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Question 1

(a)

Subscriptions account

	
£
	
£
	

	
	Balance b/d
190
	½

	
	Bank
4,270
	½

	Income & Expenditure a/c
4,240
	
	

	Balance c/d
220
	
	½

	
	
4,460
	
	
4,460
	

	
	
	Balance b/d
	
220
	



Life membership fees account (Working W1)

	
£
	
£
	

	
	Balance b/d
360
	1

	
	Bank
500
	½

	Income & Expenditure a/c
300
	
	

	Balance c/d
560
	
	1

	
	
860
	
	
860
	

	
	
	Balance b/d
	
560
	



(4)

(b)

Cardale Lawn Tennis Club

Clothing and equipment trading account

Year to 30 September 2001

	
	
	£
	£
	

	
	
	
	
	

	Sales (5,117 – 294 + 486)
	
	
	5,309
	1

	Less: Cost of sales
	
	
	
	

	  Stock at 1 October 2000
	
	725
	
	

	  Purchases (4,822 – 162 + 417)
	
	5,077
	
	1

	
	
	5,802
	
	

	  Stock at 30 September 2001
	
	319
	5,483
	

	Gross loss
	
	
	174
	1



(3)

(c)

Cardale Lawn Tennis Club

Income and expenditure account

Year to 30 September 2001

	
	
	   £
	      £
	  £
	

	Income
	
	
	
	
	

	Subscriptions
	
	
	
	4,240
	½

	Life membership fees
	
	
	300
	½

	Donations
	
	
	
	384
	

	Annual dinner:
	
	
	
	

	Sale of tickets
	
	
	740
	
	

	Less: Costs
	
	
	493
	247
	½

	Annual raffle:
	
	
	
	
	

	Sale of tickets
	
	473
	
	

	Less: Cost of prizes
	
	300
	173
	½

	Bank interest received
	
	
	
	96
	

	
	
	
	
	5,440
	

	Expenditure
	
	
	
	
	

	Loss on sale of clothing and equipment
	
	174
	
	½

	Charitable donations
	
	
	500
	
	

	Wimbledon trip:
	
	
	
	
	

	Expenses
	
	595
	
	
	

	Less: Sale of tickets
	
	530
	65
	
	½

	Heat, light and power (509 – 35 + 40)
	
	514
	
	1

	Insurance (130 + 60 – 65)
	
	125
	
	1

	Repairs to pavilion
	
	1,314
	
	

	Postage and stationery
	
	788
	
	

	Affiliation fee to Lawn Tennis Association
	
	100
	
	

	Bank charges
	
	59
	
	

	Loss on sale of motor mower (84 – 50)
	
	34
	
	1

	Depreciation of motor mower (20% x 520)
	
	104
	
	1

	Depreciation of pavilion (4% x 2,500)
	
	100
	3,877
	1

	Excess of income over expenditure for the year
	
	1,563
	



(8)

(d)

Cardale Lawn Tennis Club

Balance sheet as at 30 September 2001

	
	
	  £
	       £
	       £
	

	Fixed assets
	
	
	
	
	

	Land at cost
	
	
	
	3,000
	½

	
	
	
	
	
	

	Pavilion at cost
	
	
	2,500
	
	

	Less: Depreciation to date
	
	2,100
	400
	1

	
	
	
	
	
	

	Motor mower at cost
	
	
	520
	
	

	Less: Depreciation to date
	
	104
	416
	½

	
	
	
	
	3,816
	

	Current assets
	
	
	
	
	

	Stock of clothing and equipment
	
	319
	
	

	Debtors
	
	486
	
	

	Prepayments
	
	
	65
	
	

	Cash at bank
	
	
	4,252
	
	

	Cash in hand
	
	
	39
	
	

	
	
	
	5,161
	
	1

	Current liabilities
	
	
	
	
	

	Subscriptions received in advance
	220
	
	
	

	Creditors
	
	417
	
	
	

	Accruals
	
	40
	677
	
	1

	Net current assets
	
	
	
	4,484
	

	
	
	
	
