Financial Accounting
Dec 2025 Examination


Q1. TechGen Inc. is closing its fiscal year and has encountered a day with multiple complex transactions: it purchased office equipment worth Rs. 50,000 on credit, paid monthly office rent of Rs. 15,000 by cheque, and received Rs. 25,000 in cash for consultancy services. The accounting team is required to ensure that each transaction is recorded in compliance with the double-entry system and the golden rules of accounting, and that the entries are correctly posted to the respective ledger accounts to maintain the integrity of the financial records. Based on the scenario, how should the accounting manager at TechGen Inc. apply the principles of the double-entry system and the golden rules of accounting to ensure accurate recording of a complex transaction involving the purchase of office equipment on credit, payment of rent by cheque, and receipt of consultancy income in cash? Illustrate the process by detailing the journal entries and their subsequent posting to the ledger. (10 Marks)
Ans 1.
Introduction 
The double-entry system is the cornerstone of modern financial accounting, ensuring that every transaction has a corresponding debit and credit entry. This method provides accuracy, transparency, and balance in the preparation of financial statements. At TechGen Inc., the fiscal year-end requires strict adherence to the golden rules of accounting for recording purchases, payments, and incomes. Each transaction affects multiple accounts, and precise entries are necessary to maintain the reliability of the ledger. The purchase of office equipment on credit, the payment of rent by cheque, and the receipt of consultancy income in cash illustrate typical business operations that must be recorded systematically. By applying the principles of the double-entry system, the accounting manager ensures compliance, minimizes errors, and maintains integrity in 
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Q2. From the following Trial Balance of M/s Orion Traders as on 31st March 2024, along with the additional year-end adjustments, prepare the final Profit & Loss Account for the year ended 31st March 2024 and the Balance Sheet as at that date.
You must:
(a) correctly adjust for all items including depreciation, outstanding and prepaid expenses, provision for bad debts, and income received in advance;
(b) interpret the impact of each adjustment on both statements; and
(c) ensure all figures are correctly classified and presented.
Trial Balance of M/s Orion Traders as on 31st March 2024
	Account Head
	Debit (Rs.)
	Credit (Rs.)

	Capital
	–
	8,00,000

	Sales
	–
	12,00,000

	Purchases
	7,70,000
	–

	Sales Returns
	30,000
	–

	Discount Allowed
	12,000
	–

	Administrative Expenses
	1,20,000
	–

	
Accounts Receivable
	
2,00,000
	
–

	Accounts Payable
	–
	1,10,000

	
Fixed Assets
	
4,00,000
	
–

	
Bank and Cash Balances
	
1,50,000
	
–

	Interest Earned
	–
	20,000

	Rent Paid
	38,000
	–

	Selling & Advertisement
Expense
	
60,000
	
–

	
Opening Stock
	
2,00,000
	
–

	
Closing Stock
	
1,50,000
	
–

	
	
21,30,000
	
21,30,000



Additional Adjustments:
1. Depreciate fixed assets by 10%.
2. Outstanding administrative expenses Rs.15,000.
3. Prepaid rent Rs.6,000.
4. Create a provision for bad and doubtful debts at 5% of accounts receivable after writing off Rs.10,000 as bad debts.
5. Interest earned includes Rs.5,000 received in advance for the next year.
6. Goods worth Rs.20,000 were sent on approval and remain unsold at year-end (these goods are included both in sales and closing stock).
Prepare:
- Final Profit & Loss Account for the year ended 31st March 2024
- Balance Sheet as at 31st March 2024, showing all workings and adjustments clearly. (10 Marks)
Ans 2.
Introduction 
Final accounts are prepared to present the true financial performance and position of a business at the end of an accounting period. They consist of the Profit and Loss Account and the Balance Sheet, both of which require careful adjustment of year-end items to ensure accuracy. In the case of M/s Orion Traders, the adjustments include depreciation of assets, outstanding and prepaid expenses, creation of provisions, treatment of income received in advance, and reversal of goods sent on approval. Each of these items has a dual impact: they affect the Profit and Loss Account by altering incomes or expenses, and the Balance Sheet by influencing assets or liabilities. Thus, applying these adjustments ensures that the final accounts reflect fairness, prudence, and reliability in reporting.
Concept and Application
The preparation of final accounts begins with applying adjustments to ensure all expenses and incomes are matched to the correct year. Depreciation of fixed assets reduces their value on the 


Q3(A) A mid-sized enterprise is planning to expand into new markets and invest in advanced technology. The management team is overwhelmed by the volume and complexity of financial data presented in the income statement, balance sheet, and cash flow statement. They need a practical, integrated framework that will help them interpret these statements, assess the company’s financial health, and make informed decisions about capital allocation, risk management, and growth strategies. You have been brought in as a financial consultant to develop this framework. Create a decision- making framework for business managers that synthesizes information from the income statement, balance sheet, and cash flow statement to support long-term strategic planning. Illustrate how this framework can be used to evaluate investment opportunities and manage financial risks. (5 Marks)
Ans 3a.
Introduction 
Financial statements are powerful tools for managers when interpreted through an integrated framework. An income statement reveals profitability, the balance sheet shows financial position, and the cash flow statement highlights liquidity and solvency. However, interpreting them separately often overwhelms managers and creates fragmented insights. A structured framework is therefore necessary to combine information across these three reports. Such a 


Q3 (B). A publicly traded company has recently issued convertible debentures, conducted a share buyback, and paid both cumulative and non-cumulative preference dividends. As the fiscal year ends, the finance department must calculate and report both basic and diluted EPS, ensuring that the impact of potential equity dilution is clearly communicated to investors and analysts who rely on these metrics for investment decisions. Design a comprehensive earnings per share (EPS) reporting strategy for a listed company with a complex capital structure, including convertible securities and share buybacks, to provide clear insights into both basic and diluted EPS for current and potential investors. (5 Marks)
Ans 3b.
Introduction 
Earnings per share (EPS) is a critical measure for investors as it reflects the profitability attributable to each share. In companies with complex capital structures, including convertible securities, share buybacks, and preference dividends, reporting EPS requires transparency and accuracy. Basic EPS alone does not capture the full picture of potential dilution, so diluted EPS must also be presented. A comprehensive EPS reporting strategy ensures that investors and 

