THE OPEN UNIVERSITY OF SRI LANKA
BACHELOR OF MANAGEMENT STUDIES (HONOURS) DEGREE

PROGRAMME

LEVEL: 3

MCU1206/ MSU3506 — FINANCIAL AND COST ACCOUNTING
FINAL EXAMINATION

DURATION THREE (03) HOURS

DATE: 22.01.20620 TOTAL MARKS: 100 TIME: 09.30 am — 12.30 pm

Important Instructions

e Answer only four (04) questions including question number one (01)

s Marks have been mentioned end of each guestion.
¢ All the workings should be shown clearly.

¢ Start each answer from a new page.

s Use of non-programmable calculator is allowed.

Question No (01) (Compulsory)

(Part a)

The following Trial Balance as at 31% March 2019 s extracted from the books of accounts
of Jaya (Pvt) Ltd., a company engaged in trading business:

(Rs.”000)
Dr. Cr.
Stated Capital (300,000 Ordinary Shares) 45,000
Retained Earnings as at 01> April 2018 10,000
Interim Dividend paid 2,500
10% Debenture 25,000
Land & Buildings at costs (Land — Rs. 20 Million) 70,000
Motor Vehicle 90,000
Accumulated Depreciation as at 0% April 2018
Buildings 14,000
Motor Vehicle 36,000
Tnventory as at 31> March 2019 55,000
Trade Receivables 45,500
Provision for doubtful debts as at 01 April 2018 1,250
Income Tax paid 2,650
Sales 368,000
Cost of Sale 235,000
Distribution Expenses 15,000
Administration Expenses 43,000
Debenture interest paid 1,250
Cash in hand and at bank 750
Trade Payables 48,000
Suspense Account 11,000
Income Tax provision as at 01> April 2018 2,400
560,650 560,650
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The following additional information is provided :

I. Closing inventory which was counted and valued at cost as at 31% March 2019 was
taken into the books of accounts, Subsequently review conducted on 20™ April 2019
revealed that a part the above inventory which had a cost of Rs.5,000,000/- had
become obsoleted and expected to be sold at Rs,4,200,000/- on 300 April 2019.

II.  The company issued 250,000, 10% debenture at Rs,100/- each, on 01 April 2018,
Interest is to be paid bi-annually on debentures. The interest paid during the year has
been charged to the debenture interest paid account.

III.  Property, plant and Equipment (PPE) are to be depreciated on the straight-line basis at
cost, The useful life of the assets are estimated as follows. Depreciation should be
done by taking the useful life time in to the consideration.

Building: 25 years and Motor Vehicles : 10 years

The entire depreciation for the year has been debited to administration expenses and
credited to Suspense Account.

IV. One of its customer who owed Rs.500,000/- to the company died on 05" May 2019,
thus the amount receivable became irrecoverable, Further, it was decided to maintain
a provision for bad debt allowance for trade receivables at 5% of the balance trade
receivables at the end of the year.

V. The following accrued and prepaid expenses are to be accounted as at 31% March

2019.

Rs.
Accrued Building maintenance expenses 400,000
Prepaid advertising expenses 150,000

VI. The total income tax liability for the year of assessment 2017/2018 was finalized to
Rs.2,650,000/- and settled in full during the year ended 31* March 2019. The amount
paid has been charged to the income tax paid account. The total income tax liability
for the year of assessment 2018/2019 is estimated to be Rs.2,800,000/-

VII. The board of director of the company has approved the financial statements for issue
on 30" June 2019

You are required to prepare the following for the purpose of publication

i.  Statement of Income for the year ended 31.03.2019
ii.  The Statement of Financial Position as at 31.03.2019
(25 Marks)
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(Part b)

Ashan, Hashan, and Roshan were partners of the “AHR” Partnership Business. They agreed
to share profits and losses in the ratio of 2:2:1 respectively.

1} The partnership agreement contains the following
o  Partners are entitled to interest on capital at 5% per annum on the partner’s capital
account balances at the beginning of each year,
e Ashan and Hashan are entitled to receive a monthly salary of Rs.5,000/- and
7,500/- respectively.

2)  On 01% April 2018, Roshan, decided to retire from the partnership and remaining
partners Ashan and Hashan agreed on the following conditions.

s The goodwill of the partnership as at 01% April 2018 was valued at Rs,1,800,000/-
and it is to be adjusted through partners capital account without creating a goodwill

account
e Fixed Assets values of the business as at 01% April 2018 were as follows.
{(Values Rs.000)
Cost (Rs.) Accumulated Straight Line
as at 01% Depreciation as at depreciation rates

April 2018 01 April 2018

Land 3,000 -

Building 2,000 500 5%

Motor vehicle 2,500 600 10%

o Fixed assets were revalued as at 01% April 2018 following the retirement of
Roshan. Revalued values are as follows. (Values Rs.000)
Revalued Amount as at 31% March 2018

Land 3,400
Building 1,800
Motor vehicle 1,500

The fixed assets should be carried at revalued amount.
e Total amount payable to Roshan should be settled in the future. However,
until such it should be considered as a loan, Therefore, 5% interest per annum
is applicable to the amount payable on outgoing partners as per the section 42
of the partnership Act.
e The profits and losses are to be shared between Ashan and Hashan in to the
ratio of 3:2 respectively
3) The net profit of the partnership before appropriation for the year ended 31 March
2019 was Rs. 3,500,000/-
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4) The following balances were extracted from the trial balance of the partnership as at

01% April 2018:

Values in (Rs.)

