Answer: Advances: Unsecured - considered good include amounts given to employees,
suppliers, custom duty, income tax, and sales tax®

13: Provide information about the balances under. '"Cash at Bank" in the "Cash and Bank
Balances" section of the balance sheet extracts.

e Answer: Cash at Bank includes cutrent aceounts in Pak Rupee and savings accounts in
Pak Rupee and Foreign Curreney.

14: What is the major portion0fthe balance under '"Savings accounts'' used for in the
""Cash and Bank Balances" section?

e Answer: Theimajor peftion of the balance under savings accounts is invested in three
different banks,‘earning'mark-up together with current account facilities.

15: Explain the time period used in defining current assets and mention a circumstance
where the operating cycle might extend beyond one year.

o, ‘Answer: The time period used is one year or the length of the operating cycle, whichever
is longer. Some businesses, such as those selling merchandise on long-term installment
contracts or manufacturing products with a long cycle, may have an operating cycle
longer than one year.

16: According to the provided information, what is the purpose of disclosing the aggregate
amount due by CEOQO, directors, and executives in the financial statements?

e Answer: The disclosure of the aggregate amount due by CEO, directors, and executives is

intended to provide transparency regarding the company's financial relationships with its
key personnel.
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17: In the context of investments, what are the categories mentioned under which
investments can be classified?

e Answer: Investments can be classified as held to maturity, available for sale, and held for
trading, as indicated in the information provided.

18: Provide examples of items listed under ""Other Receivables" in the suggested
classification of current assets.

e Answer: Examples include financial assets (IAS 32 and 39), tax refundsrdue ffom
government, and other miscellaneous receivables.

19: What does the company consider as "Considered Good and Secured' under " Loans,
Advances, Deposits, Prepayments, and Other Receivables', in the contextof current assets?

e Answer: Considered good and secured includes the eurrent portion©f loans to employees
secured against employee retirement benefits and advances given to employees,
suppliers, custom duty, income tax, and sales tax®

20: Explain the purpose of disclosing the maximum aggregate amount due from associated
companies during the year in the context of currentiassets.

e Answer: The disclosure of the maximum aggregate amount due from associated
companies is made to provide msers, of financial statements with information about the
extent of financial transactions and relationships with associated entities during the year.
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