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Mock Test Paper - Series I: March, 2026 

Date of Paper: 16th March, 2026 

Time of Paper: 2 P.M. to 5 P.M. 

FINAL COURSE: GROUP – I  

PAPER – 1: FINANCIAL REPORTING 

Time Allowed – 3 Hours Maximum Marks – 100 

1. The question paper comprises two parts, Part I and Part II. 

2. Part I comprises Case Scenario based Multiple Choice Questions (MCQs) 

3. Part II comprises questions which require descriptive type answers.  

PART I – Case Scenario based MCQs (30 Marks) 

Part I is compulsory. 

Case Scenario 1 

ABC Ltd. maintains its accounts and prepares its annual financial statements in 
accordance with Indian Accounting Standards (Ind AS).  It is a diversified global 
business group with operations spanning multiple sectors.  The finance team while 
working on finalizing the books for the year ending 31st March, 20X3, encountered 
challenges with the following transactions: 

(i) ABC Ltd. manufactures automobile parts.  It has shown a net profit of ` 20,00,000 for 

the third quarter of 20X2-20X3. 

Following adjustments are made while computing the net profit: 

(1) Bad debts of ` 1,00,000 incurred during the quarter. 50% of the bad debts have 

been deferred to the next quarter. 

(2) ` 5,00,000 expenditure on account of administrative expenses pertaining to the 

third quarter is deferred on the argument that the fourth quarter will have more 

sales; therefore, fourth quarter should be debited by higher expenditure. The 

expenditures are uniform throughout all quarters.  

(ii) ABC Ltd. enters into a contract to build a power plant for a  customer.  The entity will 

be responsible for the overall management of the project including services to be 

provided like engineering, site clearance, foundation, procurement, construction of the 

structure, piping and wiring, installation of equipment and finishing.   
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(iii) In financial year 20X1-20X2, ABC Ltd. incurred the following expenditure in acquiring 

property consisting of 6 identical houses each with separate legal title including the 

land on which it is built. 

The expenditure incurred on various dates is given below: 

• On 1st April, 20X2 - Purchase cost of the property ` 1,80,00,000 

• On 1st April, 20X2 – Non-refundable transfer taxes ` 20,00,000 (not included in 

the purchase cost) 

• On 2nd April, 20X2- Legal cost related to property acquisition ` 5,00,000 

• On 6th April, 20X2- Advertisement campaign to attract tenants ` 3,00,000 

• On 8th April, 20X2- Opening ceremony function for starting business ` 1,50,000 

Throughout 20X2-20X3, incurred ` 1,00,000 towards day-to-day repair maintenance 

and other administrative expenses. 

ABC Ltd. uses one of the six houses for office and accommodation of its few staffs. 

The other five houses are rented to various independent third parties.  

Analyze the transactions mentioned above and choose the most appropriate 
option in the below questions 1 to 6 in line with relevant Ind AS: 

1. What will be the treatment of bad debts incurred during the third quarter?  

(a) Bad debts expenses incurred during third quarter should be recognised in the 

same quarter.  Accordingly, ` 50,000 should be deducted from ` 20,00,000. 

(b) Bad debts expenses incurred during third quarter should be recognised  equally 

in the third and fourth quarter.  Accordingly, the treatment done in the books is 

correct and no further adjustment in this regard is required.  

(c) Bad debts expenses incurred during third quarter should be recognised at the 

end of the financial year in the last quarter.  Accordingly, ` 50,000 already 

deducted should be added back from ` 20,00,000. 

(d) No bad debt accounted in the interim financial statements in any of the quarter.  

2. The correct net profits to be shown in Interim Financial Report of the third quarter shall 

be  

(a) ` 15,00,000 

(b) ` 20,00,000 

(c) ` 19,50,000 
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(d) ` 14,50,000 

3. How many performance obligations does the entity have?  

(a) Three performance obligations 

(b) Two performance obligations 

(c) A single performance obligation 

(d) More than three performance obligations 

4. What is the cost of the entire property?  

(a) ` 1,80,00,000 

(b) ` 2,05,00,000 

(c) ` 2,06,00,000 

(d) ` 1,85,00,000 

5. What is the cost of the investment property? 

(a) ` 1,70,83,333 

(b) ` 2,05,00,000 

(c) ` 34,16,667 

(d) ` 1,80,00,000 

6. What is the cost of the owner-occupied property? 

(a) ` 1,70,83,333 

(b) ` 2,05,00,000 

(c) ` 34,16,667 

(d) ` 1,80,00,000 (6 x 2 Marks = 12 Marks) 

