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QUALIFYING EXAMINATION


	Advanced Financial Accounting and Reporting



	Date
	:
	23 September 2003



	Time
	:
	2.30 pm – 5.30 pm (3 hours)




	INSTRUCTIONS TO CANDIDATES:

______________________________________________________________

This question paper contains 5 questions on 10 printed pages.

______________________________________________________________

This paper is divided into two sections.

Section A:  ONE question only and MUST be answered.

______________________________________________________________

Section B:  Answer any THREE questions.

______________________________________________________________

Do not open this paper until instructed by the invigilator
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SECTION A:  This question is COMPULSORY and must be attempted.

Question 1

Given below are the balance sheets of House, Sand and Brick as at 31 December 2003:

	
	House

RM’000
	
	Sand

RM’000
	
	Brick

RM’000
	

	Non-current assets

Property, plant and equipment

Investments
	16,100

14,000

30,100


	
	8,400

1,820

10,220


	
	8,550

510

9,060


	

	Current assets

Inventory

Accounts receivable

Bank

Total assets
	1,660

1,040

480

3,180

33,280
	
	680

580

Nil

1,260

11,480


	
	600

300

150

1,050

10,110


	

	Capital and reserve

Ordinary shares of RM1 each
	10,000
	
	3,600
	
	3,000
	

	Reserves:
	
	
	
	
	
	

	Accumulated profits b/f

Profit for the year
	12,000

8,600

30,600


	
	2,800

1,600

8,000


	
	4,500

1,800

9,300


	

	Non-current liabilities

8% Loan note

10% Bonds
	1,000

Nil
	
	Nil

500
	
	Nil

Nil


	

	Current liabilities

Accounts payable

Taxation

Overdraft

Total equity and liabilities
	1,240

440

Nil

1,680

33,280


	
	2,120

500

360

2,980

11,480


	
	750

60

Nil

810

10,110


	


The following information is relevant:

(1) House, a public company acquired 80% of Sand’s ordinary shares paying RM3 per share on 1 January 2001 when the accumulated profits of Sand were RM 2 million.  On February 2001 Sand declared and paid a gross ordinary dividend of  RM350,000 for the year 2000.  House credited its income statement with its share of the dividend received.  Dividends were declared gross but paid net of tax of 28%.

(2) On 1 January 2002, House acquired 60% of the 10% bonds issued by Sand paying RM300,000.

(3) House acquired one third (1/3) of the issued ordinary share capital of Brick on 1 July 2002.  House paid RM4 million to acquire the shares.  House is able to exert significant influence over Brick.

(4) On 1 January 2001, a piece of land of Sand had a fair value of RM240,000 in excess of its book value.  The value this land had not changed since acquisition.  On 1 January 2001 Sand was successful in applying for a six-year licence to dispose of hazardous waste.  The licence was granted by the  government at no extra cost.  However, House estimated that the licence was worth RM360,000 at the date of acquisition.  Sand had undertaken this operation since 1 January 2001.

(5) During 2002, House sold goods to Sand for RM260,000.  Two thirds of these goods were still in inventory of Sand at 31 December 2002.  In November 2002 House sold inventory for RM130,000 to Brick and Brick has not sold any of these inventory.   House transfers inventory to Sand and Brick at a mark up of 30% on cost.

(6) As at the end of the year, Sand had not provided for the second half-year interest on the 10% Bonds.

(7) Included in accounts payable of Sand was an amount of RM70,000 due to House.  However, House has factored without recourse, RM40,000 of these accounts receivable.

(8) The group accounting policy for goodwill is to write it off on a straight-line basis over a period of five years with a proportionate charge where it arises part way through an accounting period.

(9) Assume that income and expenses accrue evenly throughout the year.

Required:

a) Prepare the consolidated balance sheet of House Group as at 31 December 2002.

(20 marks)

b) Suggest reasons why a parent company may not wish to consolidate a subsidiary company and describe the circumstances in which non-consolidation of subsidiaries is permitted by Malaysian Accounting Standards.

(5 marks)

(Total:  25 marks)

SECTION B:  Attempt ANY THREE questions.

