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Answer all questions. Time: 02 Hours

01. X Ltd., imports electronic goods and resells these to large retail organizations. It
specializes in luxury products such as electronic games and portable audio equipment.
Almost half of the company’s sales occur during the months of October and November.

X faces intense competition and attempt to compete by anticipating consumer trends and
offering products which are new to the market.

The company’s trial balance at 30 September 2008 is as follows:

Rs. 000 Rs. 000
Sales revenue 9,800
Purchases 1,300
Inventory at 30 September 2007 480
Warehouse and delivery wages 350
Sales commissions 180
Sundry distribution costs 310
Sundry administrative expenses 85
Administrative staff salaries 220
Legal fees and damages 270
Tax 45
Dividend paid 1,775
Warehouse premises - cost 8.500
Warchouse premises - depreciation 800
Computer network — cost 900
Computer network — depreciation 200
Delivery vehicle — cost 700
Delivery vehicle -- depreciation 280
Trade receivables 535
Trade payables 470
Bank 90
Loan -repayable 2013 500
Loan interest 25
Share capital 1,000
Accumulated profits 2.715
15.765 15,765
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Notes:
The closing inventory was counted on 30 September 2008 and was valued at Rs. 520,000.

The legal fees and damages were paid in settlement of a claim against X for a faulty
product that had caused injury to a customer. X has introduced safety checks on new
products which will help to prevent any recurrence of this type of accident.

Depreciation has still to be charged for the year on the following bases:
Warehouse premises 2% of cost
Computer network  25% of book value
Vehicles 25% of book value

The tax expense for the year has been estimated at Rs. 1,900,000.

The company paid a final dividend of Rs. 800,000 for the year ended 30 September 2007
and an interim dividend of Rs. 975,000 during the year. The directors propose a final

dividend of Rs. 1 m.

Requirements:

Prepare an income statement and a statement of changes in equity for the year ended 30
September 2008, and a balance sheet at that date, together with notes to the financial
statements for X Ltd. These should be in a form suitable for publication in so far as is

possible given the information provided.

(40 Marks)

On January 2003 Caps leased a new machine from ITC Finance. The cost of the machine
is Rs. 100.000. The asset has an estimated useful time of five years and has a nil residual

value.

Under the terms of the 3-year lease, six half-yearly payments of Rs. 20,000 each are
payable in advance, commencing 1 January 2003. There is a secondary two-year term
available to Caps for Rs. 200 per annum. Caps have not yet decided whether or not they

will take advantage of this offer.

At the end of the primary term of the lease, the asset has an estimated residual value of
Rs. 20,000. Caps are entitled to 95 percent of this should the asset be sold.
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Requirements:
(a) Explain, with reasons, why the above lease should be classified as an operating or

finance lease.

(6 Marks)

(b) Using the sum-of-digit method of calculating implied finance charges on the lease;
prepare all the relevant accounting entries to record this transaction in the financial
statements of Caps Incorporated for the year ended 31 December 2003.

(15 Marks)
(c) Draft extracts from the accounts for the following account categories:
1. Non-current assets,
1i. Current liabilities,
iii. Non-current liabilities
(9 Marks)
(Total 30 Marks)

On 01-04-2007 Suntel Ltd had 25,000 equity shares of NDB Ltd at a book value of Rs.
15 per share (face value of Rs. 10). On 20-06-2007 Suntel purchased another 5,000
shares of the company at Rs. 16 per share. The director of NDB Ltd announced a bonus

and right issues. No dividend was payable on these issues. The terms of the issues are as

follows:

Bonus Basis 1:6 (dated 16-08-2007)

Right Basis 3:7 (dated 31-08-2007) price Rs. 15 per share
Due date for payment 30-09-2007.

Shareholders can transfer their rights in full or in part. Accordingly Suntel sold 33 1/3 %

of their entitlement to Lankabell for consideration of Rs. 2 per share.



Dividend for the year ended 31-03-2007 at the rate of 20% were declared by NDB Ltd
and received by Suntel on 31-10-2007. On 15-11-2007 Suntel sold 25,000 equity shares

at a premium of Rs. 5 per share.
You are required to prepare in the books of Suntel Ltd.;
1. Investment Account

1. Profit and Loss Account

Assume that the books are closed on 31-12-2007 and market price of shares on that

date is Rs. 13 per share.

(30 Marks)
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