	8,300
	

	Long term liabilities
	
	
	
	
	

	Life membership fees (of which £180 relates to the year to 30 September 2002)
	
	
	560
	1

	
	
	
	
	7,740
	

	Accumulated fund
	
	
	
	
	

	As at 1 October 2000 (Working W2)
	
	6,177
	
	2

	Excess of income over expenditure for the year
	1,563
	7,740
	1

	
	
	
	
	7,740
	

	
	
	
	
	
	(8)


(e)
The club could indicate that part of its net assets are intended to be used for replacing the pavilion by making an annual transfer from the members’ accumulated fund to a special “pavilion replacement fund”.  Alternatively (or additionally) certain sources of income (eg donations, bank interest) could be credited directly to this special fund rather than passing through the income and expenditure account.

The special fund would be shown on the balance sheet (probably just beneath the accumulated fund) and would indicate to members over the next few years that the net assets of the club are growing with a specific objective in mind.  This fund may also represented by a specific bank account in the current assets section of the balance sheet.
2


(25)

Workings

	W1  Life membership fees

	Joined
	Paid
	Allocated to years
	Balance remaining 30/9/00
	I & E y/e 30/9/01
	Balance remaining 30/9/01

	
	£
	
	           £
	             £
	            £

	1994
	400
	1994-1998
	0
	0
	0

	1995
	200
	1995-1999
	0
	0
	0

	1997
	600
	1997-2001
	120
	120
	0

	1999
	400
	1999-2003
	240
	80
	160

	2001
	500
	2001-2005
	0
	100
	400

	
	
	
	360
	300
	560


	W2  Opening accumulated fund
	Assets
	Liabilities

	
	        £
	            £

	Cash and bank
	2,261
	

	Land
	3,000
	

	Pavilion (2,500 less 80%)
	500
	

	Mower (420 less 80%)
	84
	

	Subscriptions in advance
	
	190

	Life membership fees (W1)
	
	360

	Debtors
	294
	

	Stock
	725
	

	Creditors
	
	162

	Accruals
	
	35

	Prepayments
	60
	

	
	6,924
	747

	
	747
	

	
	6,177
	


Question 2

(a) and (b)


Freehold premises

	
£
	
£
	

	1/4/01
Balance b/d
45,000
	
	



Equipment

	
£
	
£
	

	1/4/01
Balance b/d
13,190
	30/4/01
Balance c/d
13,740
	

	21/4/01
Bank
550
	
	

	
	
13,740
	
	
13,740
	



Provision for depreciation of equipment

	
£
	
£
	

	
	1/4/01
Balance b/d
7,350
	



Stock

	
£
	
£
	

	1/4/01
Balance b/d
6,434
	
	



Sales ledger control

	
£
	
£
	

	1/4/01
Balance b/d
7,177
	30/4/01
Discounts allowed
215
	

	30/4/01
Sales
7,629
	30/4/01
Bank
5,887
	

	
	30/4/01
Sales returns
171
	

	
	30/4/01
Contras
420
	

	
	30/4/01
Balance c/d
8,113
	

	
	
14,806
	
	
14,806
	



Provision for doubtful debts

	
£
	
£
	

	
	1/4/01
Balance b/d
251
	



Insurances

	
£
	
£
	

	1/4/01
Balance b/d
235
	
	



Purchase ledger control

	
£
	
£
	

	30/4/01
Discounts rec’d
229
	1/4/01
Balance b/d
11,223
	

	30/4/01
Bank
8,271
	30/4/01
Purchases
5,228
	

	30/4/01
Purchase returns
33
	
	

	30/4/01
Contras
420
	
	

	30/4/01
Balance c/d
7,498
	
	

	
	
16,451
	
	
16,451
	



Rent receivable

	
£
	
£
	

	30/4/01
Balance c/d
500
	1/4/01
Balance b/d
250
	

	
	24/4/01
Bank
250
	

	
	
500
	
	
500
	



Telephone

	
£
	
£
	

	27/4/01
Bank
219
	1/4/01
Balance b/d
190
	

	
	30/4/01
Balance c/d
29
	

	
	