Question 2

The following trial balance relates to Indramas at 30 June 2003:

	
	RM’000
	
	RM’000

	Sales revenue (Note 1)

Inventory 30 June 2003

Cost of sales

Operating expenses (Note 2)

Loan note interest paid

Interim dividends

Investment income (net)

Freehold land – revalued 30 June 2000

Building – cost

Plant and equipment – cost

Research and development (Note 3)

Investments – at valuation

Accumulated depreciation 30 June 2003:

     Building

     Plant and equipment

Tax paid

Trade accounts receivable

Bank

Trade accounts payable

Deferred tax 1 July 2002

Ordinary shares of 25 sen each

12% Loan notes (issued 1 July 2002)

10% Redeemable preference shares

Share premium

Revaluation reserve – freehold land

Accumulated profits 1 July 2002
	13,000

75,000

16,000

2,400

2,520

10,000

90,000

49,800

22,500

8,000

4,500

17,700

500

311,920


	
	150,000

720

20,000

19,800

8,500

1,680

50,000

40,000

10,000

2,000

3,000

6,220

311,920




The following notes are relevant:

(1) Included in the sales revenue is RM12 million, which relates to sales made to customers under sales or return agreements.  The expiry date for the return of these goods is 31 July 2003.  Indramas has charged a mark-up of 20% on cost for these goods.

(2) Operating expenses include lease rental of RM800,000 paid on 30 June 2003.  It is the first of the five annual payments in arrears for the rental of an item of equipment that has a cash purchase price of RM 3 million. The auditors have advised that this is  a finance lease and have calculated that the implicit interest rate in the lease is 10% per annum.  The economic life of the equipment is five years.

(3) The research and development costs represent the amounts deferred in previous years in respect of the development of a new product.  Unfortunately, during the current year the company has decided not to proceed with this project.  The directors are of the opinion that writing off the development expenditure, as opposed to its previous deferment, represents a change in accounting policy and therefore wish to treat the write off as a prior year adjustment.

(4) The freehold land was revalued to RM8 million and the directors want to incorporate the fair value in the accounts.

(5) Income tax expense to be charged in the income statement is RM5 million (inclusive of tax credit on dividend income and current year deferred tax increase).  Temporary differences (related to the difference between the tax base of plant and its balance sheet written down value)  on 1 July 2002 and on 30 June 2003 were RM6 million and RM7 million respectively.  Ignore deferred tax on the property revaluation.

(6) The interim dividends paid include half of the full year’s preference dividend.  On 5 June 2003 the directors declared a final preference dividend.  The directors intend to propose a final ordinary dividend of 6 sen (less tax) at the Annual General Meeting.  Dividends are paid net of tax.

(7) Tax rate is 28%.

Required:

Prepare the following statements for the year to 30 June 2003:

(i) Income Statement

(ii) Statement of Changes in Equity; and

(iii) Balance Sheet as at 30 June 2003.

(Notes to the financial statements are not required)

(Total:  25 marks)
Question 3

Set out below is the accounts of Utama Bhd for the year ended 31 December 2002.

(a) Income Statement for the year ended 31 December 2002

	
	RM’000

	Sales

Cost of sales

Gross profit

Operating expenses

Operating profit

Investment income (gross)

Interest expense

Profit before tax

Taxation

Profit after tax
	24,000

(12,000)

12,000

(6,800

5,200

400

(600)

5,000

(1,720)

3,280




(b)        Balance Sheets as at 31 December

	
	2002

RM’000
	
	2001
RM’000

	Non-current assets (Note 1)

Investment
	8,800

2,000

10,800


	
	4,000

1,800

5,800

	Current assets

     Inventory

     Accounts receivable (Note 2)

     Cash

Current liabilities (Note 3)

Long term liabilities (Note 4)

Share Capital and Reserves

     Share capital

     Reserves
	3,000

2,400

400

5,800

(3,200)

2,600

13,400

(2,740

10,660

2,600

8,060

10,660


	
	2,400

1,600

600

4,600

(2,200)

2,400

8,200

(1,600)

6,600

2,000

4,600

6,600




(c)                        Statement of Changes in Equity

	
	Ordinary Shares
	
	Preference Shares
	
	Share Premium
	
	Capital Redemption Reserve
	
	Retained Profits



	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000

	At 1 January 2002

Issue of new shares

Expenses on issue

Redemption

Premium on redemption

Transfer

Profit for the year

Dividends

At 31 December 2002
	1,600

800

2,400


	
	400

(200)

200


	
	960

840

(20)

(40)

1,740


	
	600

200

800


	
	3,040

(200)

3,280

(600)

5,520




Note 1

	Non-current assets


	RM’000

	Net book value at 1 January 2002

Additions

Net book value of disposals

Depreciation charge for the year

Net book value at 31 December 2002
	4,000

6,200

(800)

(600)

8,800




RM3,900,000 of the non-current assets additions were acquired under finance leases.  Non-current assets disposal comprised assets sold during the year for RM500,000 cash and RM200,000 trade-in allowance against new non-current assets.

