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Question 1

(a)

Subscriptions account

	                                          £
	                                           £
	

	Subs in arrears b/d
180
	Subs in advance b/d
120
	1

	
	Receipts & Payments a/c
7,220
	½

	Income & Expenditure a/c
7,165
	
	

	Subs in advance c/d
150
	Subs in arrears c/d
155
	1

	
	
7,495
	
	
7,495
	

	Subs in arrears b/d
	
155
	Subs in advance b/d
	
150
	



Life membership fees account

	                                           £
	                                              £
	

	
	Balance b/d
540
	1

	
	Receipts & Payments a/c
300
	½

	Income & Expenditure a/c
90
	
	

	Balance c/d
750
	
	1

	
	
840
	
	
840
	

	
	
	Balance b/d
	
750
	



(5)

(b)
Felton Rugby Football Club

Bar trading and profit and loss account

Year to 30 April 2003

	
	      £
	
	     £
	

	
	
	
	
	

	Sales
	
	
	21,420
	

	Less: Cost of sales
	
	
	
	

	  Stock at 1 May 2002
	1,050
	
	
	

	  Purchases (17,572 – 1,511 + 1,872)
	17,933
	
	
	

	
	18,983
	
	
	

	  Stock at 30 April 2003
	1,210
	
	17,773
	

	Gross profit
	
	
	3,647
	2

	Less:
	
	
	
	

	  Bar wages
	5,248
	
	
	½

	  Bar glasses
	245
	
	
	½

	  50% of clubhouse repairs
	687
	
	
	½

	  50% of clubhouse depreciation
	500
	
	6,680
	½

	Net loss
	
	
	3,033
	

	
	
	
	
	



(4)

(c)

Felton Rugby Football Club

Income and expenditure account

Year to 30 April 2003

	
	
	   £
	      £
	  £
	

	Income
	
	
	
	
	

	Subscriptions
	
	
	
	7,165
	½

	Life membership fees
	
	
	90
	½

	Dinner dance:
	
	
	
	

	Sale of tickets
	
	
	1,300
	
	

	Less: Costs
	
	
	920
	380
	1

	Bank deposit interest
	
	
	
	65
	½

	
	
	
	
	7,700
	

	Expenditure
	
	
	
	
	

	Net loss on bar
	
	3,033
	
	½

	Groundman's wages
	
	
	1,560
	
	½

	50% of clubhouse repairs
	
	687
	
	½

	50% of clubhouse depreciation
	
	500
	
	½

	Postage and stationery
	
	193
	
	½

	Bank charges
	
	91
	
	½

	Subscription to Rugby Union
	
	120
	
	½

	Charitable donations
	
	1,000
	
	½

	New kit for second team
	
	345
	
	½

	Treasurer's honorarium
	
	250
	7,779
	½

	Excess of expenditure over income for the year
	79
	½



(8)

(d)

Felton Rugby Football Club

Balance sheet as at 30 April 2003

	
	
	  £
	£
	£
	

	Fixed assets
	
	
	
	
	

	Rugby pitch at cost
	
	
	
	20,000
	½

	
	
	
	
	
	

	Clubhouse at cost
	
	
	10,000
	
	

	Less: Depreciation to date
	
	8,000
	2,000
	1

	
	
	
	
	
	

	
	
	
	
	22,000
	

	Current assets
	
	
	
	
	

	Bar stock
	
	1,210
	
	

	Subscriptions in arrears
	
	155
	
	

	Bank deposit account
	
	
	4,200
	
	

	Bank current account
	
	
	733
	
	

	Cash in hand
	
	
	61
	
	

	
	
	
	6,359
	
	1

	Current liabilities
	
	
	
	
	

	Subscriptions received in advance
	150
	
	
	

	Creditors
	
	1,872
	2,022
	
	1

	Net current assets
	
	
	
	4,337
	

	
	
	
	
	26,337
	

	Long term liabilities
	
	
	
	
	

	Life membership fees
	
	
	750
	½

	
	
	
	
	25,587
	

	Accumulated fund
	
	
	
	
	

	As at 1 May 2002 (Working W1)
	
	25,446
	
	2

	Excess of expenditure over income for the year
	(79)
	
	½

	Transfer to changing room refurbishment fund
	(2,000)
	23,367
	½

	
	
	
	
	
	

	Changing room refurbishment fund
	
	
	

