
{,

EASTERN UNIVERSITY, SRI LANKA
. FACULTY OF COMMERCE AND MANAGEMENT

Second YAar / First Semester Examination in Business Administrati,)n /
Commerce 200S / 2006 {Juty / August 200I)

(proper / Repeat)

DAF 2114 Advanced FinancialAccounling _ |

Answer All euestions
Calculator Permitted Tirne: Three (03) hours

-'-_-.%-:.--l::{:-a=F.-*

01, Orange Co. Ltd. has incurred exceplional losses and a scheme of reconstruciio't !/as
approved by arlthe concerned padies The Balance sheelt at 31"rDecember. 2006 showe.i:

Liabilities

Share capital :

12% cumulative prcference shares
of Rs.100 each

Equily shares Rs.1OO each

Bank overdraft (Secured)

Creditors - preferential

Creditors - others

480000

1200000

1200000

60000

1440000

Fixed assels ai cost

deFreciaijon

Sfock

liade debtors

Profit & Loss Account

1800000

720000

960000

900000

(iD

(i)

The scheme of reconstruclion providedi

A new company - Appte Ltd wi| be formed 10 iake over the assets and liabilities ot
Orange Ltd. as at 3.islDecember 2006.

2400 equity shares of Rs.1O0 each in Apple Ltd., crediled as Rs hC per shirre paid
up to be issued lo the liqujdator of Orange L1d. for ihe beni?fit ol that company,s
equity €hareholders who had agreed 10 pay up the batance of Rs 50 per share
irrmediatety

4800 preference shares of Apple Ltd., credited as Rs 75 per share paid up to be
issued lo liquidalors of Orange Ltd. for the benefit of thdt company,s preference
shareholders, who hacl agreed to pay the balance oi Rs.25 per share irnrnqdialely.

(iiD
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0l orange co. Lrd. has incufied exceptbnar osses and a scheme cf reconrrrructioq v/as
approved by arr the conce.ned parlies. The Baran'e sheet at 31"rDecember, 2006 showe{rl

Liabilities

Share caprlat I

12% cumulative preference shares
of Rs.100 each

Equity shares Rs 100 each

Bank overdraft (Sec!red)

Creditors - prefercnljal

Creditors - olhers

480000

1200000

1200000

60000

1440000

Fixed assels al cost ie$s

depreciaiion

Stock

Trade debtors

Protit & Loss Account

1800000

72fi00a

960C00

900c00

(ii)

The scheme of reconskuction paovided:

(D A new company - Apple Lid. will be Formed to tak_. over ihe as$eis and ijabilities ol
Orange Ltd. as at 31"t December 2006

2400 equity shares of Rs.100 each in Appje Ltd., credited as rRs S0 per share paid
up 1o be jssued to the liquidator of Orange Ltd. for the ben()fit ot thal company,s
equily shareholders who hacl agreed to pay up the balance of Rs.50 per share
inr!ediarely.

(iii) 4800 preference shares oi Apple Ltd. cledited as Rs r.S per sharc paid up to be
issued to liquidators of Orange Lld for the benefit of tfai compary,s preference
shareholders, who had agreed to pay the balance of Rs 25 per share irnntqdiatety.



ln addiUon Rs.57600 in 14% ctebenlures (redeemahle afler g years) ar€r to be
iss{red as compensaiion for arrears of prelerenue djvidends_

(iv) Apple Ltd. to.elmburse liq!ldation expenses ofOrange Lt.i. for Rs.121100.

(v) Appje Ltd. decjded to adopt the Following valLies tor iangible assets aoquired viz.

Rs.i68000O .o. f;xeo assts

Rs.600000 for stocks

Rs.960000 lor rrad. debtors

(vi) Apple Ltd. immediately io discharge prei.erential credito.s jn cash

(vii) Apple Ltd 10 fully salisfy ,,other 
creditors,, liabilitv as under

Rs.720000 ir. cdsh

Rs 360000 in acceptance of a bitJ of exchange payable after 120 days
Rs.360000 is issue of 14% debentures (redeer abte after 5 year$)

(viii) The authorized capitar of Appre Ltd. wir be Rs.3000000 civi.Jed intc 15u00 1z%
cumulatjve pteference share of Rs.1C0 each and 15000 equity sha.es ot Rs.100
each.

(ix) The directors of Apple Ltd. have agreed to subscrjbe for 8400 equity shares ot
Rs.'100 each payable in fu|y, with appljcation

(x) Apple Ltd. decrded to pay - off bank overciraft lo the extent of Rs.240000 and thn
balance will be secured on fixed assels.

(xi) Preliminary expenses ofApp/e Lid. amounled to Rs.24000.