Capital Accounts as at 01% Aprif 2018 Dr. Cr.

Ashan 5,000,000

Hashan 3,000,000

Roshan 2,000,000
Current Accounts as at 01™ April 2018

Ashan 500,000

Hashan 300,000

Roshan 200,000

You are required to prepare the following for the “AHR” Partnership for the year

ended 3 1% March 2019

i.  Partners’ Cutrent Account
ii.  Partners’ Capital Account

ili.  Loan Account of retiring partner (Roshan)

Question No (02)

(05 Marks)
(05 Marks)
(05 Marks)
(Total 40 Marks)

Nihal Motors is a Sole Proprietorship, which sells motor cycles. The Trial Balance extracted
from the books of accounts of Nihal Motors as at 31.03.2019 is given below.,

Nihal Motors
Trial Balance as at 31% March 2019 (Rs.’000)
Description Dr. Cr.

Property plant and Equipment — at cost

Land 4,000

Building 2,500

Computers 800

Delivery Lorry 1,250
Accumulated Depreciation as at 01% April 2018

Building 500

Computers 230

Delivery Lorry 520
Sales 27,000
Purchases 18,000
Inventory as at 01™ April 2018 6,800
Trade Receivables 2,000
Trade Payables 3,000
Provision for doubtful debts as at 01* April 2018 150
Bank overdraft Interest 100
Electricity 50
Insurance 900
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Cash in Hand 250

Bank overdraft 300

Salaries to staff 1,100

Sales commission 250

Capital as at 01% April 2018 6,280
38,000 38,000

2} Insurance of Rs.900,000/- has been paid for the period from 01* July 2018 to 30

The following additional information are provided;
1) Closing inventory as at 3 1% March 2019 was valued at Rs.5,750,000/-

th

June 2019,

3) Property Plaot and Equipment are to be depreciated on the straight-line basis at

cost.
e Building L 5%
e Computers  :25%
o Delivery lorry : 10%

4} Owner of the Nihal Motors decided to write-off Rs.50,000/- from Arun Motors, a

trade receivable as bad debts, and to make a general provision of 10% for doubtful
debts on the balance remaining trade receivable balance as at 3 1 March 2019.

5) Unpaid electricity bills for the month of March 2019 was Rs.50,000/-

You are required to prepare the following:

1. Statement of Income for the Year Ended 31 ' March 2019.
1L Statement of Financial Position as at 31% March 2019,

(20 Marks)

Question No {(03)

L.

The Trial Balance prepared by the Assistant Account of Madumali Enterprises as at

315 March 2019 did not balance and the difference of Rs.700,000/- was debited to a

suspense account,

The following errors were identified subsequently:

i,

iil.

Cash sales of Rs.175,000/- were recorded as Rs.715,000/- in the sales account and

this has been correctly recorded in the Cash Book

Purchase of office equipment for Rs.100,000/- has been debited to office equipment
maintenance account. This was correctly recorded in the cash book.

Purchases worth Rs.200,000/- from a trade creditor has been recorded twice in the
trader creditors account. However, this was correctly recorded in the purchase

account.,

Page 5 of 9



vi.

vii.

IL.

ii.

iii.

iv.

vI.

Interest Income of Rs.15,000/- has been erroneously debited as Rs.25,000/- in the
interest expense account. However, this was correctly recorded in the cash book.

Credit sale of Rs.324,000/- has been recorded both in the trade receivables and the
sales accounts as Rs.342,000/-

Capital repayment of Rs.30,000/- and interest repayment of Rs.20,000/- of the bank
loan installment, have totally been erroneously debited to the loan interest expense
account, though it has been correctly recorded in the cash book.

Purchase journal has been understated by Rs.33,330/- and Sales journal has been
overstated by Rs.22,220/-
You are required to prepare the following:

a. Journal entries to rectify the above errors
b. Suspense Account

(07 Marks)
{03 Marks)

The following banking reconciliation of the month of January 2019 is extracted from
the books of Chamudhi Flora, who is in the business of Floral designing.

Bank Reconciliation as at 31% January 2019

(Rs.) (Rs.)

Balance as per Cash Book as at 31 January 2019 15,200
Add: Cheques issued but not presented for payments:

265975 12,300

265985 15,350 27,650
Less: Unrealized deposits ;

Cheque deposit 257461 (65,000)
Balance as per Bank Statement as at 31% ] anuary 2019 (22,150)

On 28" February 2019, the bank has deducted cheque book charges of Rs.3,500/- and
this was not recorded in the cash book.
The following issued cheques were not presented to the bank by 28" February 2019.

