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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40102  Accounting 1

	Tuesday 11th January 2005
	10.00am-12.00noon    2 hours


The pass mark for Accounting 1 is 40% weighted across the coursework and examination.  The examination contributes 70%.  There is an additional condition that you MUST  score AT LEAST 36% IN THE FINAL EXAMINATION PAPER in EACH PART OF PART ONE AND PART TWO of the paper in order to pass. If you score less than 36% in EITHER PART of the paper then your mark will be returned to Registry as the lower of your weighted mark and 36%.

PART ONE:  FINANCIAL ACCOUNTING (70 marks)

THIS SECTION CONTAINS QUESTIONS 1 TO 10

YOU MUST ANSWER ALL OF THEM

PART TWO:  MANAGEMENT ACCOUNTING (30 marks)

THIS SECTION CONTAINS QUESTIONS 11 TO 18

YOU MUST ANSWER ALL OF THEM

FOLLOW THE INSTRUCTIONS WITH EACH QUESTION 

Calculators must not be used to store text and/or formulae nor be capable of communication.

Invigilators may require calculators to be reset

THIS PAGE IS INTENTIONALLY BLANK

PART ONE:  FINANCIAL ACCOUNTING 

(TOTAL 70 marks)

QUESTIONS 1 TO 8  (15 MARKS)

Questions 1 to 8 are multiple choice answer questions.  Please answer on the sheet provided.  Question 1 carries one mark.  Questions 2 to 8 carry two marks each.  No marks are deducted for wrong answers.

Question 1 ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
A business purchases 500 items at £6 each, then sells 450 for a price of £7 each.  What is the total profit?

(a)  £150

(b)  £450

(c)  £500

(d)  £650

(1 mark)

Question 2 ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED

A fixed asset cost £12,000 at the start of year 2.  Its estimated residual value at the end of year 6 is £2,000.  Which of the following is correct?

(a)
The depreciation on a straight line basis is £2,000 per annum; accumulated depreciation at the end of year 4 is £6,000.

(b)
The depreciation on a straight line basis is £2,000 per annum; accumulated depreciation at the end of year 4 is £8,000.

(c)
The depreciation on a straight line basis is £2,400 per annum; accumulated depreciation at the end of year 4 is £4,800. 

(d)
The depreciation on a straight line basis is £2,400 per annum; accumulated depreciation at the end of year 4 is £7,200. 

 (2 marks)

Question 3 ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED

On reviewing the financial statements of a company, the company's accountant notes that the stock valuation at the end of Year 3 is recorded at £80,000 based on the cost price of all goods held in the store.  This figure has been included in the balance sheet and profit and loss account.  The accountant decides to reduce the stock valuation by £5,000.  Which of the following journal entries is a correct record of this decision?

(a)
Debit balance sheet stock £75,000, credit profit and loss account closing stock £75,000.

(b)
Credit balance sheet stock £75,000, debit profit and loss account closing stock £75,000.  

(c)
Debit balance sheet stock £5,000, credit profit and loss account closing stock £5,000.

(d)
Credit balance sheet stock £5,000, debit profit and loss account closing stock £5,000.

 (2 marks)

The following information relates to questions 4 to 8 inclusive

Roses plc

Profit and loss account for year ended 31 December Year 7
	
	
	
	£m

	Turnover
	
	
	370

	Cost of sales
	
	
	150

	Gross profit
	
	
	220

	Administration and selling expenses
	
	
	 62

	Operating profit
	
	
	158

	Debenture interest
	
	
	  3

	Profit before taxation
	
	
	155

	Taxation
	
	
	  45

	Profit after taxation
	
	
	110

	Dividends 
	
	
	  16

	Retained profit for the year
	
	
	  94


Balance Sheet as at 31 December Year 7
	
	£m
	£m
	£m

	Fixed assets (net of depreciation)
	
	
	248

	Current assets:
	
	
	

	
Stocks and work-in-progress
	32
	
	

	
Debtors
	29
	
	

