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Section A: Financial Accounting
Answer all questions.

1 Read Source A1 in the insert.

(a) Explain two reasons why a factory profit is added in an income statement.

Additional information
After the preparation of the draft financial statements the following errors were discovered.

1 The rent expense, $60000, should have been split 70% factory, 10% distribution centre and
20% offices. In error it had been split 50% factory, 10% distribution centre and 40% offices.

2  An item of factory machinery, cost $50000, had been bought on 1 January 2019. This had
been recorded in error as office equipment. Factory machinery is depreciated at the rate of
20% per annum and office equipment at 10% per annum.

3 An error had occurred in counting the inventory of finished goods at the year end. The value
in the draft financial statements was based on an inventory of 5000 units but in fact there
were only 4000 units.

(b) Calculate for the year ended 31 December 2019:

(i) the correct value for the production cost of manufactured goods
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(c) Prepare for the year ended 31 December 2019:

(i) the corrected provision for unrealised profit account
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Additional information
One of the directors has suggested that the company should stop accounting for factory profit.

(d) Advise the directors whether or not they should stop accounting for factory profit. Justify your
answer.

[Total: 25]
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2 Read Source A2 in the insert.
(a) Prepare the statement of cash flows for the year ended 31 December 2019. (Ignore taxation.)
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(b) Explain how a premium on an issue of shares is dealt with differently in a statement of cash
flows as compared to the books of account of a company.

.............................................................................................................................................. [3]
(c) State three reasons why a company might prepare a statement of cash flows.
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.............................................................................................................................................. [3]

[Total: 25]

© UCLES 2020 9706/32/0/N/20 [Turn over



GradeMax
Accounting - 2020 - Oct/Nov - Paper 32 - QP - Cambridge

3 Read Source A3 in the insert.

(@) Suggest two items, purchased by a business, which could be included in its intangible assets.

(b) Prepare, showing the adjustments made during the merger on 1 January 2020,

(i) the capital account of Babak
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(c) Prepare the statement of financial position of the partnership immediately after the merger on
1 January 2020.
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Additional information

Whilst operating as sole traders both Alice and Babak maintained their books of account on a

manual basis. Babak has suggested that the partnership should use a computerised accounting
system.

(d) Advise Alice whether or not she should agree to using a computerised accounting system.
Justify your answer.

[Total: 25]
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4 Read Source A4 in the insert.

(a) Calculate the working capital cycle ratio. Round up your answer to the next whole day.

Additional information
The industry average for the working capital cycle ratio is 100 days.

(b) Compare your answer to (a) with the industry average. Suggest reasons for the difference.
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(c) Explain why having cash sales and cash purchases might affect the usefulness of the working
capital cycle ratio to the directors.

(d) Calculate the net working assets to revenue ratio.

Additional information
The industry average for the net working assets to revenue ratio is 21%.

(e) Compare your answer to (d) with the industry average. Suggest reasons for the difference.

Additional information
One of the directors has suggested offering cash discount to credit customers.

(f) Advise the directors whether or not the company should start offering cash discount to credit
customers. Justify your answer.

[Total: 25]
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Section B: Cost and Management Accounting
Answer all questions.
5 Read Source B1 in the insert.

(a) State three factors which might affect the accuracy of a sales budget.

Additional information

It is the policy of WJ plc to keep an inventory of finished goods sufficient to meet the budgeted
sales for the first week of the coming period.

(b) Prepare the production budget (in units) for each of the periods 1 to 3.
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Additional information
Each unit of production requires five kilos of raw material. It is the policy of the company to keep
an inventory of raw material sufficient for the production process for the first two weeks of the
coming period.
The raw material costs $10 per kilo.
(c) Prepare the purchases budget for both period 1 and period 2:

(i) inkilos

(ii) in dollars.
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Additional information

One of the directors has made two suggestions to increase profits.

Suggestion 1 to continue to use the same supplier of raw materials but to buy a
lower quality of raw materials

Suggestion 2 to continue to buy the same quality of raw materials but to use a
cheaper supplier

(d) Advise the directors whether or not they should accept either of these suggestions. Justify
your answer. Ignore the effect on variances.

[Total: 25]
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6 Read Source B2 in the insert.
(a) Calculate for the month of March:

(i) the amount of direct materials used (in kilos)

...................................................................................................................................... [3]
(ii) the amount paid per kilo for the direct materials
...................................................................................................................................... [3]
(iii) the labour rate variance
...................................................................................................................................... [2]
(iv) the labour efficiency variance
...................................................................................................................................... [2]
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(v) the actual profit.

profit.
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(c) Name two other variances which the directors could calculate if they wished to do further
analysis of the change in the fixed overheads.

(d) Suggest one reason for the company’s:

(i) materials price variance

[Total: 25]
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