Case Scenario 2 

D Ltd. is a globally diversified business conglomerate with operations spanning across various 

business sectors worldwide.  The company adheres to Indian Accounting Standards for 

maintaining its financial records and annually releases its financial statements. As the finance 

team progresses towards finalizing the financial statements for the fiscal year ending on  

31st March 20X2, the team is stuck up in the accounting of the following transactions:  

(i) D Ltd., for its dairy business, purchased cattle at an auction on 30 th June 20X1 
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Purchase price at 30 th June 20X1 ` 1,00,000 

Costs of transporting the cattle back to the entity’s farm  ` 1,000 

Sales price of the cattle at 31st March, 20X2 ` 1,10,000 

  The company would have to incur similar transportation costs if it were to sell the cattle 

at auction, in addition to an auctioneer’s fee of 2% of sales price.  The auctioneer 

charges 2% of the selling price, from both, the buyer as well as the seller.  

 Calculate the amount at which cattle is to be recognised in books on initial recognition 

and at year end 31st March, 20X2. Show corresponding journal entries. 

(ii) D Ltd. has certain financial instruments: 

• Irredeemable preference shares with face value of ` 10 each and premium of  

` 90.  These shares carry dividend @ 8% per annum, however dividend is paid 

only when D Ltd declares dividend on equity shares.   

• Borrowings from Z Ltd. for ` 10,00,000 with settlement against issue of a certain 

number of equity shares of D Ltd. whose value equals ` 10,00,000.  Fair value 

per share (to determine total number of equity shares to be issued) be 

determined based on the market price of the shares of D Ltd. at a future date, 

upon settlement of the contract.  

Analyze the transactions mentioned above and choose the most appropriate option in 

the below questions 7 to 10 in line with relevant Ind AS: 

7. What will be the gain/(loss) on initial recognition of biological asset i.e. cattle at the 

time of purchase on 30 th June 20X1? 

(a) Gain on initial recognition of biological asset ` 9,800 

(b) Loss on initial recognition of biological asset ` 9,800 

(c) Gain on initial recognition of biological asset ` 6,000 

(d) Loss on initial recognition of biological asset ` 6,000 

8. What will be the gain/(loss) on remeasurement of biological asset i.e. cattle at the time 

of sale on 31st March 20X2? 

(a) Gain on remeasurement of biological asset ` 9,800 

(b) Loss on remeasurement of biological asset ` 9,800 

(c) Gain on remeasurement of biological asset ` 6,000 

(d) Loss on remeasurement of biological asset ` 6,000 
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9. Irredeemable preference shares would be accounted for in the books of D Ltd. as  

(a) Financial Asset 

(b) Financial Liability 

(c) Equity  

(d) Will not be accounted for in the books 

10. Borrowings from Z Ltd. for ` 10,00,000 with settlement against issue of a certain 

number of equity shares of D Ltd. would be accounted for in the books of D Ltd. as  

(a) Financial Asset 

(b) Financial Liability 

(c) Equity 

(d) Will not be accounted for in the books (4 x 2 = 8 Marks) 

Case Scenario 3 

On 1st April, 20X1, PQR Ltd. acquired 30% of the voting ordinary shares of XYZ Ltd. for  

` 8,000 crore.  PQR Ltd. accounts its investment in XYZ Ltd. using equity method as 

prescribed under Ind AS 28.  At 31st March, 20X2, PQR Ltd. recognised its share of the net 

asset changes of XYZ Ltd. using equity accounting as follows:  

 (` in crore) 

Share of profit or loss  700 

Share of exchange difference in OCI  100 

Share of revaluation reserve of PPE in OCI  50 

The carrying amount of the investment in the associate on 31 st March, 20X2 was therefore  

` 8,850 crore (8,000 + 700 + 100 + 50).   

On 1st April, 20X2, PQR Ltd. acquired the remaining 70% of XYZ Ltd. for cash ` 25,000 crore.  

The following additional information is relevant at that date:  

 (` in crore) 

Fair value of the 30% interest already owned  9,000 

Fair value of XYZ's identifiable net assets  30,000 

Analyze the transactions mentioned above and choose the most appropriate option in 

the below questions 11 to 15 in line with relevant Ind AS: 
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11. What is the fair value of the total consideration transferred by PQR Ltd. to XYZ Ltd.? 