219
	
	
219
	



Electricity

	
£
	
£
	

	28/4/01
Bank
283
	1/4/01
Balance b/d
230
	

	
	30/4/01
Balance c/d
53
	

	
	
283
	
	
283
	



Loan from father

	
£
	
£
	

	
	1/4/01
Balance b/d
10,000
	



Capital

	
£
	
£
	

	20/4/01
Bank
1,000
	1/4/01
Balance b/d
34,209
	

	30/4/01
Own consumption
320
	
	

	30/4/01
Balance c/d
32,889
	
	

	
	
34,209
	
	
34,209
	



(or via a separate account for drawings)


Discounts allowed

	
£
	
£
	

	30/4/01
SL control
215
	
	



Discounts received

	
£
	
£
	

	
	30/4/01
PL control
229
	



Sales

	
£
	
£
	

	30/4/01
Balance c/d
10,509
	7/4/01
Bank
731
	

	
	14/4/01
Bank
659
	

	
	21/4/01
Bank
688
	

	
	28/4/01
Bank
802
	

	
	30/4/01
SL control
7,629
	

	
	
10,509
	
	
10,509
	



Sales returns

	
£
	
£
	

	30/4/01
SL control
171
	
	



Purchases

	
£
	
£
	

	30/4/01
PL control
5,228
	
	


            Purchase returns

	
£
	
£
	

	
	30/4/01
PL control
33
	



Motor expenses

	
£
	
£
	

	3/4/01
Bank
274
	30/4/01
Balance c/d
364
	

	12/4/01
Bank
43
	
	

	27/4/01
Bank
47
	
	

	
	
364
	
	
364
	



Stationery

	
£
	
£
	

	4/4/01
Bank
115
	
	



Own consumption

	
£
	
£
	

	
	30/4/01
Capital
320
	


(or credit to the purchases account)


Part (a), deduct ½ mark for each mistake up to a maximum of
4


Part (b), deduct ¼ mark for each mistake up to a maximum of
10

(c)

	Trial balance at 30 April 2001

	
	
	

	
	£
	£

	Bank
	
	10,118

	Freehold premises
	45,000
	

	Equipment
	13,740
	

	Provision for dep’n of equip’t at 1 April 2001
	
	7,350

	Stock at 1 April 2001
	6,434
	

	Trade debtors
	8,113
	

	Provision for doubtful debts at 1 April 2001
	
	251

	Insurances
	235
	

	Trade creditors
	
	7,498

	Rent receivable
	
	500

	Telephone
	29
	

	Electricity
	53
	

	Loan from father
	
	10,000

	Capital
	
	32,889

	Discounts allowed
	215
	

	Discounts received
	
	229

	Sales
	
	10,509

	Sales returns
	171
	

	Purchases
	5,228
	

	Purchase returns
	
	33

	Motor expenses
	364
	

	Stationery
	115
	

	Own consumption
	
	320

	
	79,697
	79,697



Deduct ½ mark for each mistake up to a maximum of
4

(d)
The purpose of the daybooks is to provide a place in which transactions of a similar type can be listed and totalled.  The daybooks are not part of the double-entry system but they provide a convenient means of recording and accumulating transactions prior to the necessary double-entry work.

For example, credit sales are listed in the sales daybook as they occur.  Then (whenever convenient) each sale is posted to the debit of the appropriate customer's account in the sales ledger and the sales total is credited to the sales account in the nominal ledger.