Cheque No. Date of Issue Amount (Rs.)
265975 28.01.2019 12,300
266105 14.02.2019 3,200

266115 25.02.2019 60,000

All the unrealized deposits as at 31 January 2019 have been realized during the
month of February 2019.

On 27" February 2019, the bank has erroneously debited an amount of Rs.13,200/- to
Chamudhi Flora’s bank account.

The following cheque No 452122 of Rs.25,000/- which has been deposited to the
bank account by the company on 26% February 2019 has not been realized by end of
the month,
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vii.  The debit balance of Cash Book as at 28" F cbruary 2019 was Rs.49,000/-

You are required to prepare the following :
(a) Adjusted Cash Book as at 28" ebruary 2019
(b) The Bank Reconciliation Statement as at 28" February 2019
(10 Marks)
(Total 20 Marks)

Question No (04)

Play House PLC incorporated in the year 2010 and involved in the business of
manufacturing and selling soft toys. The following are the extracts of the company’s
Financial Statements from its annual report for the year ended 31% March 2019,

Play House PLC.
Statements of Financial Position (Rs.’000)
Asat 31" Asat 31"
March 2019 | March 2018

Assets
Non-Current Assets:
Property, plant and Equipment 236,799 237,711
Investment in Subsidiaries 11,454 11,554
Fixed Deposits 9,503 4,203
Total Non-current Assets 257,756 253,468
Current Assets
Inventories 289,999 343,554
Trade Receivables 90,881 160,256
Amount due from related parties 647,657 671,326
Cash and Cash Equivalents 23,025 44315
Total Current Assets 1,051,562 1,219,452
Total Assets 1,309,318 1,472,919

Ioquity and Liabilities

Equity:
Stated Capital 122,850 122,850
Capital Reserves 2,100 2,100
Retained Earnings 305,433 245,648
Total Equity 430,383 370,598
Non-Current Liabilities:
Interest Bearing Borrowings 384,277 683,492
Retirement benefits obligations 41,613 40,406
Deferred tax liability 1,577 6,804
Total Non-Current Liabilities: 155,369 162,959
Current Liabilities
Trade Payables 226,185 181,948
Income Tax Payables 28,164 24,950
Amounts due to related parties 8,232 5,645
Interest bearing borrowings 112,120 115,750
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Bank Overdraft 76,767 43,326

Total Current Liabilities 723,626 939,361

Total Equity and Liabilities 1,309,318 1,472,919
Play House PLC.

Statement of Comprehensive Income
For the year ended 31% March 2018/2019

2019 2018

Rs.7000 Rs.”000
Net Turnover 2,540,450 3,785,305
Cost of Sale (2,205,199 | (3,321,110}
Gross profit 341,251 464,195
Other Income 46,972 21,981
Distribution Expenscs (47,518) (43,784)
Administration Expenses (205,303) (143,397)
Finance Expenses (40,053) (108,271)
Profit before Tax 95,349 190,724
Income Tax (27,047) (73,737)
Profit for the year (8,303 116,987

Following additional information is also available
a. 70% of total sales and 60% of total purchases were on credit basis

b. Current assets as at 01.04.2017
» Inventory Rs.210,000,000
» Trade Receivables Rs.120,100,000
c. Current Liabilitics as at 01.04.2017
s Trade Payables Rs.200,555,000
You are required to calculate the following ratios for the financial year 2018/2019

i Gross Profit Ratio vi  Average Debtor collection period
ii  Net Profit Ratio vii  Average Period of Accounts Payable
iii  Quick Assets Ratio viii  Debt Equity Ratio
iv  Current Ratio ix  Interest Coverage Ratio
v Inventory Turnover Times X Return on Total Assets
(10 Marks)

Analyze and interpret the financial statement using appropriate financial ratios and
discuss the Play House PL.C operational performances and financial strength. Write a
brief-report to the Management of Play House PLC based on your observations.

(10 Marks)

(Total 20 Marks)
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Question No (05)

The following information is extracted {rom the books of Lexo Ltd, a manufacturer of
Television sets for the year ended 31* March 2019,

Stock at 01.04.2018: Rs.
— Raw materials 120,000
— Finished goods (60 units) 276,000
—  Work in progress 35,000
Purchase of raw materials 732,000
Direct wages 110,000
Carriage inwards 5,000
Factory rent 44,000
Sales 1260,000
Factory electricity 62,000
Factory supervision 90,000
Indirect materials 26,000
Depreciation-machinery 24,000

Additional Information

(i) Stock as at31.03.2019
- Raw materials Rs.90,000/-
~  Work in progress Rs.46,000/-

(i1) Two television sets were stolen from the factory and Rs.12, 000/- worth of raw
material was destroyed by fire during the year. No entries have been made in respect
of these events.

(iii) There were 78 television sets in stock as at 31.03.2019,

(iv) During the year 180 television sets were sold which included the opening finished
goods stock of 60 television sets.

Required

Prepare the manufacturing and trading account for the year ended 31* March 2019, showing
clearly following information.

— Cost of raw material consumed

—  Prime cost

— Total manufacturing cost

— Value of closing finished goods stock based on total manufacturing cost
—  Cost of sales

(20 Marks)

END
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