	Transfer from accumulated fund
	
	2,000
	
	½

	Donations received
	
	
	220
	2,220
	½

	
	
	
	
	
	

	
	
	
	
	25,587
	

	
	
	
	
	
	



(8)


(25)
Workings

	W1  Opening accumulated fund
	Assets
	Liabilities

	
	  £
	        £

	Rugby pitch
	20,000
	

	Clubhouse (10,000 less 70%)
	3,000
	

	Bar stock
	1,050
	

	Brewery creditor
	
	1,511

	Subscriptions in arrears
	180
	

	Subscriptions in advance
	
	120

	Cash and bank balances
	3,387
	

	Life membership fees (600 less 10%)
	
	540

	
	27,617
	2,171

	
	2,171
	

	
	25,446
	


Question 2

(a)


Insurances

	                                         £
	                                           £
	

	1/1/02
Prepayment b/d
2,390
	
	

	31/12/02
Bank
7,450
	
	

	
	31/12/02
P & L a/c
7,320
	

	
	
Prepayment c/d
2,520
	

	
	
9,840
	
	
9,840
	

	1/1/03
Prepayment b/d
2,520
	
	

	
	
	1



Telephone

	                                          £
	                                           £
	

	1/1/02
Prepayment b/d
250
	1/1/02
Accrual b/d
570
	

	31/12/02
Bank
3,320
	
	

	
	31/12/02
P & L a/c
3,530
	

	
Accrual c/d
830
	
Prepayment c/d
300
	

	
	
4,400
	
	
4,400
	

	1/1/03
Prepayment b/d
300
	1/1/03
Accrual b/d
830
	

	
	
	2



Rent receivable

	                                         £
	                                          £
	

	
	1/1/02
Prepayment b/d
800
	

	
	31/12/02
Bank
3,600
	

	
	
Accrual c/d
400
	

	31/12/02
P & L a/c
4,800
	
	

	
	
4,800
	
	
4,800
	

	1/1/03
Accrual b/d


	
400
	
	
	

	
	
	
	
	2



(5)

(b)

Journal

	
	Dr
	Cr
	

	
	£
	£
	

	1 January 2002
	
	
	

	Share premium account
	7,500
	
	½

	Share capital
	
	7,500
	½

	
	
	
	

	A bonus issue of 15,000 50p ordinary shares financed out of the share premium account.
	
	
	½

	
	Correct figure ½


	30 June 2002
	
	
	

	Bank
	15,750
	
	½

	Share capital
	
	11,250
	½

	Share premium account
	
	4,500
	½

	
	
	
	

	A rights issue of 22,500 50p ordinary shares at a premium of 20p per share.
	
	
	½

	
	Correct figures 1

	
	(5)


(c)


Bad debts

	                                         £
	                                           £
	

	31/12/02
Sundry debtors
1,050
	31/12/02
P & L a/c
1,050
	1

	
	
1,050
	
	
1,050
	



Bad debts recovered

	                                        £
	                                           £
	

	31/12/02
P & L a/c
2,080
	4/9/02
Debtor a/c
2,080
	1

	
	
2,080
	
	
2,080
	



Provision for doubtful debts

	                                             £
	                                           £
	

	
	1/1/02
Balance b/d
591
	½

	31/12/02
P & L a/c
64
	
	½

	
Balance c/d
527
	
	1

	
(2% x 26,350)
	
	

	
	
591
	
	
591
	

	
	1/1/03
Balance b/d
527
	



(4)

(d)


Office equipment at cost

	                                      £
	                                         £
	

	1/1/02
Balance b/d
52,400
	
	½

	1/11/02
Bank
10,000
	
	½

	
	31/10/02
Disposal
6,400
	½

	
	31/12/02
Balance c/d
56,000
	

	
	
62,400
	
	
62,400
	

	1/1/03
Balance b/d
	
56,000
	
	
	



Provision for depreciation of office equipment

	                                          £
	                                         £
	

	
	1/1/02
Balance b/d
28,115
	½

	31/10/02
Disposal
4,375
	
	1

	
	31/12/02
P & L a/c
8,065
	1

	31/12/02
Balance c/d
31,805
	
	

	
	
36,180
	
	
36,180
	

	
	
	1/1/03
Balance b/d
	
31,805
	



Disposal of office equipment

	                                          £
	                                           £
	

	31/10/02
Office equipment
6,400
	
	½

	
	31/10/02
Prov'n for dep'n
4,375
	½

	
	31/10/02
Bank
2,700
	½

	31/12/02
P & L a/c
675
	
	½

	
	
7,075
	
	
7,075
	



(6)

Notes:

(i)
The WDV of the equipment disposed of on 31/10/02 is 75% x 75% x 75% x 75% x £6,400 = £2,025, giving accumulated depreciation of £4,375.