	Note 2

Accounts receivable
	2002

RM’000
	
	2001

RM’000



	Trade receivables

Dividends receivable

Tax recoverable
	2,340

60

Nil

2,400


	
	1,500

Nil

100

1,600




	Note 3

Current liabilities
	RM’000
	
	RM’000



	Obligations under finance lease

Overdraft

Trade payables

Tax payable

Dividends

Accruals for interest and finance charges
	480

Nil

2,160

200

240

120

3,200


	
	800

520

720

--

120

40

2,200




	Note 4

Long term liabilities
	RM’000
	
	RM’000



	Obligations under finance lease

Deferred tax liability

Employee Retirement Benefit
	1,940

500

300
	
	1,200

200

200


Retirement benefits paid during the year amounted to RM160,000.

Note 5

Tax rate is 28%.

Required:

(a)
(i)
Prepare the cash flow statement for Utama Bhd for the year ended 31 December 2002, in accordance with MASB 5, using the direct method.

(ii) Prepare a statement reconciling the profit before tax as per the income statement to the cash flow from operations.








(20 marks)

(b) Comment briefly on the financial position of Utama Bhd as portrayed by the information in the cash flow statement.

(5 marks)

(Total:  25 marks)

Question 4

(a) MASB 23 Impairment of Assets issued by the Malaysian Accounting Standards Board became effective on 1 January 2002.  The Standard puts in place for the first time in Malaysia, a standard for impairment of assets and defines impairment losses as the amount by which the carrying amount of an asset exceeds its recoverable amount.

Required:

(i)
Describe the indications that an asset may be impaired in accordance with MASB 23.


(7 marks)

(ii) Define recoverable amount and explain the measurement of recoverable amount in accordance with MASB 23.

(8 marks)

(b) An item of equipment was acquired on 1 January 2000 for RM5 million. The useful life of the equipment was estimated to be 5 years.  On 31 December 2000, the equipment showed conditions of impairment.  An estimate of recoverable amount was carried out which indicated that the selling price of the equipment was RM2.7 million, the expected decommission and transportation cost was RM0.1 million and the estimated present value of the future economic benefits was RM2.8 million.  Due to sudden surge in the demand for the product manufactured by this equipment, the recoverable amount based on value in use is expected to be RM4 million as at 31 December 2002.

Required:

Show extracts of income statement and balance sheet for each of the years ending 31 December 2000 to 2004.

(10 marks)

(Total:  25 marks)

Question 5

(a) The overriding requirement of a company’s financial statements is that they should represent faithfully the transaction and events that have occurred.  Therefore, transactions and events have to be accounted for in terms of their substance rather than their legal form.  This principle is included in the MASB’s proposed Framework for the Preparation and Presentation of Financial Statements and in particular MASB 10 Leases.

Required:

Describe why it is important that substance rather than legal form is used to account for transactions, and describe how financial statements can be adversely affected if the substance of transaction is not recorded.


(8 marks)

(b) On 1 July 2002 Timber Products had a stock of cut timber valued at RM18 million which was not fully seasoned and would require a few years before the stock could be sold to furniture makers.  Timber Products entered into an agreement with Cam Financiers to sell the timber for RM20 million with the understanding that Timber Products will buy back the timber in three years’ time (on 30 June 2005) for RM24 million.  Timber Products intends to sell the timber for RM30 million on the same date it repurchases from Cam Financiers.  The current interest rate is 6.4%.   The year end of Timber Products is 30 June.

Required:

Assuming that the transactions take place as expected, prepare extracts of the Income Statement for the years to 30 June 2003, 2004 and 2005 and the Balance Sheet at those dates to reflect the recording of the transactions based on:

(i) their legal form; and

(ii) their substance.

Comment briefly on the results of the two methods above.

(10 marks)

(c) On 1 July 2000, Warna acquired a plant costing RM1 million which was depreciated on a straight-line basis.  The estimated economic life of the plant was determined to be 10 years.  On 1 July 2002 Warna sold the plant for RM1 million to Leasing Sdn. Bhd. and immediately leased it back.   The lease was non-cancelable and allowed Warna to use the plant for the rest of its economic life and to make 8 equal installments of RM150,000 beginning 1 July 2003.  The implicit interest rate was 11% per annum.

Required:
(i) How should the above situation be treated by Warna?  Substantiate your answer.

(ii) Prepare the extract of the Income Statement for the year ended 30 June 2003.

(7 marks)

(Total:  25 marks)
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