	[image: image1.jpg]% gk
s# All Rights Reserved

| Srak .
k hows. 9%




[image: image2.jpg]sssssssssssss



[image: image3.jpg]




BEACON COLLEGE

Mock Exam

PRINCIPLES OF ACCOUNTS  A-LEVEL  Paper 1

8.30 am – 11.30 am (3 hours)
This paper must be answered in English.

Instructions:
1.

Answer FOUR questions in this paper: TWO compulsory questions in Section A (60%), and any TWO of the three questions in Section B (40%).

2.

Write your answers for Section A in the AL(C) answer book provided, and those for Section B in the AL(E) answer book provided. The two answer books will be collected separately.

3.

Show your workings.
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SECTION A

Answer ALL questions in this section. Each question carries 30 marks. Write all your answers in the AL(C) answer book provided.

1. Dennis Ltd acquired 60 million of Yuki Ltd’s ordinary shares on 1 April 2008 for $310 million. As from the data of acquisition, there was no change of the share capital of Yuki Ltd. The summarized statement of financial position of the two companies at 31 March 2009 are shown below:
	
	Dennis Ltd
	
	Yuki Ltd

	
	$

million
	
	$

million
	
	$
million
	
	$

million

	Property, plant and equipment [note (i)]
Investment in Yuki Ltd [note (ii)]
Other investment

Development cost [note (iv)]
	
	420

370

30

--
	
	
	
	320

--

25
40

	
	
	
	820
	
	
	
	385

	Current assets

Less: Current liabilities
	123

68
	
	
	
	91
86
	
	

	Net current assets
	
	
	55
	
	
	
	5

	Less: Non-current liabilities

10% Loan from Dennis Ltd
	
	
	875

--
	
	
	
	390

60

	
	
	
	875
	
	
	
	330

	Equity:

Ordinary shares of $1 each

Reserves

Share premium

Revaluation reserve

Retained profit
· 1 April 2008
· year to 31 March 2009
	120

45

160

190
	
	360

515
	
	42
--

134

74
	
	80

250

	
	
	
	875
	
	
	330


Additional information:

(i) Dennis Ltd has adopted the policy of revaluing land to fair value. At the date of acquisition, Yuki Ltd’s land had a fair value of $20 million higher than its carrying value. However, the fair value had not been reflected in Yuki Ltd’s book. At 31 March 2009, the value of the land had increased by a further $4 million.
(ii) Included in the balance of Investments in Yuki Ltd was a loan of $60 million made to Yuki Ltd at the date of acquisition. Interest is payable annually in arrears. Yuki Ltd had paid the interest due for the year on 31 March 2009, but Dennis Ltd did not receive the amount until after the year end. Dennis Ltd had not accounted for the interest from Yuki Ltd.
(iii) Since the acquisition date, there is no impairment loss for goodwill. However, an impairment test at 31 March 2009 on the acquired goodwill concluded that it should be written down by $20 million. No other assets were impaired.
(iv) During the year, Yuki Ltd started and completed a development project at a cost of $60 million. $20 million of this had been amortized by 31 March 2009. However, Dennis Ltd’s auditors are of the opinion that Yuki Ltd’s development cost does not meet the recognition criteria.
(v) Yuki Ltd had established a line of products under the brand name of B-4 which is well-know to the general public. At the date of acquisition, Dennis Ltd’s auditors agreed to recognize its value at $40 million with an estimated life of 10 years. However, the value of brand name had not been reflected in Yuki Ltd’s balance sheet.
(vi) During the year, Yuki Ltd sold a motor car to Dennis Ltd for $12 million. At the time of sale, the motor car had a cost of $30 million with accumulated depreciation of $12 million. Both entities depreciate its motor cars at 20% on cost. It is the group’s policy to provide a full year’s depreciation in the year of purchase but none in the year of disposal.
(vii) Yuki Ltd sold goods to Dennis Ltd during the year at a profit of $6 million, one third of these goods were still in the inventory of Dennis Ltd at 31 March 2009.
(viii) The group adopts the following policies:
(1) No depreciation is charged on land.
(2) Brand name is to be written off over its estimated useful life on a straight line basis.
REQUIRED:

(a) Explain to the directors of Dennis Ltd the recognition criteria that are not met by Yuki Ltd’s development cost as suggested by Dennis Ltd’s auditors.