	
Cash
	  2
	63
	

	Less:  Creditors due within one year
	
	
	

	
Trade creditors
	(20)
	
	

	
Dividend
	(16)
	(36)
	

	Net current assets
	
	
	 27

	
	
	
	

	Total assets less current liabilities
	
	
	275

	Creditors due after one year
	
	
	

	
4% Debentures
	
	
	(100)

	Net assets
	
	
	175

	
	
	
	

	Share Capital and Reserves
	
	
	

	
Issued share capital 


  (Ordinary shares of 25p nominal value each)
	
	
	60

	
Profit and loss reserves
	
	
	 115

	
	
	
	175


Note:  Assume opening and closing stocks are equal.  Cost of sales represents purchases of goods for resale.
Question 4  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
The period of credit taken by customers is:

(a)  365 x 20/370 = 19.7 days

(b)  365 x 29/370 = 28.6 days

(c)  365 x 29/220 = 48.1 days

(d)  365 x 20/150 = 48.7 days

(2 marks)

Question 5  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
The gearing is:

(a)
100 * 60/175 = 34.3%

(b)
100 * 60/115 = 52.2%

(c)
100 * 100/175 = 57.1%

(d)
100 * 115/175 = 65.7%

(2 marks)

Question 6  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
The current ratio is:

(a)
31/36 = 0.86: 1

(b)
29/20 = 1.45: 1

(c)
63/36 = 1.75: 1

(d)
63/27 = 2.33: 1

(2 marks)

Question 7  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
The earnings per share is:

(a)
220/240 =91.7 pence

(b)
155/240 =64.6 pence

(c)
110/240 =45.8 pence

(d)
94/240 = 39.2 pence

(2 marks)

Question 8  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
The following information is available about two companies, A Ltd and B Ltd.

	
	A Ltd
	B Ltd

	
	£000’s
	£000’s

	Net book value of fixed assets
	8,000
	5,600

	Sales
	6,000
	6,000

	Cost of sales
	4,400
	3,600

	Stocks (inventory) 
	500
	600


Which of the following statements is correct in making a comparison of company A with company B?

(a) 
Company A has the higher fixed asset usage and the shorter stock holding period.

(b) 
Company A has the higher fixed asset usage and the longer stock holding period.

(c)
Company A has the lower fixed asset usage and the longer stock holding period.

(d) 
Company A has the lower fixed asset usage and the shorter stock holding period.

(2 marks)

Question 9  ANSWER THIS QUESTION ON THE ACCOUNTING EQUATION WORKSHEET PROVIDED AND IN THE ANSWER BOOK PROVIDED

Publishers plc has produced and sold antiques catalogues to bookshops for many years.  In June 2004 the company added a new line of business, selling monthly magazines to collectors of antiques.  The customers pay a subscription of £24 for twelve monthly issues, which they receive by mail.  Publishers plc promises a refund if any monthly issue is not published,  The list of assets, liabilities and ownership interest of Publishers Ltd at 1 January 2004 is as follows:

	
	Assets
	Liabilities and ownership interest

	
	£m
	£m

	Land and buildings at cost
	215
	

	Land and buildings, accumulated depreciation
	
	41

	Equipment at cost
	300
	

	Equipment, accumulated depreciation
	
	103

	Stock 
	66
	

	Debtors
	41
	

	Provision for doubtful debts
	
	8

	Cash
	17
	

	Trade creditors (suppliers)
	
	30

	Long term loans
	
	186

	Share capital (ordinary shares of 25p each)
	
	110

	Reserves
	___
	161

	
	639
	639


The following transactions and events relate to the year ended 31 December 2004:

	
	£m

	Stocks of paper and other supplies were purchased on credit 
	290

	CATALOGUE BUSINESS

Catalogues were sold on credit terms. 