This arrangement cuts down the number of entries which need to be made in the nominal ledger and allows debit and credit entries to be made at different times by different members of staff.
2

(20)
Question 3

(a)
The cost of a stock item comprises all of the expenditure incurred in order to bring the item to its present location and condition. This includes:

-
the cost of buying or manufacturing the stock item
½ 

-
any associated carriage inwards and any further costs incurred in moving the stock item to its current location
1

-
the cost of any work done on the stock item since it was acquired.
1

The net realisable value of a stock item consists of:

-
the estimated selling price of the item, less
½ 

-
any further costs which must be incurred in relation to the item before it is sold, less
1

-
any expected selling expenses.
1


(5)

(b)

	
	Cost
	Net realisable value (NRV)
	Lower of cost and NRV
	

	
	£
	£
	£
	

	Vehicle A
	8,850
	(98% x 10,000) – 200 = 9,600
	8,850
	1

	Vehicle B
	12,145
	(98% x 12,500) – 200 = 12,050
	12,050
	1

	Vehicle C
	8,475
	(98% x 9,500) – 400 = 8,910
	8,475
	1

	Vehicle D
	12,930
	(98% x 14,500) – 600 = 13,610
	12,930
	1

	Vehicle E
	9,700
	(98% x 10,000) – 200 = 9,600
	9,600
	1

	
	
	
	51,905
	



(5)

(c)
The policy of valuing stocks at the lower of cost and net realisable value (NRV) complies with the prudence convention but conflicts with the historical cost convention, which requires stock to be valued at cost, regardless of NRV.  It might also be said that the policy conflicts with the consistency convention, since some stocks might be valued at cost whilst others are valued at NRV.  An alternative view is that the policy of always valuing stock at the lower of cost and NRV is in itself consistent.
4

(d)


Bad debts

	
£
	
£
	

	31/7/01
Debtors
5,470
	
	

	31/7/01
Debtors
900
	
	

	
	31/7/01
Profit and loss a/c
6,370
	1

	
	
6,370
	
	
6,370
	



Bad debts recovered

	
£
	
£
	

	
	31/7/01
Debtors
360
	

	31/7/01
Profit and loss a/c
360
	
	1

	
	
360
	
	
360
	



Provision for doubtful debts

	
£
	
£
	

	
	1/8/00
Balance b/d
2,340
	½

	31/7/01
Profit and loss a/c
530
	
	1

	31/7/01
Balance c/d
1,810
	
	½

	
	
2,340
	
	
2,340
	

	
	
	1/8/01
Balance b/d

	
1,810
	



Profit and loss account (extract)


year to 31 July 2001

	
	
£
	

	Bad debts written off
	                                           6,370
	

	Bad debts recovered
	                                              (360)
	

	Reduction in doubtful debts provision
	                                              (530)
	



1


Balance sheet (extract)


as at 31 July 2001

	
	
£
	

	Trade debtors
	     40,900
	
	

	Less: Provision for doubtful debts
	1,810
	
39,090
	



1


(6)


(20)

Question 4

(a)

	
	
	Company A
	

	ROCE
	720 ÷ 2,840 x 100
	25.4%
	½

	GPP
	1,150 ÷ 3,200 x 100
	35.9%
	½ 

	NPP
	460 ÷ 3,200 x 100
	14.4%
	½ 

	Current ratio
	1,090 ÷ 950
	1.1
	½ 

	Quick assets ratio
	670 ÷ 950
	0.7
	½ 

	Stock holding period
	405 ÷ 2,050 x 365
	72 days
	½ 

	Debtor collection period
	670 ÷ 3,200 x 365
	76 days
	½ 

	Creditor payment period
	510 ÷ 2,080 x 365
	89 days
	½ 

	Gearing ratio
	1,400 ÷ 2,840 x 100
	49.3%
	½ 


	
	
	Company B
	

	ROCE
	750 ÷ 2,410 x 100
	31.1%
	½

	GPP
	1,050 ÷ 2,900 x 100
	36.2%
	½

	NPP
	590 ÷ 2,900 x 100
	20.3%
	½

	Current ratio
	790 ÷ 580
	1.4
	½

	Quick assets ratio
	530 ÷ 580
	0.9
	½

	Stock holding period
	265 ÷ 1,850 x 365
	52 days
	½

	Debtor collection period
	340 ÷ 2,900 x 365
	43 days
	½

	Creditor payment period
	230 ÷ 1,840 x 365
	46 days
	½

	Gearing ratio
	100 ÷ 2,410 x 100
	4.1%
	½



(9)
(b)
The main points to be made in the report to the directors of Coniston Ltd are as follows:


