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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

Valence plc is a manufacturing company. The following trial balance has been extracted from the enterprise’s financial records:
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Trial balance  at 31 December 2006

£m

£m

Administrative expenses

300

     

 

Cash and cash equivalents

400

     

 

Corporation tax

70

       

 

Cost of sales

5,000

  

 

Deferred tax

1,300

  

 

Distribution costs

600

     

 

Dividend paid

1,200

  

 

Interest

320

     

 

Interest-bearing borrowings (repayable 2016)

5,200

  

 

Inventories as at 31 December 2006

240

     

 

Plant and equipment - cost

3,000

  

 

Plant and equipment - depreciation to date

1,300

  

 

Property - cost or valuation

22,000

 

Property - depreciation to date

4,800

  

 

Retained profit brought forward

5,600

  

 

Sales

10,100

 

Share capital

5,500

  

 

Trade payables

120

     

 

Trade receivables

930

     

 

33,990

 

33,990

 

 


(i) The balance on the corporation tax account is the amount remaining after settling the tax provision for the year ended 31 December 2005. 

(ii) The directors have estimated the tax charge for the year at £520m.

(iii) The provision for deferred tax should be increased by £22m.

(iv) The figure for cost of sales includes depreciation on property of £500m and depreciation on plant and equipment of £400m. There were no additions or disposals of non-current assets during the year.
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(v) Valence plc shows its property, plant and equipment at cost less depreciation. The trial balance figures for property include a factory that cost £200m with depreciation to date of £10m. The factory’s market value is £150m. The directors estimate the net present value of the cash flows likely to be generated by the factory at £110m.

(vi)
The company has been informed of a compensation claim from an employee who was injured in an industrial accident. The company’s lawyers are not yet in a position to recommend an offer for settlement or to predict the size of any damages awarded by the courts. The sum involved is, however, expected to be material.

Requirement:

Prepare Valence plc’s income statement and statement of changes in equity for the year ended 31 December 2006 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

Hold plc acquired 80% of Sub plc’s £1 ordinary shares three years ago. The balance on Sub plc’s retained profits at that date was £1,500,000. Sub has not issued any shares since that date. The balance sheets for the two companies were as follows as at 31 December 2006:
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Non-current assets

Tangible

15,460

 

 

9,000

   

 

Investments

8,500

   

 

-

       

 

23,960

 

 

9,000

   

 

Current assets

Inventories

1,800

 

 

770

    

 

Trade receivables

1,000

 

 

650

    

 

Bank

450

    

 

-

     

 

3,250

   

 

1,420

   

 

27,210

 

 

10,420

 

 

Equity and liabilities

Equity

Ordinary shares

10,000

 

 

2,500

   

 

Retained profits

15,000

 

 

4,500

   

 

25,000

 

 

7,000

   

 

Non-current liabilities

Loans

1,000

   

 

500

      

 

Current liabilities

Trade payables

800

    

 

2,000

 

 

Taxation

410

    

 

520

    

 

Overdraft

-

     

 

400

    

 

1,210

   

 

2,920

   

 

27,210

 

 

10,420

 

 

 

Hold plc

Sub plc


1.
Hold plc’s investments comprise the cost of its investment in Sub plc.

2.
Hold plc sold goods to Sub plc for £140,000 during the year. These were transferred at a mark up of 40% on cost. Three quarters of these goods remained in Sub plc’s closing stock at 31 December 2006.

3.
The group insists that all inter company creditor balances are settled prior to the year-end in order to facilitate the consolidation procedures. However a cheque for £10,000 from Sub plc to Hold plc was not received until after the year end. Inter-company balances are included in trade payables and receivables as appropriate.

Required:

(a)
Prepare the consolidated balance sheet of the Hold Group as at 31 December 2006.

20 marks

(b)
The directors of Hold plc are debating the issues associated with segmental reporting for the group. 


Explain the importance of segmental reporting with respect to a multinational group of companies and identify the main problems that have to be overcome in preparing a segmental report.

10 marks

(Total 30 marks)
Section B – answer TWO questions

Question 3

Discuss the difficulties associated with developing a workable conceptual framework for financial reporting.

20 marks

Question 4

The images of accountants in the popular press and the manner in which they are portrayed in film and on television are generally unflattering.

Explain whether this matters.

20 marks

Question 5

It has been suggested that the balance sheet figure for deferred tax is a meaningless figure. Explain whether you agree with this assertion.

20 marks

Question 6

Discuss the merits of the proposal to change the focus in measuring company performance from profit or loss to changes in wealth.

20 marks
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		Valence plc

		Trial balance  at 31 December 2006

				£m		£m

		Administrative expenses		300

		Cash and cash equivalents		400

		Corporation tax				70

		Cost of sales		5,000

		Deferred tax				1,300

		Distribution costs		600

		Dividend paid		1,200

		Interest		320

		Interest-bearing borrowings (repayable 2016)				5,200

		Inventories as at 31 December 2006		240

		Plant and equipment - cost		3,000

		Plant and equipment - depreciation to date				1,300

		Property - cost or valuation		22,000

		Property - depreciation to date				4,800

		Retained profit brought forward				5,600

		Sales				10,100

		Share capital				5,500

		Trade payables				120

		Trade receivables		930

				33,990		33,990
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				Hold plc				Sub plc

				£000		£000		£000		£000

		Non-current assets

		Tangible				15,460				9,000

		Investments				8,500				- 0

						23,960				9,000

		Current assets

		Inventories		1,800				770

		Trade receivables		1,000				650

		Bank		450				- 0

						3,250				1,420

						27,210				10,420

		Equity and liabilities

		Equity

		Ordinary shares				10,000				2,500

		Retained profits				15,000				4,500

						25,000				7,000

		Non-current liabilities

		Loans				1,000				500

		Current liabilities

		Trade payables		800				2,000

		Taxation		410				520

		Overdraft		- 0				400

						1,210				2,920

						27,210				10,420
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