(ii)
Accumulated depreciation before making the charge for the year to 31/12/02 is £28,115 - £4,375 = £23,740. Therefore the charge for the year to 31/12/02 is 25% x (£56,000 - £23,740) = £8,065.
(20)
Question 3

(a)
The two errors in the control account are:

(i)
the contras are shown on the wrong side of the account

(ii)
the debit side of the account is overcast by £10,000.

(2)

(b)

Sales ledger control account

	                                    £
	                                       £

	Balance b/f
3,159
	Sales returns (1,110 - 150)
960

	Sales (31,914 - 100 + 150)
31,964
	Cheques received
28,935

	
	Petty cash
37

	
	Discounts allowed
1,880

	
	Purchase ledger contras
702

	
	Balance c/f
2,609

	
	
35,123
	
	
35,123

	Balance b/d
	
2,609
	
	



Subtract 1 mark for each error. Maximum mark 7

	Reconciliation to list of ledger balances
	  Subtract
	     Add
	

	
	          £
	        £
	

	Total of original list
	
	2,987
	

	Sales return posted to wrong side of a/c
	286
	
	1

	Sale posted to wrong side of a/c
	
	300
	1

	Credit balance treated as debit balance
	400
	
	1

	Discount incorrectly posted
	
	45
	1

	Cash received
	37
	
	1

	
	723
	3,332
	

	
	
	723
	

	
	
	2,609
	



(12)

(c)
A credit balance might arise on a customer’s ledger account if (for example):
· the customer pays more than the amount owing on the account

· the customer pays the full amount outstanding and then receives credit for a return

· a sales invoice is omitted from the customer’s account

· money received from another customer is mistakenly credited to this customer’s account.


1 mark per valid point up to a maximum of (3)

(d)
The main purposes of preparing a sales ledger control account are:

· to test the accuracy of the sales ledger

· to reduce the amount of checking required if the trial balance totals do not agree (by making the sales ledger self-checking)

· to facilitate the rapid extraction of a figure for total debtors when required (eg when preparing interim accounts).
(3)



(20)

Question 4

(a)

	
	
	2001
	

	Current ratio
	110 ÷ 28
	3.9
	½

	Quick assets ratio
	71 ÷ 28
	2.5
	½

	Stock holding period
	39 ÷ 338 x 365
	42 days
	½

	Debtor collection period
	41 ÷ 470 x 365
	32 days
	½

	Creditor payment period
	28 ÷ 338 x 365
	30 days
	½


	
	
	2002
	

	Current ratio
	204 ÷ 152
	1.3
	½

	Quick assets ratio
	105 ÷ 152
	0.7
	½

	Stock holding period
	99 ÷ 475 x 365
	76 days
	½

	Debtor collection period
	105 ÷ 660 x 365
	58 days
	½

	Creditor payment period
	89 ÷ 475 x 365
	68 days
	½


Notes:

(i)
In the absence of opening figures for 2001, it is not possible to calculate averages for stocks, debtors and creditors. Therefore the year-end figures have been used when computing the above ratios.
1
(ii)
For the same reason, it is not possible to calculate a purchases figure for each year, so the cost of sales figure has been used when computing the creditor payment period.
1

(7)
(b)


Forest Trading Ltd

Cash flow statement for the year to 31 December 2002

	
	
	£000
	

	Reconciliation of operating profit to cash flow from operating activities
	
	
	

	Operating profit
	
	80
	1

	Depreciation charge
	
	30
	1

	Increase in stocks (99 – 39)
	
	(60)
	1

	Increase in trade debtors (105 – 41)
	
	(64)
	1

	Increase in trade creditors (89 – 28)
	
	61
	1

	Net cash inflow from operating activities
	
	47
	

	
	
	
	

	Cash flow statement
	
	
	

	Net cash inflow from operating activities
	
	47
	

	Interest paid
	
	(10)
	1

	Purchase of tangible fixed assets (290 - 190 + 30)
	
	(130)
	1

	Decrease in cash during the year (30 + 63)
	
	(93)
	