Profitability

Company B is achieving a significantly better return on the capital invested in the company than is Company A.  Both companies have a very similar gross profit percentage but Company B has a much better net profit percentage, indicating that Company B has tighter control over its expenses.
2


Efficiency (Management of working capital)

On average, Company A holds a stock item for 72 days before selling it and then waits another 76 days before the customer pays (148 days in total). Company B is more efficient in both of these areas, with only 95 days elapsing between buying a stock item and receiving the corresponding sales income.  It seems that Company A is more likely to experience cash flow problems than Company B (see liquidity below) and this may account for the fact that Company A’s creditor payment period is nearly twice that of Company B.  It may be that some of Company A’s creditors will refuse to allow further credit if the company is unable to pay more promptly.

On the other hand, Company A’s relatively long stock holding and debtor collection periods may be the result of a deliberate policy of holding larger stocks and offering longer credit so as to improve customer service.  If so, we may benefit from becoming a customer of Company A (so long as the company is basically sound).
2

Liquidity

Company A’s liquidity is considerably worse than Company B’s, as measured by both the current ratio and the quick assets ratio. Furthermore, Company A has no cash at all and is considerably in debt, whilst Company B has good cash resources and little debt.
2

Capital gearing

Company A is quite highly geared and is therefore more at risk from a downturn in profits than Company B (which is very low geared).  If profits decline, Company A may find it difficult to service or repay its debts and may also experience difficulty in obtaining further loans.
1

Summary

Company B is profitable and efficient. It seems to have no liquidity problems and is not in serious debt.  By comparison, Company A is less profitable, less efficient, short of cash and considerably in debt.  On the basis of this ratio analysis, it would seem that Company B is much more stable than Company A and should probably be chosen in preference to Company A as a source of supply.
1
However, further information should be obtained before a final decision is made. Useful information would include:

· financial statements for both companies for the last few years, so that any important trends could be detected

· yearly average figures for balance sheet items (since year-end figures might not be typical of the year as a whole)

· industry-average ratios against which to compare the financial performance and position of Company A and Company B

· projections of future performance by the two companies.
2


Report presentation 1



(11)



(20)

Question 5

(a)
Tangible fixed assets (FRS15)

FRS15 requires that the estimated useful life and residual value of a tangible fixed asset should be reviewed at the end of each accounting period.  If expectations are significantly different from previous estimates, the change should be accounted for over the remainder of the asset’s useful life.

Depreciation of £10,000 would have been charged in each of the years to 31 August 1999 and 2000, giving a written-down value of £80,000 on 1 September 2000.  This amount (less the revised residual value of £8,000) must now be written off over the next four years, giving an annual depreciation charge of £18,000.  Therefore the profit and loss account for the year to 31 August 2001 should show depreciation of £18,000.

If the change from £10,000 per annum to £18,000 is regarded as material, the effect of the change should be disclosed in the notes to the accounts.
3

Accounting for research and development (SSAP13)

SSAP13 requires that expenditure on pure or applied research should be written off immediately.  Therefore the expenditure of £370,000 must be shown as an expense in the company’s profit and loss account for the year to 31 August 2001.

However, subject to certain conditions, development expenditure may be capitalised and then amortised over its useful life.  These conditions are:

(i)
There is a clearly defined development project.

(ii) The expenditure concerned is separately identifiable.

(iii) There is reasonable certainty that the project is technically feasible and commercially viable.

(iv) Adequate resources are available to complete the project (or there is a reasonable expectation that such resources will become available).

(v) There is a reasonable expectation that future revenues from the project will be sufficient to cover the total development costs to date, plus any further development costs, plus the costs of production, selling and administration.

If these conditions are satisfied (and if it is the company’s policy to capitalise development expenditure whenever possible) the expenditure of £260,000 may be treated as the cost of an intangible fixed asset, shown on the balance sheet as such and then written off over the expected useful life of the new range of cosmetics.
5

Reporting financial performance (FRS3)

FRS3 requires an analysis (on the face of the profit and loss account) of turnover and operating profit between:

· continuing operations

· acquisitions (ie new operations)

· discontinued operations.