   (4 marks)
(b) Explain why consolidated financial statements are useful to users of the financial statements. 
(2 marks)
(c) Calculate the amount of goodwill on acquisition.  





   (3 marks)
(d) Prepare a consolidated retained profit account showing clearly the balance as at 31 March 2009.
(9 marks)
(e) Prepare a consolidated statement of financial position as at 31 March 2009 for the Dennis Ltd Group.   












  (12 marks)
2. Chris was unable to balance the trial balance as at 31 March 2000. Besides, he found the totals of the balances of individual debtors and creditors failed to agree with the balances of the control accounts. The figure for bank in the trial balance was the balance taken from the firm’s bank statement on 31 March 2000. Besides, the following was extracted from his trial balance:


Suspense




    ?



Sales ledger control


$128,930



Purchases ledger control

$146,500



Bank overdraft



$8,500

Moreover, he had prepared a draft profit and loss account and showed a net profit of $126,000. The following errors were discovered:

(i) A sum of $26,400 had been deposited in the bank on 31 March 2000 but had not yet been credited by the bank on the same date. Furthermore, cheques for $2,500 sent to suppliers in January 2000 had not been paid by the bank.
(ii) The cash book included a cheque for $4,800 which was received from a customer in March 2000. The cheques were dated 10 April 2000 and were still held by the cashier on 31 March 2000.
(iii) It was found that a direct debit of $450 shown on the bank statement was made in error by the bank.
(iv) Two cheques for $4,900 and $5,300 had been deposited and properly recorded on 28 March 2000. On 29 March 2000, these two cheques were dishonored. No entries were made in the cash book. On 31 March 2000, it was learnt that the drawer of $5,300 had been declared bankrupt and the debt was irrecoverable.
(v) The debit balance in our bank account at 31 December 1999 totaling $59,000 was incorrectly brought down as $50,000.
(vi) A payment of $4,000 for an engine that was added to a motor vehicle to increase its speed was posted to the motor expenses account while another payment for motor expenses of $4,200 was recorded in the cash book only.
(vii) Free samples costing $540 sent to David were recorded as credit sales to him. Moreover, an invoice of $988 had been correctly entered in the sales day book but had been posted to the individual debtor’s account as $889.
(viii) A month’s total of $5,596 in the sales day book had been posted to the control account as $5,569, although the amount was posted correctly to the sales account.
(ix) Goods of $1,300 purchased from a supplier had been incorrectly posted to another suppliers’ account in the purchases ledger.
(x) Sales return of $400 in the returns day book was properly included in the monthly total but this had not been posted to the individual account.
(xi) A balance of $2,100 owed by Mary, a customer, was written off from her account as irrecoverable on 31 March 2000 and debited to the bad debts account, but no entry had been made in the control account.
(xii) Purchases return of $2,300 in the returns day book had been recorded in the individual creditor’s account but this return was omitted when casting for the monthly total.
(xiii) Potter had a credit balance of $21,000 in the purchases ledger and a debit balance of $12,000 in the sales ledger. We agreed to set off his accounts. However, his account in the sales ledger was then debited with $21,000 while his account in the purchases ledger was credited with the same amount. No entries were made in the control accounts.
(xiv) A cheque payment of $120 to a supplier recorded in the cash book was completely omitted in both individual account and the control account.
(xv) Discounts of $2,500 received on repaying suppliers had been incorrectly debited to the discounts allowed account but properly recorded in the relevant control account and the individual supplier account.
(xvi) The closing stocks at 31 March 2000 were overcast by $5,100.
REQUIRED:

(a) Prepare the control accounts showing the necessary corrections. 
  


   (6 marks)

(b) Prepare statements to reconciling the totals of debtors’ accounts and creditors’ account to the corrected control accounts balances.




  
   

   
   (7 marks)
(c) Prepare an updated cash book and a bank reconciliation statement as at 31 March 2000.
(5 marks)
(d) Prepare a statement showing the adjusted net profit. 





   (7 marks)
(e) Prepare the suspense account. 









   (5 marks)
SECTION B

Answer any TWO questions from this section. Each question carries 20 marks. Write all your answers in the AL(E) answer book provided.

