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Answer all questions.

Time: 02 Hours

01.

(a) Distinguish between Fundamental Accounting assumptions and Accounting

policies.

(b) Write short notes on the following

i. Business Entity convention

ii. Going concern convention

iii. Prudence convention

iv. Consistency convention

(5 Marks)

(20 Marks)
(Total 25 Marks)

ABC Company’s Balance Sheet as at 31.12.2005 and 3 1.12.2006 and its Profit &

Loss account for the year ended 31.12.2006 are as follows

Balance Sheets

31.12. 2000 31.12.2005
Assets (Rs.) (Rs.)
Cash and cash equivalents 870,000 160,000
Debtor 170,000 1,200,000
Interest receivable 100,000 -
Inventories 900,000 1,950,000
Investments 2,500,000 2,500,000
Fixed assets at cost 2,180,000 1910,000
Less: Accumulated depreciation (1,450,000) (1060,000)
730,000 850.000
6,800,000 6660,000
Liabilities
Creditors 150,000 1,890,000
Interest payable 230,000 100,000
Income taxes payable 400,000 1,000,000
Long-term debt 1,110,000 1,040,000
1,890,000 4,030,000
Shareholders equity
Share capital 1,500,000 1,250,000
Retained profit 3,410,000 1,380,000
4910,000 2,630,000
6.800,000 6,660,000



Profit and Loss account for the year ended 31.12.2006

Rs. Rs.

Sales 30,650,000
Cost of sales (26,000.000)
Gross Profit 4,650,000
Administrative and selling expenses 950,000
Interest expense 400,000
Depreciation 450,000

(1800.000)

2850,000
[nterest income 480,000
Dividend income 200,000
Net profit before tax 3530,000
Tax (300.000)
Net profit after tax 3230,000
Retained earnings B/F 1380.000

4610,000
Dividend Paid (1200.000)

3410,000

Additional Information

1.

An amount of Rs.250,000 was raised from the issue of share capital and a further
Rs.250,000 was raised from long term borrowing.

Interest expenses was Rs.400,000 of which Rs.170,000 was paid during the period.
Rs.100,000 relating to interest expense of the prior period was also paid during the
period.

Tax deducted at source on dividends received (included in the tax expenses of
Rs.300,000 for the year) amounted to Rs.40,000

During the period, the enterprise acquired fixed assets for Rs.3 50,000. The payment was

made in cash.
Plant with original cost of Rs.80,000 and accumulated depreciation of Rs.60,000 was sold

for Rs.20,000.

Debtors and creditors include amounts relating to credit sales and credit purchase only.

You are required to prepare Cash Flow Statement for the year ended 31.12.2006 using indirect

method.

03.

(35 Marks)

XY Ltd, purchases its bottles at Rs.18 each and records them for balance sheet purposes
at Rs.15 each. The bottles are invoiced to customers at Rs.24 each and a credit of Rs.21
each is given on the return of bottles in good condition.

During the first year of operation

3,000 bottles were purchased

12,000 bottles were issued to customers

11,400 bottles were returned in good condition

150 bottles were scrapped and were sold for Rs.3 each



At the end of the year, 220 bottles with customers were returnable.

You are required to prepare the ledger accounts to record the above operations.

04.

(15 Marks)

B undertook a contract for Rs.15,00,000 on an arrangement that 80% of the value of the
work done as certified by the architect of the contractee, should be paid immediately and
that the remaining 20% be retained until the contract was completed.

In Year-1, the amount expended were:

Material Rs.200,000
Wages Rs.170,000

Carriage Rs.6,000

Cartage Rs.1,000

Sundry expenses Rs.3,000

The work was certified for Rs.375,000 and 80% of this was paid as agreed.

In Year 11, the amount expended were:

Material Rs.210,000
Wages Rs.230,000
Carriage Rs.18,000
Cartage Rs.2,000
Sundry expenses Rs.4,000

Three- fourths of the contract was certified as done by 31 December 2005 and 80% of
this was received accordingly. The value of unused stock and work in progress
uncertified was ascertained at Rs.20,000.

In Year 11, the amount expended were:

Material Rs.126,000
Wages Rs.170,000
Cartage Rs.6,000
Sundry expenses Rs.3,000

On 30 June 2006 the whole contract was completed.

Show how the Contract Account and Contractee’s Account would appear in each of these years in
the books of the contractor assuming that the balance due to him was received on completion of

the contract.

(25 Marks)
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