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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40207 Accounting 4

	Monday 22nd August 2005
	9.30am – 11.30am    2 hours


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

L is a company which manufactures protective clothing and overalls for sale to specialist retailers. The following trial balance has been extracted from the company’s financial records:
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Trial balance  at 30 June 2005

£m

£m

Accumulated profits

38

      

 

Administration salaries

22

      

 

Bank

45

      

 

Cost of sales

208

    

 

Distribution costs

51

      

 

Dividend

96

      

 

Equipment - cost

46

      

 

Equipment - depreciation

14

      

 

Interest paid

5

        

 

Inventory as at 30 June 2005

16

      

 

Loans (repayable 2015)

76

      

 

Plant - cost

290

    

 

Plant - depreciation

99

      

 

Property - cost

534

    

 

Property - depreciation

178

    

 

Revenue

755

    

 

Share capital

100

    

 

Share premium

60

      

 

Taxation 

10

      

 

Trade payables

13

      

 

Trade receivables

57

      

 

Warranties

27

      

 

1,370

 

 

1,370

 

 

 


(i) The company gives a three year warranty on all of its products. The balance on the warranties account represents the provision for future warranty costs as estimated at 30 June 2004. The balance as at 30 June 2005 should be modified to £35 million.

(ii) There was a fire at the company’s premises during the year ended 30 June 2005. The directors have been notified of the following claims arising from this:

· A group of employees was seriously injured. Their lawyers have lodged claims totalling £2m. The company’s lawyers have advised the directors to settle for this amount as soon as possible. It is unclear whether such a settlement will be reached within the next year.

· Close relatives of the injured employee have lodged a claim for £1m in respect of post traumatic stress associated with the incident. The company’s lawyers have advised the company to contest this claim, despite the fact that the courts have been known to make awards in respect of such claims. 

(ii) Plant which had cost £42 million was sold at its book value of £23 million during the year. New plant was purchased for £55m. These transactions have been included in the above figures. There were no other transactions involving fixed assets.

(iii) Depreciation for the year has still to be charged as follows:

Property
 
2% of cost

Equipment 
25% reducing balance

Plant

25% reducing balance

A whole year’s depreciation is charged in the year of acquisition and none in the year of disposal.

(iv) The directors have estimated the tax charge for the year at £30m. The balance on the taxation account is the amount remaining after settling the liability for the year ended 30 June 2004.

Requirement:

Prepare L’s profit and loss account for the year ended 30 June 2005 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, a statement of recognised gains and losses or a statement of changes in equity. 

(30 Marks)

Question 2

L (the same company as in question 1) has never revalued its land and buildings. The directors are unsure whether they should adopt a policy of doing so. They are concerned that IAS 16 Property, Plant and Equipment has an “all or nothing” approach which would impose a duty on them to maintain up to date valuations in the balance sheet for all land and buildings into the indefinite future. They are also concerned that the introduction of current values will make the accounting ratios based on their balance sheet appear less attractive to shareholders and other users of the financial statements.

(a)
Explain why IAS 16 requires those companies who revalue fixed assets to revalue all of the assets in the relevant classes and why these valuations must be kept up to date.

(10 marks)

(b)
Explain whether it is logical for IAS 16 to offer companies a choice between showing all assets in a class at either cost less depreciation or at valuation.

(6 marks)

(c)
The directors have commissioned an independent valuation of the property as at 30 June 2005. The findings from this report are summarised below:

	
	Cost (£m)
	Depreciation to date (£m)
	Valuation (£m)
	Comments

	Factory A
	250
	70
	160
	This factory has been well maintained, but is located in an area where industrial property prices have been depressed by market conditions.

	Factory B
	150
	60
	120
	This factory is in an area that has benefited from growth in the local economy driving up property prices. 

	Factory C
	134
	48
	40
	This factory has been badly maintained for several years and its valuation reflects the deterioration that has arisen because of this. 

	
	534
	178
	
	


Calculate the figures that would appear in the L’s financial statements in respect of Property if the company opts to show the factories at their valuation. You should indicate where these figures would appear, but you are NOT required to prepare any detailed notes in a form suitable for disclosure.

(10 marks)

(d)
Explain how the revaluation of fixed assets is likely to affect the interpretation of the company’s financial statements, explaining whether the company will appear stronger or weaker. 

(4 marks)

(Total:  30 marks)

Section B – answer TWO questions

Question 3

The definition of a subsidiary company is complicated because holding companies have traditionally excluded a number of their subsidiaries from the consolidated financial statements. 

Explain why holding companies might wish to exclude a subsidiary and explain how IAS 27 Consolidated Financial Statements and Accounting for Investments in subsidiaries reduces the risk of them doing so.
(20 marks)

Question 4

Describe the role of academic research in accounting.

(20 marks)

Question 5

At the time of its introduction, it was argued that the requirement to capitalise assets acquired under finance leases would lead to the collapse of many companies. 

Explain how such a belief could have arisen and whether it would have been better to have avoided capitalising leases because of it.

(20 marks)

Question 6

The presentation and disclosure requirements of companies’ annual reports are laid down by law. Explain whether this means that the preparation of a set of financial statements for publication is a mechanical process.

(20 marks)
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		L

		Trial balance  at 30 June 2005

				£m		£m

		Accumulated profits				38

		Administration salaries		22

		Bank		45

		Cost of sales		208

		Distribution costs		51

		Dividend		96

		Equipment - cost		46

		Equipment - depreciation				14

		Interest paid		5

		Inventory as at 30 June 2005		16

		Loans (repayable 2015)				76

		Plant - cost		290

		Plant - depreciation				99

		Property - cost		534

		Property - depreciation				178

		Revenue				755

		Share capital				100

		Share premium				60

		Taxation				10

		Trade payables				13

		Trade receivables		57

		Warranties				27

				1,370		1,370
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