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3 Porridge Lid’s Balance Sheet at 51 March 2003 was as follows:
’ $000 $000 $000
Fixed assets
Land and buildings 950
Plant and machinery _ 535
1485
Current assets
Stock 254
Debtors : - 346
Bank 280
, 880
Creditors: amounts falling due within one year
Trade creditors 833
10% debentures 2002/2003 300 633
247
1732
Share capital and reserves
Ordinary shares of g1 900
Profit and Loss Account _832
1732
On 1 April 2003, before any further transactions had taken place, Porridge Ltd acquired the
partnership business of Korre and Flaikes. The partnership Balance Sheet at 31 March 2003 was
as follows: '
3000 5000
Fixed assets =
_ Land ang builaings 100 m ey
Plant and machinery 186 x z ae
Current assets gu 4]
Stock 100 O =7 15
Debtors 94 m " ;i:'
Bank _46 TS .
& <
T
! S =40 Z =y
Current liabilities h “N<
Creditors 86 154 g:-’i
440 ) EEE
Long term liability x o<z
Loan from Korne at 12 io; per annuim 100 O e
Q .
340 O zZr:o
a LU
Financed by capital accounts: Korne 200 m '2
Flaikes 140 o
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‘ Further information:

1. The assets and current liabilities were taken over at the following valuations:

$000
Land and buildings 145
Plant and machinery 115
Stock 85
Debtors , 70
Creditors 92

2. Korne received sufficient 10% Convertible Loan Stock to ensure that he continued to receive
the same amount of interest annually as he had received as a partner. The terms of this issue
give Kome the option to have the debenture stock converted to ordinary shares in Porridge
Ltd on 1 June 2005 at $1.50-per share.

3. The balance of the purchase price was settled by the allocation of 200 000 shares in Porridge
0 Ltd to Korne and Flaikes at $1.28 per share.

4. Immediately following the acquisition of the partnership, Porridge Ltd redeemed its 10%

debentures 2002/3 at a premium of 4%. In order to preserve the capital structure of the
company, a reserve equal to the amount of the debentures redeemed was created.

REQUIRED

(a) Porridge Ltd’'s Balance Sheet as it appeared immediately after it had acquired the partnership
and redeemed the 10 debentures. (Show all workings.) [16]

Kore and Flaikes' summarised Profit and Loss Account for the year ended 31 March 2003 was

as follows:
S
Turnover 334410
Variable expenses (133764)
o Fixed expenses (156 000)
" Net profit 44646

The directors of Porridge Lid have prepared a budget for the former partnership business which
should produce a return of 25% on the amount invested in the year ending 30 March 2004.

REQUIRED

(b) Calculate the turnover required to produce a return of 25% on Porridge Ltd’s investment in
the partnership. [12]

The profitability of Korne and Flaikes’ business is sensitive to changes in revenue and expenses.
The directors do not wish the accounting rate of return to fall below 20%.

REQUIRED

(c) Calculate the percentage change (to the nearest whole number) in turnover which would
500 result in the return on investment being only 20% compared with the turnover in (b). [6]

[Turn over
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Korne is planning the future for his investments

Required:

(d) (i)  Advise Korne whether he should exercise his option to convert his debenture stock on 1 June 2005 into ordinary shares in Porridge  Ltd if the price of the shares on that date is $1.75.

(ii) State the effect that this conversion would have on the balance sheet of the company. 
	                                                     Porridge Ltds
	
	
	

	Balance Sheet as at 31 March 2003
	
	
	
	

	
	
	
	
	
	$
	$
	$

	Fixed Assets
	
	
	
	
	
	

	Land and Building( 950+145)
	
	
	
	1095
	

	Plant and Machinery (535+115)
	
	
	
	650
	

	
	
	
	
	
	
	
	1745

	Current Assets
	
	
	
	
	
	

	Stock (254+85)
	
	
	
	
	339
	

	Debtors(346+70)
	
	
	
	
	416
	

	Bank(280+46-312)
	
	
	
	
	14
	

	
	
	
	
	
	
	769
	

	Current Liabilities
	
	
	
	
	
	

	Creditor (333+92)
	
	
	
	
	425
	

	Working Capital
	
	
	
	
	
	344

	
	
	
	
	
	
	
	2089

	Finance By
	
	
	
	
	
	

	Ordinar Share of $1
	900+256)
	
	
	
	1156
	

	Share Premium
	
	
	
	
	84
	

	Profit and loss(832-71-25-12)
	
	
	
	724
	

	Add longterm Liabilities
	
	
	
	
	

	Loan from Korne 
	
	
	
	
	125
	

	
	
	
	
	
	
	
	2089

	
	
	
	
	
	
	
	

	Working 
	
	
	
	
	
	
	

	                                                        Revaluation Account
	
	

	
	
	
	$
	
	
	
	$

	Plant  and Machinery
	
	71
	Land and Building
	
	45

	Stock
	
	
	15
	
	
	
	

	Debtors
	
	
	24
	
	
	
	

	Creditors
	
	
	6
	Loss on Revaluation
	
	71

	
	
	
	116
	
	
	
	116

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