The total sale price of catalogues delivered to customers was


The cost of these catalogues for Publishers was
	522

288

	MAGAZINE BUSINESS


Subscriptions were all received on 30 June: 1 million at £24


The cost of producing each magazine is £1, paid monthly in cash
	24

	Cash received from customers for catalogues sold on credit
	490

	Cash paid to suppliers
	310

	Staff wages paid in cash during the year 
	61

	Administration and selling costs paid in cash during the year (including interest on loans at 4% on £186m = £7m)
	32

	Some equipment was sold on 1 July for £5m.  The original cost was £20m and the accumulated depreciation at 1 January 2004 was £16m.
	5


On 31 December 2004 the following transactions and events required attention.

1. Administration expenses unpaid at the end of December 2004 amounted to £6m.  They were paid in the first week of January 2005.

2. Depreciation on equipment is to be calculated as 20% on a straight-line basis. No depreciation is calculated in the year of disposal.  The directors wish to charge £6m for depreciation on buildings.

3. The directors have reviewed the list of debtors at 31 December 2004 and have decided that the provision should be increased to £10m.  

4. Administration costs paid in cash include £12m annual licences and insurance in advance, paid on 1 October 2004.

5. Stocks of unsold catalogues were inspected on 31 December 2004.  It was found that a batch of catalogues costing £14m was out of date and would have to be destroyed. 

6. Corporation tax of £20m is payable after the end of the year.

Required 

WRITE THE ANSWER TO PART (a) ON THE ACCOUNTING EQUATION WORKSHEET ATTACHED TO THIS PAPER

(a) Record on the accounting equation worksheet the effect of the above transactions and events of Publishers Ltd for the year ended 31 December 2004.

(15 marks)

WRITE THE ANSWER TO PART (b) IN THE ANSWER BOOK PROVIDED

(b)
Produce (i) the profit and loss account and (ii) the balance sheet of Publishers Ltd in respect of the year ended 31 December 2004, in a format suitable for presentation to shareholders.

(15 marks)

WRITE THE ANSWER TO PART (c) IN THE ANSWER BOOK PROVIDED

(c)
Explain to a shareholder why the profit of an entity in a period usually differs from the cash flow.

(10 marks)

(Total 40 marks)

Question 10  ANSWER THIS QUESTION IN THE ANSWER BOOK PROVIDED

You are a financial adviser to a major investment fund.  Explain the advice you would give on the approach proposed by the companies in each of the following unrelated cases,  making reference to appropriate accounting measurement conventions and qualitative characteristics of financial statements:

(a)  
The TopLeague Football Club plc is planning to raise loan finance in April 2005 by a scheme called ‘securitisation’.  This involves calculating the value of the next ten years of ticket sales and regarding this as the value of an asset of the club.  The club will then borrow from a banking consortium on the security of the asset.  Both the asset and the liability will be recorded in the balance sheet of TopLeague Football Club plc at 31 December 2005.  

(5 marks)

(b)  
LeaseNow plc, a property developer, has built ten new shops in a precinct in the centre of town.  To ensure the development is occupied it is necessary to attract a well–known national chain store to the shop at the entrance to the development.  LeaseNow has signed an agreement with this national chain store in January 2005.  The store will pay £36m per annum in rental on a 10-year lease, based on commercial letting rates.  LeaseNow will then refund £5m per year for 10 years as a contribution to shopfitting costs. In its profit and loss account for 2004, LeaseNow plc intends to report turnover based on the £36m rental agreed, and to report the cost of £5m per annum as an inducement cost within marketing costs.

(5 marks)

(c)  
ClearandClean plc is in the business of buying oil residues from car service businesses.  Under a new agreement signed in December 2004, the company recycles the oil residues, separating out 60% as re-usable and dumping the residual 40% in an approved landfill site.  In obtaining approval for the landfill site ClearandClean has agreed to pay £20m in 10 years time to landscape the landfill site.  ClearandClean intends to report the £20m as a liability immediately and charge the full cost to profit and loss account for the year ended 31 December 2004.