(a) ` 34,000 crores 

(b) ` 33,850 crores 

(c) ` 33,000 crores 

(d) ` 25,000 crores 

12. What is the amount of goodwill in the said business combination? 

(a) ` 3,000 crores 

(b) ` 4,000 crores 

(c) ` 2,150 crores 

(d) ` 3,850 crores 

13. What is the gain on previously held interest in XYZ Ltd. recognised in profit or loss? 

(a) ` 150 crores 

(b) ` 100 crores 

(c) ` 250 crores 

(d) Nil  (3 x 2 Marks = 6 Marks) 

14. With respect to the best practices applicable to all companies, which of the following 

statements is incorrect? 

(a) Comply with the standards and regulations but also ensure that financial 

statements are an effective part of wider communication with stakeholde rs.   

(b) Disclose complete information in the financial to avoid any further cross 

questioning in the mind of the users.   

(c) Reduce generic disclosures and focus on company specific disclosures that 

explain how the company applies the policies. 

(d) Do not disclose assumptions and bases, so that users are not misled. 

   (2 Marks) 

15. Which of the following proactive measures do not mitigate cybersecurity risks?  

(a) Ensure that all passwords are simple and are not changed regularly.  

(b) Include procedures for detecting, containing, and mitigating the impact of a 

cyberattack 
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(c) Ensure that firewalls and other security measures are in place to prevent 

unauthorized access to the network. 

(d) Ensure that data backups are performed regularly and that backups are stored 

securely (2 Marks) 

Part II – Descriptive Questions 

Question No.1 is compulsory.  Candidates are required to answer any four 

questions from the remaining five questions. 

Working notes should form part of the answers. 

 Maximum Marks – 70 Marks 

1. On 1st April 20X1, A Limited acquired 80% of the share capital of S Limited.  On 

acquisition date the share capital and reserves of S Ltd. stood at ` 5,00,000 and  

` 1,25,000 respectively.  A Limited paid initial cash consideration of ` 10,00,000.  

Additionally, A Limited issued 2,00,000 equity shares with a nominal value of ` 1 per 

share at current market value of ` 1.80 per share.  

 It was also agreed that A Limited would pay a further sum of ` 5,00,000 after three years. 

A Limited's cost of capital is 10%.  The appropriate discount factor for ` 1 @ 10% 

receivable at the end of  

1st year: 0.91 

2nd year: 0.83 

3rd year: 0.75  

The shares and deferred consideration have not yet been recorded by A limited.  

Below are the Balance Sheet of A Limited and S Limited as at 31 st March, 20X3:  

 A Limited (` 000) S Limited (` 000) 

Non-current assets:   

Property, plant & equipment 5,500  1,500  

Investment in S Limited at cost 1,000  

Current assets:   

Inventory  550 100 

Receivables  400 200 
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Cash    200     50 

 7,650 1,850 

Equity:    

Share capital  2,000 500 

Retained earnings  1,400 300 

 3,400 800 

Non-current liabilities 3,000 400 

Current liabilities 1,250   650 

  7,650 1,850 

Further information:  

(i)  On the date of acquisition the fair values of S Limited's plant exceeded its book 

value by ` 2,00,000.  The plant had a remaining useful life of five years at this date; 

(ii)  The consolidated goodwill has been impaired by ` 2,58,000; and  

(iii)  The A Limited Group, values the non-controlling interest using the fair value 

method.  At the date of acquisition, the fair value of the 20% non-controlling 

interest was ` 3,80,000.  

You are required to prepare Consolidated Balance Sheet of A Limited as at  

31st March, 20X3. (Notes to Account on Consolidated Balance Sheet is not required).

 (14 Marks) 

2. (a) Autumn Limited has a policy of providing subsidized loans to its employees for 

their personal purposes.  Mrs. Jama Bai, a senior HR manager in the Company, 

took a loan of ` 12.00 lakhs on the following terms: 

• Interest rate 4% per annum 

• Loan disbursement date: 1st April, 20X1 

• The principal amount of the loan shall be recovered in 4 equal annual 

installments commencing from 31st March, 20X2 

• The accumulated interest computed on reducing balance at simple interest 

is collected in 3 equal annual installments after collection of the principal 

amount 

• Mrs. Jama Bai must remain in service till the principal and interest are paid 

• The market rate of a comparable loan to Mrs. Jama Bai is 9% per annum 
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• The present value of ` 1 at 9% per annum at the end of respective years 

is as follows: 