Assuming that all the above provisions of the scheme are fulfilied, you ara requir€d tc,

(a) ln the books of Orange Ltd

(i) Realizationaccount

(ii) Fq!ity shareholders Accouni
(iij) Preference Shareholders AccoLlnl

(b) (i) Jourriai entries (inctuding for cash items) iD the books ofApple _id.

(ii) Opening Balance sheet of Appte Lld.

(20 ll arks)



02, (i) The following is the balance sheet of Penta Ltd. as on 31 December 2006

Liabilities Rs Assets Rs

Aulhorized af d sLrbscribed capital:

20000, 1 2 a/" Non-Cumulative

Preference shares of Rs.10 each

10000 EqLlily shares of Rs.10 each,

Rs.9 pald

10000 Equily shares of Rs.10 each,

Rs.5 paid

6 percent Mortgage debentures

(ho ding a floating charge on al the

assels of ihe cornpany)

lnierest outstand ng on the debentures

Loan secured by hypothecat on of stock

Trade Creditors

Cred tors for salaries and wages

Liabilities for workmen s compensatiorl

Ow ng to government for telephone

and p!rchases

Owlng lo government for taxes

200000

90000

50000

100000

6000

40000

80000

15000

2000

2500

1000c

Land and Buildings

Plant and l\4achirery

Patenis

Stock

Sundry debtors

Cash at bank

lnveslments

Profit and loss Ar'c

'190000

'120000

10000

45000

90000

30000

40000

70500

595500 5S5500

The company wenl into volunlary liquidaiion on 1'r of January ?.007 and a lquidittor was

appointed with remuneration of 2 percer'rt of assets realzed urith the exoep{iol. of cash and 2

percent of lhe amount dlstrlbuled among Lrnsecured creditors other thalr preferential

creditors. The dvidend on preference shares was not paid for the year 2005 and 2006.

Stock realized Rs.30000 and the other assets excluding cash rea ized fis 400000. T'ne

expenses of liqLridal on were Rs 4450. All assets were Toa ized and Lraynrerrts rnade or 3tr'

ol J une 2007

Required:

Prepare lhe Liquidator's Final Slatement ofAcco!nl.

{10lr1ark$)



{ii)ABC Ltd hasan authorized equity capilal of Rs.2000000 div ded l']iosharesofRsl00each.
Ihe paid lrp capiial was Rs 1250000 Eesides lhls the Dompany had 9% Redeemable

Cumulalive Prefe;ence shares of Rs10 each for Rs.250000. Balances en ihe olher accounrs

werc: share premium Rs.18000 prcfit and loss Account Rs.72000 ard Cleneral Restrve
Rs.340000. lncluded in Sundry Asseis were ifvesimefts of the face value of Rs 300e0

carrled in the books at a cost of Rs.34000.

The cornpany decided to redeem the cumulaliv€r preference shares ai 107; prerrrium, I'arlly
by the issue of eqlty shares of the face value of Rs.1201r00 at a prerniufl of 10%.

lnvestments weTe sold al 105% of their face valLre. All prelerence shareholders v,/ere parcl olf

except 3 holders holding 250 shares. After redenrption oithe cuntulalive F,re{erence shares.

fully paid bonus shaaes were lssued n the iatio of 1:4

Required:

Give the necessary journal enlries bearing ir] mind ihat the directors wanlecj a minimunl

reducUon in free reseryes whie effecling the above iransactions. Working sho,Jld form pad.

of your answer.

(10 Marks)

(Total20 Marks)

03. The Balance Sheels ofa Parent companv, ll t-td, and its suirsidi.lry, S Ltd asat31 12.2006

are as follows.

General Reserve

Profit & Loss A/C

Cred tors

Bils Payable

Dvidend Payable

3C0000 15000(

110000

70000

30000

90000

70000

50000

30000

5000c

500000

75000

5000b

20000

115000

3500(

, 800c(

2500(

3500(

lnvesiment in shaaes of S

Stocks

Debtorc

Bills recei'/al'ie

Cash & Bank

80000(

Planf 8 i\,4achine J-.

40000

x30000t)
11

1300000 i 800000

Div dend Rece vdble



Additional lnformationi

H Ltd€cquired 40000 ordinary shares of Rs 10 eaoh in S Ltd on 0 i '07 2006

on 01.01.2006 S Ltd's Profit & Loss A/C showed a credit balance oi Rs'30000

and the General Reserve AIC showed a balance of Rs 50000

../Bils Receivable of H Ltd includes Rs 15000 accepted by S Ltq - '..