(5 marks)

(Total 15 marks)

PART TWO:  MANAGEMENT ACCOUNTING

(TOTAL 30 marks)

Questions 11 to 16 are multiple choice answer questions.  Please answer on the sheet provided.  Questions 11 to 14 carry one mark each.  Questions 15 and 16 carry two marks each.  No marks are deducted for wrong answers.

Question 11  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED
Department P is labour intensive.  It uses relatively low amounts of materials and uses low value machines.  Individual direct labour workers within each department earn differing rates of pay according to their skills, grade and experience.  What is the most appropriate production overhead absorption method for Department P?

(a)
% of direct material cost.

(b)
% of direct labour cost.

(c)
£ per direct labour hour.

(d)
£ per machine hour.

(1 mark)

Question 12  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED


Which of the following is the best description of a fixed cost?

(a)
Any overhead cost that is incurred in the factory of a manufacturing company.

(b)
Any selling, general or administrative cost incurred in a manufacturing company.

(c)
A unit cost that remains constant within the relevant range of output.

(d)
A total cost that remains constant within the relevant range of output.

 (1 mark)

Question 13  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED


Which of the following is the best description of contribution per unit?

(a)
Selling price per unit minus profit per unit.

(b)
Fixed cost per unit plus variable cost per unit.

(c)
Selling price per unit minus variable cost per unit.

(d)
Fixed cost per unit minus profit per unit.

(1 mark)

Question 14  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED


Which of the following is the best description of the margin of safety?

(a)
Actual sales volume minus breakeven sales volume.

(b)
Budgeted sales volume  minus actual sales volume.

(c)
Selling price minus fixed cost.

(d)
Breakeven profit minus actual profit.

(1 mark)

Question 15  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED


A company manufactures reclining chairs.  Reclining chairs have the following manufacturing costs:

	
	£ per chair

	Labour (5 hours at £5.00/hour)
	25

	Materials
	40

	Variable production overheads
	10


In addition, the company has monthly fixed manufacturing overhead costs of £150,000.


If 6,000 chairs are manufactured every month, what is the total cost of manufacturing?


(a)
 £60,000.


(b)
£390,000.


(c)
£450,000.


(d)
£600,000.

(2 marks)

Question 16  ANSWER ON THE MULTIPLE CHOICE SHEET PROVIDED

	
	£

	Direct materials
	40,000

	Indirect materials
	30,000

	Direct labour
	50,000

	Indirect labour
	24,000


600 hours are worked in the accounting period.

The overhead cost rate, to the nearest £, is:

(a)
£40 per hour

(b)
£50 per hour

(c)
£90 per hour

(d)
£240 per hour

(2 marks)

Question 17  ANSWER THIS QUESTION IN YOUR ANSWER BOOK

DiningEase Ltd buys basic units of dining furniture and adapts them to customers’ requirements.  The directors are planning the budget for the year ahead.  The following information is available:

	
	Quarter 1
	Quarter 2
	Quarter 3
	Quarter 4

	Sales (units)
	1,200
	1,300
	1,400
	1,200

	Selling price per unit
	£120
	£120
	£130
	£130


Sales are spread evenly throughout each quarter.

The debtors at the end of a quarter represent one month’s sales.

The planned production of any quarter must meet the sales of the quarter and provide sufficient stocks of finished goods at the end of any quarter to meet 25% of the sales volume of the following quarter.  

Basic units cost £5 per unit and are paid for when they are received.  Stocks of basic units are held at constant volume.

Direct labour costs £3 per unit.  Wages are paid at the end of each month.  Variable overhead costs £2 per unit and is paid for when incurred.  Fixed overhead costs of £3,000 per quarter include £850 deprecation.  Fixed overheads are paid for when incurred.

Stocks of finished goods are valued at cost of £12 each.

Required

Prepare:

a) Sales budget for quarter 3
b) 
Budgeted cash flow from customers for quarter 3

c)
Quarterly production cost budget for quarter 3. 