Year ending 
31st March 

20X2 20X3 20X4 20X5 20X6 20X7 20X8 

Present Value 0.9174 0.8417 0.7722 0.7084 0.6499 0.5963 0.5470 

Under the assumption that no probable future economic benefits except the return 

of loan has been guaranteed by the employee, you are required to: 

i. Provide the journal entries at the time of initial recognition of loan on  

1st April, 20X1 and as at 31st March, 20X2; and 

ii. Prepare ledger account of 'Loan to Mrs. Jama Bai' from the inception of the 

loan till its final payment.    (10 Marks) 

(b) Entity ABC acquired a building for its administrative purposes and presented the 

same as property, plant and equipment (PPE) in the financial year 20X1-20X2.  

During the financial year 20X2-20X3, it relocated the office to a new building and 

leased the said building to a third party.  Following the change in the usage of the 

building, Entity ABC reclassified it from PPE to investment property in the financial 

year 20X2-20X3.  Should Entity ABC account for the change as a change in 

accounting policy?     (4 Marks) 

3. (a) Following is the extract of the consolidated financial statements of A Ltd. for the 

year ended on: 

Asset/ (liability) Carrying amount as 
on 31st March, 20X1  

(In ` ‘000) 

Attributed goodwill  200 

Intangible assets  950 

Financial asset measured at fair value through other 
comprehensive income 

300 

Property, plant & equipment  1,100 

Deferred tax asset  250 

Current assets – inventory, receivables and cash 
balances  

600 

Current liabilities  (850) 

Non-current liabilities – provisions (300) 

Total 2,250 
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 On 15th September 20X1, Entity A decided to sell the business.  It noted that the 

business meets the condition of disposal group classified as held for sale on that 

date in accordance with Ind AS 105.  However, it does not meet the conditions to 

be classified as discontinued operations in accordance with that standard.  

 The disposal group is stated at the following amounts immediately prior to 

reclassification as held for sale.  

Asset/ (liability) Carry amount as on 
15th September 20X1 

(In ` ‘000) 

Attributed goodwill  200 

Intangible assets  930 

Financial asset measured at fair value through other 
comprehensive income 

360 

Property, plant & equipment  1,020 

Deferred tax asset  250 

Current assets – inventory, receivables and cash 
balances  

520 

Current liabilities  (870) 

Non-current liabilities – provisions (250) 

Total 2,160 

 Entity A proposed to sell the disposal group at ` 19,00,000.  It estimates that the 

costs to sell will be ` 70,000.  This cost consists of professional fee to be paid to 

external lawyers and accountants. 

 As at 31st March 20X2, there has been no change to the plan to sell the disposal 

group and entity A still expects to sell it within one year of initial classification.   

Mr. X, an accountant of Entity A remeasured the following assets / liabilities in 

accordance with respective standards as on 31st March 20X2: 

Available for sale: (In ` ‘000) 

Financial assets 410 

Deferred tax assets  230 

Current assets- Inventory, receivables and cash balances  400 

Current liabilities  900 

Non- current liabilities- provisions  250 
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 The disposal group has not been trading well and its fair value less costs to sell 

has fallen to ` 16,50,000. 

 Compute the value of all assets/ labilities within the disposal group as on the 

following dates in accordance with Ind AS 105: 

(a) 15 September, 20X1 and 

(b) 31st March, 20X2          (9 Marks) 

(b) Mr. A, Mr. B and Mr. C have direct interests of 40%, 10% and 10% respectively, 

of Trust T.  The remaining 40% interest in Trust T is held by 20 unrelated investors. 

 Mr. A, Mr. B and Mr. C wish to control the trust, and so they enter into a contractual 

arrangement to act together.  In this situation, assume that 1% interest constitutes 

one voting right.  

S Ltd. is a wholly owned subsidiary of P Ltd. and P Ltd. is wholly owned by  

Trust T. 

Required: 

Should a group of persons be disclosed as the ultimate controlling party where 

they have a contractual arrangement to act together?          (5 Marks) 

4. (a) A Ltd. purchased 100 goats at an auction for ` 1,00,000 on 30th September, 20X7.  

Subsequent transportation costs were ` 1,000.  A Ltd. would have to incur the 

same transportation costs if it had sold its goats in this auction.  In addition, there 

would be a 2% auctioneer's fee on the market price of the goats payable by the 

seller. A Ltd. so incurred ` 500 on veterinary expenses. 

