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1 On 31 December 2007 the following balances were extracted from the books of Wiggins Ltd.

£

Stocks 1 January 2007

Raw materials 53 000

Work in progress 80 000

Finished goods 76 000
Purchase of raw materials 800 000
Sales 2 500 000
Direct wages 450 000
Carriage inwards on raw materials 6 000
Indirect wages 68 000
Purchase returns of raw materials 18 500
Debtors 83 000
Sales returns 22 000
Rates and insurance 38 000
General factory overheads 93 000
Loan interest 5000
Office salaries 80 000
General office expenses 100 000
Premises 600 000
Machinery 220 000
Provision for depreciation of machinery 40 000
Long term loan 10% 100 000
Provision for doubtful debts 3 800

Additional information.
(i) Stocks as at 31 December 2007:
£

Raw materials 47 000

Work in progress 92 000

Finished goods 68 000

(ii) Loan interest owing £5 000.
(iif)  The provision for doubtful debts is to be provided at 5% of debtors.

(iv) Rates and insurance owing £950.
Rates and insurance are apportioned between the factory and the general office on the basis
of 4:1.

(v) Provision is to be made for depreciation as follows:

Premises: 5% on cost apportioned between the factory and the general office on the basis
4:1.

Machinery: 15% reducing balance method. All the machinery is used in the manufacturing
process.
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REQUIRED

(a)* The Manufacturing, Trading and Profit and Loss Account for the year ended 31 December
2007. [26]

(b) (i) What is the name of the accounting standard which should be applied to the valuation of
closing stock in the accounts of Wiggins Ltd. [1]

(i) Explain why this accounting standard should be applied. [2]

(c) Wiggins Ltd proposes to transfer finished goods from the Manufacturing Account to the Trading
Account at market price. Discuss the application of the prudence and realisation concepts to
this proposal. [6]

Total marks [35]
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2  The following are the summarised Balance Sheets for Power plc as at 31 March.

£

Fixed Assets
Premises
Machinery
Motor vehicles
Current Assets
Stock 78 000
Debtors 56 000
Bank 28 000

162 000

Creditors due in less than one year

Creditors 42 000
Corporation tax 38 000
Proposed dividend 56 000

136 000

Net current assets
Total assets less current liabilities

Capital and reserves
£1 Ordinary shares
Share premium
Revaluation reserve
General reserve
Profit and loss

Additional information.

(i)
(i)
(iii)

(iv)
(v)
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In January 2008 machinery costing £165 000 had been purchased. There were no disposals

of machinery during the financial year.

A motor vehicle with a book value of £20 000 had been sold during November 2007 for £3 000.

2007
£

1 500 000
620 000

240 000

2 360 000

26 000

2 386 000

1 800 000
300 000

10 000

276 000
2 386 000

84 000
66 000
17 000
167 000

78 000

68 000
146 000

2008
£

2 200 000
740 000

215 000

3 155 000

21 000

3176 000

2 300 000
120 000
700 000

10 000
46 000

3176 000

This had been immediately replaced by a new motor vehicle costing £12 000.

An interim dividend of £13 000 was paid in October 2007.

Premises were revalued in August 2007.

In June 2007 there was a bonus issue of one ordinary share for every ten held at 31 March

2007. This was effected by using part of the share premium.
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REQUIRED

(@) The Cash Flow Statement in accordance with good accounting practice for the year ended
31 March 2008. [23]

(b) A director of Power plc wishes to use the revaluation reserve to pay dividends to the
shareholders. Advise the Board of Directors as to the suitability of this proposal. [6]

(c)* Discuss how the information in the Cash Flow Statement would help a potential investor in
Power pilc. [12]

Total marks [41]
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3 The following are extracts from the Balance Sheets of two companies as at 31 March 2008.

Rakesh plc Gordon plc

£ £
50 pence Ordinary Shares 800 000 1200 000
£1 8% Preference Shares 300 000 500 000
6% Loans 100 000 200 000

Profits for the year ended 31 March 2008 before charging interest on loans were:

Rakesh plc Gordon plc
£ £
500 000 800 000

All the preference share dividends were paid in full.

Additional information.

Rakesh plc Gordon plc
Market price per share £1.00 £1.50
Ordinary dividend rate 20% 25%
REQUIRED
(a) Calculate for each company: (where appropriate calculations should be to two decimal
places)
(i) earnings per share; [4]
(i) dividend yield; [4]
(iii) dividend cover; [4]
(iv) price/earnings ratio. [4]
(b) Assess the significance of the dividend yield to a potential investor in a company. [8]

Total marks [24]
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