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	Thursday 9th August 2007
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There are SIX questions in all

Answer BOTH questions in Section A

AND

ANY TWO questions from Section B

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

Invigilators may require calculators to be reset
Section A – answer BOTH questions

Question 1

V plc imports electronic goods and resells these to large retail organisations. 

The company’s trial balance as at 30 September 2007 is as follows:
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£000

Administration staff salaries

220

           

 

Bank

90

             

 

Computer network - cost

900

           

 

Computer network - depreciation

200

           

 

Delivery vehicles - cost

700

           

 

Delivery vehicles - depreciation

280

           

 

Dividend paid

375

           

 

Inventory as at 30 September 2006

480

           

 

Legal fees and damages

270

           

 

Loan - repayable 2012

630

           

 

Loan interest

40

             

 

Purchases

1,300

        

 

Retained profits

1,805

        

 

Sales

9,800

        

 

Sales commissions

180

           

 

Share capital

1,110

        

 

Sundry administration expenses

85

             

 

Sundry distribution costs

310

           

 

Taxation

45

             

 

Trade payables

340

           

 

Trade receivables

520

           

 

Warehouse and delivery wages

350

           

 

Warehouse premises - cost

9,100

        

 

Warehouse premises - depreciation

800

           

 

14,965

      

 

14,965

      

 

   


(i)
The closing stock was counted on 30 September 2007 and was valued at £520,000.

(ii)
The legal fees and damages were paid in settlement of a claim against V plc. A wiring fault in a compact disk player had caused a fire in a customer’s store. This is the first time that such an event has occurred. V plc has introduced safety checks on new products which will prevent any recurrence of this accident.

(iii)
The loan of £630,000 was taken out during August 2007 to pay for the additional stocks which were purchased in advance of the seasonal increase in sales. While the loan was formally repayable in the year 2012, the loan agreement provided that the company could repay it at any time without penalty. The directors actually repaid the loan in full at the end of October 2007.
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(IF YOU WISH TO SEE THE WHOLE OF QUESTION 1 SUMULTANEOUSLY THEN YOU MAY DETACH PAGES 1 AND 3 FROM THE EXAM PAPER AND THEM BESIDE ONE ANOTHER.)

(iv)
The tax charge for the year has been estimated at £1,900,000. The balance on the taxation account is the amount remaining after the settlement of the liability for the year ended 30 September 2006.

REQUIRED:

Prepare V plc’s income statement and statement of changes in equity for the year ended 30 September 2007 and its balance sheet as at that date. These should be in a form suitable for publication and should be accompanied by notes as far as you are able to prepare these from the information provided. 

You are NOT required to prepare a statement of accounting policies or a statement of recognised gains and losses. 
30 Marks

Question 2

A shareholder has raised the following questions at the annual general meeting of Hold Group:
(i)
“I have obtained the annual reports of the individual companies in the group. Their combined turnover is far greater than the group turnover according to the consolidated income statement. How can this be?”
(ii)
“There is substantial goodwill on the group accounts arising from the acquisition of subsidiaries. Why doesn’t the group capitalise other sources of goodwill, such as customer loyalty or brand recognition?”

(iii)
“During the year the company wrote off a great deal of money on the impairment of the Freemont factory complex. That is despite the fact that there was a larger gain on the revaluation of property owned by the group. Why couldn’t the gain be offset by the impairment?” 

(iv)
“Why was the loss due to impairment treated as an expense in the income statement and not debited to revaluation reserve?”
(v)
“Why is there a reference to a contingent liability in the financial statements? Surely that is giving information to the person who is claiming damages from us?” 

REQUIRED:

(a)
Explain why each of the matters (i) to (v) has been accounted for in the manner described by the shareholder, making references to any accounting standards and accounting concepts that you consider to be appropriate. 

20 marks

(b)
Explain why it might be difficult for a financially literate and intelligent shareholder to obtain a full understanding of the performance of a company from a typical annual report.

10 marks

(Total 30 Marks)
Section B – answer TWO questions

Question 3

The definitions of assets and liabilities have been carefully phrased so that there is no need to ‘own’ an asset, nor for there necessarily be anything ‘owed’ in order to create a liability for accounting purposes.

Explain why these definitions have been phrased in such a way.  

20 marks

Question 4

Explain whether it would be desirable for the government to take a more active role in the regulation and management of accounting.
20 marks

Question 5

Discuss the difficulties of reading and understanding a set of consolidated financial statements.

20 marks

Question 6

It has been suggested that the valuation of closing stock is one of the most complex exercises associated with preparing a set of financial statements. 

Explain why it might be difficult to value closing stock.

20 marks
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