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SOUTH EASTERN UNIVERSITY OF SRI LANKA

FIRST YEAR EXAMINATIONS IN BUSINESS ADMINISTRATION AND
COMMERCE (EXTERNAL) - 2006 / 2007

Held in May 2007

BBA / COM 16 (II) - FINANCIAL ACCOUNTING - 1I

Answer all questions.
Time: 02 Hours

01. KL Ltd whose accounting period ends on March 31, decided to invest some surplus liquid
funds in marketable securities. The following transactions took place up to March 31, 2006.

2005.04.01 : Purchased Rs.150,000 12% preference shares at cost of Rs.120,000 cum
dividend. Dividend payable 1 January and 1 July.

2005.04.01: Purchased Rs.150,000 10% debentures of City Ltd at Rs.98 ex-interest.
~- Interest payable 31 March and 30 September.

2005.04.01: Purchased Rs.50,000/- A bank ordinary shares of Rs.10 each at Rs.30

2005.06.30: Sold Rs.50,000/- 10% debentures at Rs.98/- cum. interest. Purchased Rs.
50,000 /- 12% preference shares at a cost of Rs.40,000 ex-dividend.
2005.07.01: Received dividend on 12% preference shares.

2005.09.30: Received interest on 10% debentures. Received interim dividend on A
bank shares at Rs. 0.40 per share.
2006.01.01: Received interest on 12% preference share.

2006.03.15: Received final dividend of Rs. 0.60 per share on A bank shares.
2006.03.31: Received interest on 10% debentures.
2006.03.31: A bank issued 2 bonus shares for 5 ordinary shares held at that date.
~ At 31% March, 2006, the marketable values of the securities were,
12% preference share Rs.74
10% City Ltd debentures Rs.99
Ordinary shares of A bank Rs.27

You are required to prepare investment account for the KL Itd.
(35 Marks)



02. a) What are the differences between finance lease and operating lease?

b) ABC Ltd acquired an asset under a five years Finance Lease on 1** April 2006. The cash
price of the asset is Rs.250,200. The finance lease requires the payment of Rs.60,000 at the
beginning of each year from 1" April 2006. There is no residual value. The company is
paying the finance charge at a fixed rate of 10% per annum.

You are required to prepare a statement showing the finance charge and balance outstanding

obligations for each of the lease year.
(25 Marks)

03. The following Trial Balance was extracted from the books of Sims Ltd. as at 31% March 2006.
The Authorized capital of Sims Ltd is Rs.2,000,000 consisting of 50,000 7% redeemable
preference shares of Rs.10 each and 150,000 ordinary shares of Rs.10 each.

(Rs.) (Rs.)

Ordinary Share Capital (120,000 shares) 1230,000
Preference Share Capital (40,000 shares) 400,000
Land at cost 255,000
Buildings at cost 1170,000
Office Equipments at cost 93,000
Furniture and Fittings at cost 112,000
Goodwill 89,800
Stocks 1% April 2005 72,700
Cash at Bank 323,700
Cash in hand 2,300
Debtors 178,600
Creditors 174,300
Provision for doubtful debts 2,600
Accumulated Depreciation:

Buildings 173,000

Office Equipments 12,600

Furniture and Fittings 24,800
Administrative expenses 176,600
Selling and distribution expenses 77,300
Finance expenses 14,200
Purchases 1,340,000
Sales 2,006,300
Bank interest 2,800
Investments in quoted companies 26,000
General Reserve 70,000
Profit & Loss Account 3,600
Fixed deposits 168,800

4,100,000 4,100,000
You are given the following additional information:

i Stocks on 31% March 2006 was valued at Rs.159,000.

ii. The Company provides depreciation on fixed assets as follows:



Buildings 2.5% per annum on cost
Office equipments 10% per annum on cost
Furniture and Fittings 5% per annum on cost

iii. Bad debts for the year amounted to Rs.1,100 and are to be written off. Provision
should be maintained at 2% of the outstanding debtors.

iv. Provision for taxation based on the profits for the year is estimated at Rs. 140,000.

v, 10,000 ordinary shares of Rs.10 each had issued at a premium of 30% per share during
the year which was subscribed in full. The full proceeds of the share issue had been
credited to the Share Capital Account.

vi. The Directors resolve to:
a) Transfer of Rs.40,000 to General Reserve.
b) Declare dividend of 8% on the ordinary share capital in addition to the payment of
preference dividend.

You are required to prepare in a form suitable for publication.

1. Income Statement for the year ended 31.03.2006
2. Balance Sheet as at 31.03.2006

3. Note to Balance Sheet relating to fixed assets

4. Statement of movement in equity charges.

(40 Marks)