3. Yuki, Kitman and Donald were in partnership sharing profits and losses in the ratio of 5:3:3. Their summarized statement of financial position at 31 March 2009 was as follows:
	
	
	
	$’000
	
	$’000

	Non-current Assets

Land and building

Office equipments

Motor vans
	
	
	
	
	300

213

33

	
	
	
	
	
	546

	Current Assets

Inventory

Accounts receivable
	
	
	47

35
	
	82

	
	
	
	
	
	628

	Capital

Yuki

Kitman

Donald
	
	
	250

150

150
	
	550

	Current Accounts

Yuki

Kitman

Donald
	
	
	36

40

(60)
	
	16

	Current Liabilities

Accounts payable

Bank overdraft
	
	
	21

41
	
	62

	
	
	
	
	
	628


Subsequent to the preparation of the above balance sheet, the following events occurred:
(i) On 1 April 2009, Yuki decided to withdraw from the partnership after her marriage. On 1 April 2009, Kitman and Donald admitted Pui, the senior manager, into the partnership. Kitman, Donald and Pui were to share profits and losses in ratio of 5:5:1 respectively.
(1) Kitman proposed to value goodwill on the weighted average of the past 3 years’ profits of the partnership. The net profits for the years ended 31 March 2006, 2007 and 2008 were $33,000, $24,000 and $39,000 respectively. The weightings assigned to the 2006, 2007 and 2008 net profits for the purpose of goodwill calculation were 1:2:3.
(2) Donald proposed to value goodwill at 3 years’ purchase of super-profit. The expected rate of return was 4% on net tangible assets at 31 March 2009 before any adjustments or changes due to Yuki’s withdrawal. The calculation of the super-profit was to be based on the average profits of the last 3 years.
(3) All partners agreed to adopt the higher amount of the weighted average profit method and super-profit method for the goodwill and no goodwill account was to be maintained in the books.
(ii) Inventory at a cost of $20,000 was included in the above balance sheet and was estimated to be sold for 80% of its cost.
(iii) A motor van with a net book value of $20,000 was taken over by Yuki for $13,000.
(iv) Yuki agreed to leave $50,000 on loan to partnership. The loan was to carry interest at 6% per year and would be repayable in 2017. The balance due to her was to be paid immediately.
(v) In their first year of trading, profit before interest estimated would be $248,000.
(vi) On 1 April 2009, Pui introduced $12,000 and a motor van, purchased by Pui herself few years ago at a cost of $11,000, to the partnership as her capital. The present market value of the motor van was considered to be $10,000.
(vii) On 1 April 2009, the new partnership obtained a bank loan of $250,000 at an interest rate of 10% per year, repayable in 2019.
RUQUIRED:

(a) Calculate the amounts of goodwill based on the weighted average profit method and the super-profit method respectively.  








   (3 marks)
(b) Prepare the capital accounts in columnar form, for Yuki, Kitman, Donald and Pui to reflect the above events.  











   (5 marks)
(c) Show the statement of financial position of the new partnership at 1 April 2009 after the above events have been accounted for.








   (7 marks)
(d) Pui was previously earning a salary of $15,000 per year. Based on the estimated profit of the first year’s trading of the new partnership, would Pui be better off after becoming a partner?
(3 marks)
(e) Explain why the goodwill treatments for partnership are usually not recognized in the accounts. 
(2 marks)

4. Donald is engaged in the trading of jewelry. In a burglary in December 2009, he lost some goods and most of his accounting records. The following information relating to 2009 was available:
(i) The following information was obtained from the financial statements as at 31 December 2008:
	General equipment, at cost

Inventory

Deposit paid by a customer (for goods to be delivered in February 2009)

Accounts receivable (net of estimated doubtful debts of $10,000)

Accounts payable

Amount due from credit card companies

Accrued rent

Rental deposit (2 months’ rental)
	$

180,000

75,000

4,800

60,000

36,000

48,000

9,600

19,200


(ii) A summary of the bank statements for the year ended 31 December 2009 was as follows:
	Balance brought forward

Deposits

   Cash banked 

   Credit card companies
	$

420,000

614,400
	
	$

78,200

1,034,400
	(overdraft)

	Payments
	
	
	956,200
	

	
	Administrative expenses

Cheques paid to suppliers

Rent

Additional rental deposit (due to an increase in monthly rent to $10,000 effective from 1 July 2009)