 On 31st March 20X8, the market value of the goats in the most relevant market 

increases to ` 1,10,000.  Transportation costs of ` 1,000 would have to be 

incurred by the seller to get the goats to the relevant market.  An auctioneer's fee 

of 2% on the market price of the goats would be payable by the seller.  

 On 1st June 20X8, the entity sold 18 goats at auction for ` 20,000 and incurred 

transportation charges of ` 150.  In addition, there was a 2% auctioneer's fee on 

the market price of the goats paid by the seller. 

 On 15th September, 20X8, the fair value of the 82 goats was ` 82,820.  42 goats 

were slaughtered on that day, with a total slaughter cost of ` 4,200.  The total 

market price of the carcasses on that day was ` 48,300, and the estimated 

transportation cost to sell the carcasses is ` 420.  No other selling costs are 

expected. 
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 On 30th September, 20X8, the market price of the remaining 40 goats was  

` 44,800.  The estimated transportation cost is ` 400.  In addition, there would be 

a 2% auctioneer’s fee on the market price of the goats payable by the seller.  

 A Ltd. adopts the fair value model to recognize biological assets, as required by 

the standard, and reports on 30 th September and 31st March each year and 

determines fair value on these dates.      

 Pass Journal Entries for the above transactions.          (8 Marks) 

(b) AJ Ltd is engaged in the business of trading of chemicals having a net worth of 

` 150 crores.  The company’s profitability is good and hence the company has 

introduced various benefits for its employees to keep them motivated and to 

ensure that they stay with the organization.  The company is an associate of  

RJ Ltd which is listed on Bombay Stock Exchange in India.  

 The company initially did not have any HR function but over the last 2 years, the 

management set up that function and now HR department takes  care of all the 

benefits related to the employees and how they can be structured in a manner 

beneficial to both the employees and the objectives of the company.  

 One of the employee benefits involves a lump sum payment to employee on 

termination of service and that is equal to 1 per cent of final salary for each year 

of service.  Consider the salary in year 1 is ` 10,000 and is assumed to increase 

at 7 per cent (compound) each year.  

Taking a discount rate at 10 per cent per year, you are required to comp ute  

(a) benefits attributed (year on year) and 

(b) the obligation in respect of this benefit (year on year)  

For an employee who is expected to leave at the end of year 5  

Following assumptions may be taken to solve this: 

• There are no changes in actuarial assumptions.  

• No additional adjustments are needed to reflect the probability that the 

employee may leave the entity at an earlier or later date.          (6 Marks) 

5. (a)     Either 

  A Ltd. enters into a contract with a customer for the exclusive supply of paint for a 

three-year period.  A Ltd. makes a ` 50,000 upfront payment, which the customer 

will use to customize its paint sprayers for A Ltd.’s product.  A Ltd. determines the 

upfront payment is not in respect of or for a distinct good or service.   
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 A Ltd. estimates ` 10,00,000 in sales with the customer over the three-year period.  

Sales for Quarter 1 is ` 1,00,000 and for Quarter 2 is ` 1,25,000.  However, A Ltd. 

updated its estimate of total sales over the contract to ` 15,00,000 during  

Quarter 2. 

Required: 

Determine the net revenue to be recognized in Quarter 1 and Quarter 2 by A Ltd. 

Or 

On 1st April, 20X1, S Limited enters into a contract with Corp Limited to construct 

heavy-duty equipment for a promised consideration of ` 20,00,000 with a bonus of 

` 2,50,000 if the equipment is completed within 24 months.  At the inception of the 

contract, S Limited correctly accounts for the promised bundle of goods and services 

as a single performance obligation in accordance with Ind AS 115.  At the inception 

of the contract, the Company expects the costs to be ` 11,00,000 and concludes 

that it is highly probable that a significant reversal in the amount of cumulative 

revenue recognised will occur.  Completion of the heavy-duty equipment is highly 

susceptible to factors outside of the Company’s influence, mainly due to difficulties 

with the supply of components.  

At 31st March, 20X2, S Limited has satisfied 65% of its performance obligation on 

the basis of costs incurred to date and concludes that the variable consideration is 

still constrained in accordance with Ind AS 115.  However, on 4 June 20X2, the 

contract is modified with the result that the fixed consideration and expected costs 

increase by ` 1,50,000 and ` 80,000 respectively.  The time allowable for achieving 

the bonus is extended by six months with the result that S Limited concludes that it 

is highly probable that the bonus will be achieved and that the contract remains a 

single performance obligation. 