Debtors of H Ltd include Rs.25000 due from S Ltd

Stocks of H Ltd inclucle ooods purchasecl from S Ltd for Rs 2'6000' which

t
we'e in,/o ced bV S I lo at a p olit o 25 o D us cosl

At the date of acquisition S Ltd's Land & buildings and Pli nt & N'4achinery

were revalued at Rs.520000 and Rs 156000 respectively The

depreciation for Land and Buildings of both companies is being provided at

5% p.a on its book value, wllile they plovlde depleoatlon for ihe Plant alrd

Machinery, which were purchasecl on 01 01 2003' on stralght line basis at

1O% p a.

I

i

l

tv.

vt.

vii. During the current year S Ltd paid ordinary sl'rareholders a dividend of

Rs.20000 out of the profits earned befole jt was acquired by ll Lid and

proposed 10% cllvidend out of ihe profiis earned during the year enCed

31.12.2046.

Required:

Prepare the Consolldated Balance sheet as at 31 12 2006

(Show all the workings cLearly)

(20 L4arks)



04. The Trial Balances extracted as on 31.12.2006 frorn the books of accounts of the Head Office
.n Colo-rlbo and ils brarch ^ Lcw yo,h 

{ USA, a.e as totlors

_Y: 
- 

i corombo irelao offiCe - GrVoik BranCh
Dr.

(Rs.000) (Rs.0110) us $)

Cr.

US
CapiialAccouni

Profit & Loss Accolrr! 1.1 2006

Land and Bujtdjng

Plant and l\lach nery

Fumiiure and Fittings

Stocks as ai 1.1 2006

Goods received fronr HO

Goods sent to Branch

Sales

Administration expenses

Seiirng alrd Disldb!tion expenses

700

260

300

404

10N

80

800

48

32

20

3lt0

900

I Head Off/ce Cuffent Account

] 
Brancl current Accounr

i 
Debtors

I 
Cred lors

I 

cash and sank

Additional information:

1.Slocksasat31.122006(atcost): HeadOffice Rs.1OO0C0

Ne\^./ york Branch _ US $ 800
2. Depreciatjon on plant and l\,4achinery is to be provided al 10 % p.a at book value for

bolh the Head Office and the Branch.

3. Exchange Rates arei

i. When Plant & Alachrnery, and Furniiure & Fittings w,ere !r,Jrchased
1US$-Rs.gO

ii. On 1.1.20061 1 US g = Rs 105
i'i. On 31 12 2006. 1 US $ = Rs j.10
jv. Average raie for the year: 1 US $ = Rs.j00

275

160

85



Required:

1 Convert the Tnal Balances of the New York Branch into S rl Larkan Rupee curTency

2 Prepare the following in ihe columnar form fof Head C)flce, tsranch' Combined business

i TheTrading and profll and i-oss accounl for lhe year ended 31 122006

ii The Balance sheet as at 31 12 2006

iii. The Head Office Current accounl and the Branch current account

(20 Marks)

05. (l) On 1"' of January 2001 . XY Ltd acquirecl a mokrr car on hlre purchase from Dav d ll Peris

Company The terms of contract as folows;

1. The cash pr ce oi car was Rs 25 00'000

2. Rs 500,000 were to be peid on signing of the co tract

3. The balance was to be pald in fou. anrllral inslallrl1enls ol Rs 500 000

each Plus interest

4. lnterest chargeable on outstandlrlg balance l/as 10% p.a

5. Depreoiaiion on the molor car is to be provide.l at 1 0% p a using straighi

ine method

BecaLrse of financial difficulties of XY Ltcl, alter having paid Co\'vn paymenl and 2'u

instalment ai the efd of 3'd year colld noi pay ihe ihird insta lment lh-'refore the David &

Peris Company took the possess on of the car on 31.12.2003. The D:]v d & Pelis Company

after spencling Rs.55000 on repairs of lhls car sold it for Rs 1450000

Required:

Prepare the folowing,

a. David & Peris Company Account and the Car Account in the books of XY Ltd

b. XY Ltd Account and Goods Repossessed Accouni in the books ')f David & Perls Ltd.

(15 M6rks)
(ll) Ray & Company purchased a machine on h re pl- rchase system As per ierms they requi.ed

to pay Rs.lO00O0O on signing ofconlract as down paynrent The irLsiallmen I wefe as follows:

End of firsi year Rs 660000

End of second year: Rs 620000

End of third yeari Rs 580000

End of ioLrrth year: Rs.540000

The interest is to be chargeable on outstanding balances at I % p a

Required:

CalcLr ale the toial cash price oi ihe rnachine and interesl pa:d wlih e:lcl jnslar lmeni

(05 Marks)

{Total 20 Marks)


