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INSTRUCTIONS: Answer question one and any other two questions.

QUESTION ONE (30 MARKY)

a) Discuss ethics that guide accountants in exectitieig duties. (5 marks)

b) Explain three objectives of International finanagborting standards (IFRS) Foundation.

(6 marks)

c) Enumerate two disadvantages of cashflow statements. (4 marks)
d) In relation to the International Accounting starda(lAS) 38

(1) Define “intangible assets” (2 marks)

(i) Give three examples of “intangible assets” (Bkmpr
e) Discern between accounting policies and accoursiiagdards. (4 marks)
f) Define the following accounting terms:

(1) Authorized capital (2 marks)

(i) Depreciation (2 marks)

(i)  Revaluation reserve (2 marks)

QUESTION TWO (20 MARKS)

a) The published accounts of a United Kingdom manufang company for a particular
year showed the following:
(1) Operating profit of £5,000,000
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(i) 10% depreciation on assets valued at £1.5 million.

(i) Interest of 5% on a loan stock with a nominal vati€2 million

(iv)  Entertainment expenses of £300,000

(v) Net investment income of £180,000 from dividendadinary shares of

other United Kingdom companies
Assuming that:

1. The tax authority calculated that the capital aloaes for the year came to
£400,000.

2. The tax authority judged that only half of the cany's entertainment
expenses were “allowable”

3. The first % of the accounting year fell into a ficgal year in which
corporation tax was 31% , and the remainder irftoamcial year in which

corporation tax was 30%.
Calculate the company’s total corporation tax foitlthat accounting year. (20 marks)

b) Enumerate four features of public sector accourttiag distinguish it from private sector
accounting. (4 marks)

c) Explain the three types of errors that are notaleteby a trial balance. (6 marks)
QUESTION THREE (20 MARKYS)

Bowmax is a growing company in the hotel indushgtthas recently been listed on the stock
market. When the company was privately owneddtrextors could meet informally with the
shareholders in order to establish their persoredepences for the company’s financial strategy.

Now there are many more shareholders and the stradesfreely on the open market. The

company’s latest statement of financial positioa baen summarized as follows:
Bowmax Summarised statement of financial positi@ate31 August 2017

$million
Property at valuation 180

Plant and equipment at cost less depreciation 14
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Current assets 14

211
Share capital 20
Revaluation reserve 40
Retained earnings 146
Current liabilities 5

211

The profit for the year was $32m. bowmax’s direstare debating the advantages and
disadvantages of paying a significant large divijgrerhaps $25m. Other quoted companies in
the industry tend to pay out a substantial proportf their earnings. A dividend of that size

would require Bowmax to borrow cash. The boarcbissidering issuing $30m debentures.

(1) Discuss the relevance of similar companies’ divdipalicies in informing
Bowmax’s directors. (12 marks)
(i) Discuss the advantages to Bowmax of making theqsegh debenture issue.
(8 marks)

QUESTION FOUR (20 MARKYS)

a) Explain the role of each of the following itemsarcompany’s report and accounts:
(1) The statement of financial position (2 marks)
(i) The income statement (2 marks)
b) At 31 December 2010 the statement of financialtpmsof a company was as follows:
$ $
ASSETS
Non-Current Assets
Cost 300,000
Less Depreciation (90,000)
210,000
Current Assets
Inventories 62,500
Trade Receivables 10,650
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Cash 12,845

85,975
Total Assets 295.975
EQUITY AND LIABILITIES
Ordinary share capital 100,000
Reserves 39,350
Total equity 139,350
Non-current liabilities
12% Debenture loan 150,000
Current liabilities
Trade payables 6,625
Total liabilities 156,625
Total equity and liabilities 295975
a) During 2011 the following items appeared in the pamy’s accounting records:
Activity $
Sales 190,750
Increase in cash 3,950
Increase in inventories 9,250
Decrease in trade receivables 1,700
Rent of factory 30,000
Costs of raw materials 45,000
Salaries and wages 55,000
Miscellaneous expenses 2,750
Purchase of non-current assets 40,000

The non-current assets are being depreciated aighd line basis over a period of ten years

including the year of purchase.

During 2011 interest was paid on the debenturediat no dividends were paid on the ordinary

share capital.

Assume the rate of corporation tax is 30%, butcthrapany did not pay its tax during 2011.
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Prepare:

(1) The income statement for 2011 (6 marks)
(i) The statement of financial position as at 31 Deaam2011. (20 marks)

QUESTION FIVE (20 MARKYS)

The following information has been extracted frdra bookkeeping records of Perso plc:

Trial balance as at 31 December 2011.

‘000 ‘000
Bank 12
Trade payables 187
Trade receivables 245
Land and buildings- cost 1,300
Land and buildings - depreciation 195
Interest 65
Loan 450
Plant and machinery -cost 800
Plant and machinery - depreciation 140
Retained earnings at 31 December 2010 215
Raw materials purchased 502
Advertising 30
Director’s remuneration 45
Sales 1,175
Share capital 700
Other reserves 180
Inventories at 31 December 2010 6
Salaries —factory staff 112
Salaries - administration 125
3,242 3,242

Notes:
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. Depreciation is to be charged on the following sagBuildings — on a straight line basis,
assuming a residual value of £100,000 on 31 Decefib. The book value of the
buildings on 31 December 2010 was £555,000.

Plant and Machinery — 20% of reducing balance.
. No dividend was paid in relation to the 2010 ac¢mgnyear. There was no change in
the issued share capital during 2011.
. The corporation tax charge has been estimated2a0@Q for the year. No tax was
payable in respect of the 2010 accounting year.
. Inventories at 31 December 2011 was £8,000.

5. In the statement of financial position at 31 Decenf?010, trade payables were

£131,000, trade receivables were £199,000, casarkt was £6,000 and loans were

£750,000.

(1) Prepare Perso PIc’s income statement for the yebrde31 December 2011.
(8 marks)

(i) Its statement of financial position as at that dateese should be in a form

suitable for publication insofar as this is possitobm the information provided.

(6 marks)

(i)  Prepare Perso plc’s cashflow statement for the geded 31 December 2011.
(6 marks)
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