S Limited wants your opinion on the accounting treatment of contract with  

Corp Limited in light of Ind AS 115, for the year 20X1-20X2 and 20X2-20X3.   

(7 Marks) 

(b) Zenith Infrastructure Ltd. is engaged in the construction of large commercial 

complexes. During the financial year ending 31 March 20X6, the company 

undertook a major project which experienced significant delays due to regulatory 

approvals and design changes. As a result, the management expects the project 

to incur substantial additional costs, which may lead to a loss on the contract.  
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 While reviewing the draft financial statements, the Finance Manager, CA. Neha 

Kapoor, noted that no provision has been made for the expected loss on the 

contract, even though reliable estimates of the additional costs are available. In 

her opinion, in accordance with Ind AS 37 ‘Provisions, Contingent Liabilities and 

Contingent Assets’, the company should recognise a provision for the onerous 

contract in the financial statements. 

 However, the Chief Executive Officer, Mr. Arvind Malhotra, advised CA. Neha 

Kapoor not to recognise the provision in the current year and instead defer it to 

the next financial year. He believes that recognising the provision would 

significantly reduce the company’s reported profits and may adversely affect the 

company’s ability to secure new infrastructure contracts and maintain its credit 

rating with lenders. He further indicated that the financial statements should 

present a “strong performance” for the year. 

 CA. Neha Kapoor is concerned that not recognising the provision would result in 

the financial statements not reflecting the true and fair view of the company’s 

financial position and performance. 

 Discuss the ethical issues and potential conflicts that arise in the above situation. 

Also explain the fundamental principles of professional ethics that should guide 

CA. Neha Kapoor in dealing with the matter.         (7 Marks) 

6. (a) An entity’s accounting year ends is 31st December, but its tax year end is  

31st March.  The entity publishes an interim financial report for each quarter of 

the year ended 31st December, 20X1.  The entity’s profit before tax is steady at 

`10,000 each quarter, and the estimated effective tax rate is 25% for the year 

ended 31st March, 20X1 and 30% for the year ended 31st March, 20X2. 

  How the related tax charge would be calculated for the year 20X1 and its 

quarters.          (5 Marks) 

(b) X Limited engaged in the business of manufacturing fertilisers entered into a 

technical collaboration agreement with a foreign company Y Limited.  As a result, 

Y Limited would provide the technical know-how enabling X Limited to 

manufacture fertiliser in a more efficient way.  X Limited paid ` 10,00,00,000 for 

the use of know-how for a period of 5 years.  X Limited estimates the production 

of fertiliser as follows: 

Year (In metric tons) 

1 50,000 

2 70,000 
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3 1,00,000 

4 1,20,000 

5 1,10,000 

 At the end of the 1st year, it achieved its targeted production.  At the end of  

2nd year, 65,000 metric tons of fertiliser was being manufactured, and X Limited 

considered to revise the estimates for the next 3 years.  The revised figures are 

85,000, 1,05,000 and 1,15,000 metric tons for year 3, 4 & 5 respectively. 

 Advise how X Limited will amortise the technical know-how fees as per Ind AS 38. 

         (5 Marks) 

(c) Mumbai Challengers Ltd., a listed entity, is a sports organization owning several 

cricket and hockey teams. Owing to the proposed schedules of Indian Hockey 

League as well as Cricket Premier Tournament, Mumbai Challengers Ltd. needs 

a new stadium to host the sporting events. This stadium will form a part of the 

Property, Plant and Equipment of the company.  Mumbai Challengers Ltd. began 

the construction of the stadium on 1 December, 20X1.  The construction of the 

stadium was completed in 20X2-20X3.  Costs directly related to the construction 

amounted to ` 140 crores in December 20X1.  Thereafter, ` 350 crores have been 

incurred per month until the end of the financial year.  The company has not taken 

any specific borrowings to finance the construction of the stadium, although it has 

incurred finance costs on its regular overdraft during the period, which were 

avoidable had the stadium not been constructed.  Mumbai Challengers Ltd. has 

calculated that the weighted average cost of the borrowings for the period  

1 December 20X1 to 31 March 20X2 amounted to 15% per annum on an 

annualized basis.   

 The company seeks advice on the treatment of borrowing costs in its financial 

statements for the year ending 31 March 20X2.            (4 Marks) 
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