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UNIVERSITY EXAMINATION 2016/2017

EXAMINATION FOR THE DIPLOMA IN ACCOUNTING AND FINANCE

DAF 0402: ACCOUNTING FOR ASSETS

DATE: APRIL 2017                                                                      Time: 1 hour 30 minutes

Instructions:  Answer question one (COMPULSORY) and any other two questions.

QUESTION ONE
(a)
Briefly explain the concept “substance over form” with respect to:


(i)
Motor vehicles acquired on hire purchase.



(2 marks)


(ii)
Leasehold land.






(2 marks)

(b)
Photomap Ltd. is a leading manufacturer of digital video disks (DVDs).  As part of its modernization programme, the company decided to replace its old machinery with a state of the art machine imported from Denmark.  The following expenses were incurred for the purpose in the year ended 30 September 2015:

	
	Shs. ‘000’

	Catalogue price less cash discount at 10% of the list price
	30,000

	Freight and insurance
	7,000

	Customs and excise duty
	7,300

	Value added tax
	7,100

	Installation costs
	2,000

	Pre-production testing
	700

	Training costs (machine attendant)
	50

	Insurance (annual)
	700

	Salary paid to machine attendant (annual)
	100



Additional information:

1. The old machinery disposed of in the year ended 30 September 2015 for Shs. 1,500,000 had cost the company Shs. 2,000,000 on 1 October 2012.  An air conditioner equipment purchased for Shs. 545,000 at the same time with the disposed of machinery was scrapped during the year since it was no longer required.

2. The furniture used by the company was acquired on 1 October 2013 at a cost of Shs. 800,000.

3. The value added tax incurred by the company in respect of the machinery was recovered from the tax authority against output value added tax.

4. Depreciation per annum is provided at the following rates:

	Machinery
	-
	25% on reducing balance basis

	Equipment
	-
	20% on cost

	Furniture
	-
	15% on cost


Full year’s depreciation is provided in the year of acquisition and none in the year of disposal.


Required:


(i)
Ascertain the cost of the new machinery.



(3 marks)


(ii)
Disposal accounts.





(3 marks)


(iii)
Provision for depreciation accounts.



(3 marks)

(iv)
A property, plant and equipment movement schedule for the year ended 30 September 2015.






(7 marks)
c) A business entity may report profits in its financial statements and yet experience declining balances of the cash at had and at bank.  Explain how this is possible.

(4 marks

d)  Explain the nature and purpose of accounting for depreciation    (4 marks)

e) Explain the provision of IAS 16, on treatment of plant and equipment   (2 marks)
QUESTION TWO

a) Set out below are the summarised balance sheets of Jasho Ltd. For the years ended 31 December 2003 and 2004. And the profit and loss account for the  year ended 31 December 2004:

	Balance sheets as at 31 December

	
	2003
	2004

	
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’

	Ordinary share capital
	
	14,800
	
	18,800

	Revaluation reserve
	
	2,500
	
	6,500

	Revenue reserves
	
	21,120
	
	27,780

	Share premium
	
	3,000
	
	4,800

	Loans
	
	  8,400
	
	  5,200

	
	
	49,820
	
	63,080

	Current liabilities
	
	
	
	

	Trade creditors
	3,040
	
	2,820
	

	Proposed dividends
	2,800
	
	3,400
	

	Taxation
	9,400
	
	12,040
	

	Bank overdraft
	       -
	15,240
	15,320
	33,580

	
	
	65,060
	
	96,660


	
	2003
	2004

	
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’
	Sh. ‘000’

	Fixed assets
	
	
	
	

	Freehold land
	
	18,000
	
	22,000

	Plant and machinery:
	
	
	
	

	     Cost
	54,000
	
	76,620
	

	     Accumulated depreciation
	(14,960)
	
	(22,500)
	

	
	
	39,040
	
	54,120

	Current assets:
	
	
	
	

	Stock
	4,060
	
	16,860
	

	Debtors
	2,940
	
	3,680
	

	Cash at bank
	1,020
	   8,020
	         -
	20,540

	
	
	65,060
	
	96,660


	Profit and loss account for the year ended 31 December 2004:

	
	Sh. ‘000’
	Sh. ‘000’

	Profit before tax
	
	23,900

	Corporation tax
	
	(12,040)

	Profit after tax
	
	11,860

	Ordinary dividend:
	
	

	                            Paid
	1,800
	

	                            Proposed
	3,400
	(5,200)

	
	
	6,660


Additional information:

1. During the year ended 31 December 2004, Jasho Ltd. obtained a five-year bank loan amounting to sh.1,300,000.

2. Depreciation charged on plant and machinery during the year ended 31 December 2004 amounted to Sh.8,020,000.

3. During the year ended 31 December 2004, plant which originally cost Sh.1,380,000 was disposed of for Sh.820,000.

Required:

Cash flow statement in compliance with IAS 7 (Cash Flow Statements). For the year ended 31 December 2004.








(15 marks)
QUESTION THREE

a) Give 4 examples of capital expenditure     (4 marks)

b) A new business incurred the following transactions during the year ended 31 December 2015, the following debts are found to be bad, and are written off on the dates shown
30 April


H Gordon

£1,100

31 August 

D Bellamy Ltd

   £640

31 October

J Alderton

   £120

On 31 December 2015 the schedule of remaining debtors, amounting in total to £68,500, is examined, and it is decided to make a provision for doubtful debts of £2,200.
You are required to show:

i. The Bad Debts Account, and the Provision for Doubtful Debts Account.   (5 marks)
ii. The charge to the Profit and Loss Account.     (3 marks)
iii. The relevant extracts from the Balance Sheet as at 31 December 2015.    (3 marks)
QUESTION FOUR
Assume the following purchases were made in ABC Ltd

Date of purchase

Units purchased 

Price/unit

1st January



500


100

2nd January



600


200

3rd January



800


400

Units used on 4th January are 900. Determine the value/cost of units used by using FIFO, LIFO and weighted average.

Required:  

Determine the cost of units used and the value of the closing stocks using FIFO, LIFO and Weighted Average.      (15 marks)