(12 marks)

Question 18  ANSWER THIS QUESTION IN YOUR ANSWER BOOK
Required

The Timberchair company produces custom made chairs to suit individual customer requirements.  The company’s main material used is timber.  The company has a small buying department which purchases timber from around the world.  It also has a goods inwards department which handles the deliveries of timber.  The Managing Director of Timberchair is concerned about the company’s materials handling and control.


List  five control procedures relating to handling and control of materials and describe the documentation that would provide evidence of each control taking place.

 (10 marks)

END OF PAPER
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ACCOUNTING EQUATION WORKSHEET

	
	Assets
	Liabilities
	Ownership Interest

	Publishers Ltd
	Cash


	Land and buildings

Cost
	Land and buildings Acc depn
	Equipments

Cost
	Equipments Acc depn
	Stock
	Debtors & pre-payments
	Doubtful debts
	Creditors and accruals
	Loans and Provisions
	Share capital & reserves
	Revenue
	Expenses

	
	£m
	£m
	
	£m
	£m
	£m
	£m
	£m
	£m
	£m
	£m
	£m
	£m

	Balance at 1/1/2004
	17
	215
	(41)
	300
	(103)
	66
	41
	(8)
	30
	186
	271
	
	

	Transactions in Year
	
	
	
	
	
	
	
	
	
	
	
	
	

	Goods purchased
	
	
	
	
	
	
	
	
	
	
	
	
	

	Sale on credit terms
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of goods sold
	
	
	
	
	
	
	
	
	
	
	
	
	

	Magazine subscriptions
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of producing magazines
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cash from customers
	
	
	
	
	
	
	
	
	
	
	
	
	

	Paid to suppliers
	
	
	
	
	
	
	
	
	
	
	
	
	

	Wages
	
	
	
	
	
	
	
	
	
	
	
	
	

	Administration and selling exps
	
	
	
	
	
	
	
	
	
	
	
	
	

	Asset disposal
	
	
	
	
	
	
	
	
	
	
	
	
	

	31 Dec 2004
	
	
	
	
	
	
	
	
	
	
	
	
	

	Expenses unpaid
	
	
	
	
	
	
	
	
	
	
	
	
	

	Depreciation


	
	
	
	
	
	
	
	
	
	
	
	
	

	Doubtful debts
	
	
	
	
	
	
	
	
	
	
	
	
	

	Licences and insurance
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stocks
	
	
	
	
	
	
	
	
	
	
	
	
	

	Taxation
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at 31/12/2004
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Semester 1 2004/05

Multiple choice answer sheet for January 2005 degree examination

Your registration number………………………:………………………………….

Tick the box (A, B, C, or D) that corresponds to the answer that you select

If you have to make a correction, make sure your answer is clear to the marker
QUESTIONS ON FINANCIAL ACCOUNTING

	
	
	Question
	Answer
	
	Column for markers use only

	
	
	
	A
	B
	C
	D
	
	
	
	

	
	
	1
	
	
	
	
	
	/1
	TOTAL
	

	
	
	2
	
	
	
	
	
	/2
	
	

	
	
	3
	
	
	
	
	
	/2
	For markers use only
	

	
	
	4
	
	
	
	
	
	/2
	
	

	
	
	5
	
	
	
	
	
	/2
	
	

	
	
	6
	
	
	
	
	
	/2
	
	

	
	
	7
	
	
	
	
	
	/2
	
	

	
	
	8
	
	
	
	
	
	/2
	/15
	


QUESTIONS ON MANAGEMENT ACCOUNTING

	
	
	Question
	Answer
	
	Column for markers use only

	
	
	
	A
	B
	C
	D
	
	
	
	

	
	
	11
	
	
	
	
	
	/1
	TOTAL
	

	
	
	12
	
	
	
	
	
	/1
	
	

	
	
	13
	
	
	
	
	
	/1
	For markers use only
	

	
	
	14
	
	
	
	
	
	/1
	
	

	
	
	15
	
	
	
	
	
	/2
	
	

	
	
	16
	
	
	
	
	
	/2
	/8
	


PAGE  
Pauline Weetman Ext 2944

3