Promotion and publication expenses

Logistic expenses

Insurance for the period 1 January 2009 to 31 March 2010 

Drawings
	90,000

880,000

137,200

800

50,800

25,000

18,000

12,000
	
	1,213,800
	

	Closing balance as at 31 December 2009
	
	
	257,600
	(overdraft)


(iii) The bank statement balance did not agree with the bank account in the cash book. After investigation, the following were found:
(1) Cheques for $36,000 and $82,000 payable to suppliers were not presented at 31 December 2008 and 31 December 2009 respectively.
(2) Cash of $20,000 banked on 31 December 2009 was only credited by the bank on 2 January 2010.
(iv) A clerk was injured in the office. Donald’s lawyer was certain that the compensation would amount to $40,000. 60% of the compensation payment would be covered by an insurance policy. Moreover, the insurance company agreed to settle in full for the loss of inventory caused by the burglary.
(v) All general equipments were purchased on 1 September 2008, with an estimated useful life of 5 years. Depreciation should be provided on a sum of the digit basis.
(vi) Sales were for cash, on credit or on credit card, and were evenly spread over the year. All cash collected from cash sales and accounts receivable was banked after cash drawings by Donald. The credit card companies charged a commission of 4% on credit card sales.
(vii) In current year, the credit period for normal credit sales, excluding credit card sales, was 2 months. Goods were usually kept in the warehouse for 1 month before they were sold. All purchases were on credit. The mark-up of the goods sold was 60% on cost, except that an 8% trade discount was allowed on all cash sales.
(viii) Included in the closing inventory of $65,000, goods costing $5,000 were obsolete; they were expected to be sold at 40% off the normal selling price of credit sales. Allowance for doubtful debts was to be maintained at 5% of outstanding accounts receivable (excluding credit card companies) at the year end.
(ix) The balances as at 31 December 2009 were as follows:
$

     Inventory





65,000

     Accounts receivable




80,000 

     Accounts payable




25,000

     Amount due from credit card companies
76,800

REQUIRED:

(a) Prepare a trading and profit and loss account for the year ended 31 December 2009.
  (11 marks)

(b) Prepare a statement of financial position as at 31 December 2009.



   (9 marks)
5. The following is extracted from the statement of financial position of Eclipse Ltd as at 31 March 1998:
	Non-current assets
	Cost 

($)
	Accumulated depreciation ($)
	Depreciation

Rates

	Machinery

General equipment

Lorries
	310,000

420,000

228,000
	177,650

156,000

102,000
	25%

10%

20%


It is the company’s policy to depreciate machinery and lorries on a reducing balance basis and general equipment on a straight line basis. A full year’s depreciation is provided in the year of acquisition, but no depreciation is provided in the year of disposal.

During the year ended 31 March 1999, the following transactions were incurred:
(i) A piece of machinery purchased on 1 October 1996 was sold on 1 January 1999 for $75,000. The cost of the machine was $144,000 (net of trade discount $6,000). On 1 April 1997, it broke down and repair work was carried out at a cost of $8,000 which included a replacement of a worn-out spare part costing $1,500. At the time of repair, a new motor was also installed in the machinery to improve its productivity but its cost of $3,000 was set off against the service rendered to the garage by Eclipse Ltd.
(ii) A new machine was bought on 1 January 1999 and the following costs were incurred:
	
	$

	Cost price (net of trade discount $3,000)

Cash discount received

Freight charges

Annual insurance premium
	97,000

4,500

1,500

2,600


(iii) General equipment purchased in August 1994 for $47,800 was destroyed. A sum of $24,000 was received from the insurance company in full settlement.
(iv) On 31 March 1999, equipment purchased 13 years ago for $14,900 was still in use.
(v) A lorry purchased on 1 May 1995 at a cost of $70,000 was traded in for a new one costing $120,000. The trade-in-allowance was $55,000. Due to insufficient fund, Eclipse Ltd arranged for a loan with the bank for the balance of the cost of the new lorry. Loan interest incurred was $11,000.
(vi) After reviewing the accounting policies, the company decided to change the depreciation rate on lorries from 20% to 25% and the new rate was to take effect from the financial year starting 1 April 1998.
RUQUIRED:

Prepare, for each category of assets, the following accounts for the year ended 31 March 1999:
(a) fixed assets












 (5.5 marks)
(b) provision for depreciation 









 (8.5 marks)
(c) disposal of fixed assets 










  (6 marks)
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