The company should give such an analysis in its profit and loss account for the year to 31 August 2001.

FRS3 also requires that the costs of a fundamental restructuring or reorganisation (if material) should be shown separately in the profit and loss account.  Therefore the company should disclose the expenditure of £3 million as a separate line in the profit and loss account (after operating profit but before interest).
3


(11)

(b)
The main purpose of accounting standards is to introduce some uniformity into financial accounting.  Some of the standards prescribe a standard accounting treatment of certain items, so ensuring that all companies deal with these items in the same way.  Other standards allow companies a choice of accounting treatments but require disclosure of the treatment adopted.

The existence of compulsory accounting standards makes it more likely that the financial statements of companies will show a true and fair view and aids the comparability of financial statements.
2

UK standards are set by the Accounting Standards Board (ASB).  When a new standard is being considered, the ASB may circulate a Discussion Draft (DD) to interested parties and invite comment on the matter concerned.  A draft standard known as a Financial Reporting Exposure Draft (FRED) may then be published and further comment invited before the final Financial Reporting Standard (FRS) is issued.
2


(4)


(15)

Question 6

(a)
The generally accepted accounting conventions work in such a way that it is most unlikely that the net profit of a business for an accounting period will be equal to (or in any way related to) the change in its bank balance for that period.  Some of the relevant factors are as follows:

Sales.  The sales figure shown in a trading account includes all of the sales of goods or services achieved in the accounting period, regardless of when (or whether) payment takes place (the realisation convention).  If trade debtors increase, the sales figure reported in the trading account will exceed the amount of money received from customers during the period.  The effect is reversed if trade debtors decrease.

Purchases. Similarly, the purchases figure in the trading account shows all of the purchases for the period, regardless of when payment takes place.  Therefore an increase (or decrease) in trade creditors will cause the purchases figure to be greater than (or less than) the amount of money paid to suppliers during the period.

Stocks.  The matching convention requires the sales for a period to be matched against the cost of goods sold, not the cost of goods bought.  This means that opening and closing stocks must be accounted for.  An increase (or decrease) in the stock level will serve to increase (or decrease) profits without affecting the bank balance.

Accruals and prepayments.  The matching convention also requires that accruals and prepayments are taken into account when determining the expenses figures shown in the profit and loss account.  Accruals and prepayments have no effect on the bank balance.

Fixed assets.  The cost of a fixed asset reduces the business bank balance by the full amount of that cost in the period in which the asset is acquired.  However, the cost of the asset is usually spread over a number of profit and loss accounts in the form of annual depreciation charges (matching convention).

Loans.  If a business borrows money or repays a loan, this has an immediate impact on the bank balance without causing an equivalent change in profit.

Drawings and capital injections.  If the owner of a business draws out money for his/her private use or introduces fresh capital into the business, this directly affects the business bank account but has no effect at all on profit (business entity convention).

For each factor (up to a total of six factors) ½ mark for identifying the factor and 1 mark for explanation 
9

(b) Accounting standard FRS1 requires that companies (other than small companies) should prepare an annual cash flow statement.  This statement clearly shows the sources and uses of cash during the accounting period and provides a useful reconciliation between profit for the period and the increase/decrease in cash.  Although FRS1 is aimed primarily at companies, a cash flow statement could in fact be prepared for any form of business.  For a sole trader, the main headings found in a cash flow statement might be as follows:
2
Operating activities.  The cash inflow or outflow from operating activities (reconciled to net profit by adjusting for depreciation charges, profits/losses on disposal of fixed assets and changes in debtors, creditors, stocks, accruals and prepayments).
1

Capital expenditure.  Expenditure on new fixed assets and receipts from disposing of old fixed assets.
1
Financing.  Capital introduced or drawn out by the owner of the business and the amount of any borrowings or loan repayments.
1

Increase or decrease in cash.  The “bottom line” of the cash flow statement, showing the amount by which the cash and bank balances of the business have increased or decreased during the accounting period.
1


(6)


(15)
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