(7)

(c)
The main points to be made are as follows:

(i)
The accounting ratios indicate that there is indeed a liquidity problem (worsening current ratio and low quick assets ratio).  The ratios suggest that this is caused at least partly by holding larger stocks and giving longer credit to customers.  The problem has been alleviated to some extent by taking longer credit from suppliers, though this may antagonise suppliers and eventually result in a refusal to grant further credit.
3
(ii)
The cash flow statement sheds further light on the situation.  The factors relating to stock, debtors and creditors are confirmed by this statement but it is apparent that (despite these factors) the company has still managed to achieve a cash surplus on its operating activities. The main culprit is now seen to be the large investment in fixed assets. If this investment is expected to lead to increased sales in the future (and increased cash inflows) the present cash shortage may be short-lived rather than structural.
3


(6)



(20)

Question 5

(a) FRS15 allows companies to revalue tangible fixed assets rather than showing the assets at historical cost.  However, if such a policy is adopted it must be applied consistently to all assets of the same class and the valuations must be kept up-to-date.
2
This is generally achieved by a five-yearly full valuation by a qualified external valuer, with an interim valuation in year 3 (and further interim valuations in the other intervening years if it is likely that there has been a material change in value).  The interim valuations may be performed by a qualified internal or external valuer.
2
If an asset is revalued, the revalued amount should be depreciated over the remainder of the asset's useful life.
1
It has been suggested that companies which were showing fixed assets at a valuation prior to FRS15 may now revert to showing fixed assets at historical cost.  This would lead to fixed assets being shown on company balance sheets at increasingly outdated values.  Companies may take such action in order to avoid the cost of independent professional valuations.  Additionally, it should be noted that accounting ratios such as ROCE are adversely affected by revaluations.
1


(6)

(b)
SSAP13 classifies R & D expenditure into three types. These are:
(i)
Pure research.  This is experimental or theoretical work undertaken to acquire new scientific or technical knowledge and not directed towards any specific application.
1

(ii)
Applied research.  This is work undertaken to gain new scientific or technical knowledge, directed towards a specific practical aim.
1

(iii)
Development.  This is the use of existing scientific/technical knowledge to produce new or substantially improved products or services.
1
The standard requires that expenditure on pure or applied research should be written off immediately.  As regards development expenditure, companies may choose between writing off the expenditure immediately or (subject to certain conditions) capitalising the expenditure and writing it off over its useful life.  The same accounting policy must be applied to all development expenditure.  The conditions which must be satisfied before development expenditure may be capitalised (or "deferred") are as follows:
2

(i)
There is a clearly defined development project.
½
(ii)
The expenditure concerned is separately identifiable. 
½

(iii)
There is reasonable certainty that the project is technically feasible and commercially viable. 
½

(iv)
Adequate resources are available to complete the project (or there is a reasonable expectation that such resources will become available). 
½

(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. 
½
All deferred development expenditure must be reviewed each year to ensure that the above conditions are still satisfied and should be written off immediately if this is not the case. 
½
SSAP13 requires companies to state their accounting policy with regard to development expenditure and to disclose movements on the deferred development expenditure account during the year. 
1


(9)


(15)

Question 6

(a)
The key qualitative characteristics which should be possessed by financial information are identified in the Statement as:

(i)
materiality
1

(ii)
relevance: 
1

-
predictive or confirmatory
½
(iii)
reliability: 
1
-
faithful representation
½
-
neutrality
½

-
freedom from material error
½

-
completeness
½

-
exercise of prudence
½
(iv)
comparability: 
1
-
consistency
½

-
disclosure
½
(v)
understandability: 
1
-
aggregation and classification
½

-
capabilities of users. 
½


(10)

(b) There are doubts about both the relevance and the reliability of a conventional balance sheet. Most of these doubts are concerned with fixed assets.

The fixed assets section of a conventional balance sheet is a list of unexpired costs.  The amount shown for each fixed asset is the historical cost of the economic benefits which the asset still has to offer.  This information is not terribly reliable since it depends upon estimates of the useful life and residual value of each asset. Nor is it necessarily relevant to the needs of users, many of whom might prefer a list of asset market values.  Furthermore, some items which might be regarded as important assets (e.g. the reputation of the business) are often omitted from the balance sheet altogether on the grounds that such assets are difficult to measure in monetary terms.



Other valid points will gain marks, up to a maximum of 5


(15)
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