

Advanced Financial Accounting and Reporting


ADVANCED FINANCIAL ACCOUNTING AND REPORTING
SUGGESTED SOLUTION

1 
	
	
	Apple Group
	
	
	
	

	Draft Consolidated Income Statement for the year 31 December 2003
	RM'000
	

	Revenue
	
	
	(1,300+900-120)
	
	2,080.00 
	

	cost of sales
	
	(530+740-120+12)
	
	(1,162.00)
	

	Gross profit
	
	
	
	918.00 
	

	Other operating income
	(77.5+40-10)
	
	107.50 
	

	Goodwill amortisation
	
	
	
	(5.00)
	

	Distribution costs
	
	(90+20)
	
	(110.00)
	

	Administration expenses
	(110+60-10)
	
	(160.00)
	

	Profit from operations
	
	
	
	
	750.50 
	

	Finance cost
	
	(230+20+20)
	
	(270.00)
	

	Profit before tax
	
	
	
	
	480.50 
	

	Income tax expense
	
	(120+60)
	
	
	(180.00)
	

	Profit after tax
	
	
	
	
	300.50 
	

	Minority interest (40-12-20)*25%
	
	
	
	(2.00)
	

	
	
	
	
	
	
	298.50 
	

	Interim dividends
	
	
	
	
	(60.00)
	

	Current year retained profits
	
	
	
	238.50 
	

	Retained profits b/f
	
	
	
	
	1,862.50
	

	Retained profit c/f
	
	
	
	
	2,101.00 
	

	
	
	
	
	
	
	
	

	Draft Consolidated Balance Sheet as at 31 December 2003
	RM'000
	

	Property, plant and equipment
	(1,625+1,000+100(W1))
	
	2,725 
	

	Investment 
	
	
	
	
	280 
	

	Goodwill
	
	
	
	
	(W1)
	30 
	

	
	
	
	
	
	
	3,035 
	

	Current assets
	
	
	
	
	
	

	Inventory
	
	
	(800+450-12(W4))
	
	1,238 
	

	Account receivables
	
	(450+200-70)
	
	580 
	

	Cash in hand and at bank
	(300+80+20)
	
	400 
	

	
	
	
	
	
	
	2,218 
	

	Current liabilities
	
	
	
	
	
	

	Account payables
	
	(560+130-50)
	
	640 
	

	Taxation
	
	
	(90+20)
	
	
	110 
	

	Debenture interest
	
	10%*6/12*400)
	
	20 
	

	
	
	
	
	
	
	770 
	

	Non-current liabilities
	
	
	
	
	

	Loans
	
	
	
	
	
	600 
	

	10% Debenture 
	
	
	
	
	400 
	

	
	
	
	
	
	
	1,000 
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	3,483 
	

	
	
	
	
	
	
	
	

	Ordinary share capital of RM1 each
	
	
	
	1,000 
	

	Retained profits
	
	
	
	(W2)
	2,101 
	

	
	
	
	
	
	
	3,101 
	

	Minority interest
	
	
	
	(W3)
	382 
	

	
	
	
	
	
	
	3,483 
	

	
	
	
	
	
	
	0 
	

	1 (a)
	
	
	
	
	
	

	(W1) Goodwill
	
	
	
	
	
	

	Cost
	
	
	
	
	
	875 
	

	Less: pre-acquisition dividends
	
	
	
	(75)
	

	
	
	
	
	
	
	800 
	

	Share capital
	
	
	(600)
	
	
	

	Pre-acquisition profits (400-100)
	
	(300)
	
	
	

	Pre-acquisition revaluation surplus
	
	(100)
	
	
	

	
	
	
	
	(1,000)
	75%
	(750)
	

	GOODWILL
	
	
	
	
	50 
	

	Amortised
	
	B/F 1.1.2000-31.12.2002
	
	(15)
	
	

	
	
	Current year end 31.12.2003
	(5)
	(20)
	

	Unamortised
	
	
	
	
	30 
	

	
	
	
	
	
	
	
	

	(W2) Consolidated retained earnings
	
	
	
	

	Apple
	
	
	
	
	
	1,800 
	

	Less: 
	Pre-acquisition dividend 100*75%
	
	
	(75)
	

	
	Goodwill amortised
	
	
	
	(20)
	

	Add: 
	Post acquisition profit of Orange
	
	(W4)
	396 
	

	
	
	
	
	
	
	2,101 
	

	
	
	
	
	
	
	
	

	(W3) Minority interest
	
	
	
	
	

	Share capital 600*25%
	
	
	
	150 
	

	Fair value adjustment 100*25%
	
	
	
	25 
	

	Retained profits
	
	
	
	(W4)
	207 
	

	
	
	
	
	
	
	382 
	

	(W4)Retained profits b/f:
	
	
	
	
	

	Apple:
	Balance b/f
	
	
	1,540.00 
	
	

	
	Less pre-acquisition profits
	(75.00)
	
	

	
	Less goodwill amortisation
	(15.00)
	1,450.00 
	

	Orange
	Post-acq. b/f (850-300)*75%
	
	412.50 
	

	
	
	
	
	
	1,862.50


	
	
	
	
	
	
	

	(W5) Orange retained profits
	
	
	
	

	As at year end 2003
	
	
	
	860 
	

	Less: 
	Unrealised profits in inventory (1/2*120*25/125)
	(12)
	

	
	Half year debenture interest (6/12*10%*400)
	(20)
	

	
	
	
	
	
	828 
	

	Shared by:
	
	
	
	
	

	Minority interest (25%*828)
	
	
	(207)
	

	Apple (75%*828)
	
	
	
	(621)
	

	
	
	
	
	
	0 
	

	
	Pre-acquisition (400-100)*75%
	225 
	
	

	
	Post-acquisition (828-300)*75%
	396 
	
	

	
	
	
	
	621 
	
	

	
	
	
	
	
	
	

	1 (b)
	
	
	
	
	

	Cost
	
	
	
	
	650 
	

	Less: pre-acquisition dividends
	
	
	(75)
	

	
	
	
	
	
	575 
	

	Share capital
	
	
	(600)
	
	

	Pre-acquisition profits (400-100)
	
	(300)
	
	

	Pre-acquisition revaluation surplus
	
	(100)
	
	

	
	
	
	
	(1,000)
	(750)
	

	NEGATIVE GOODWILL
	
	
	(175)
	

	
	
	
	
	
	
	

	
	
	
	
	


	MASB ED 28: Goodwill 


	
	
	
	
	

	a. 
	to the extent that negative goodwill related to expectation of future losses and expenses; recognise as income in the income when the future losses and expenses are recognised

	
	

	
	

	b.
	to the extent not recognised in (a) above, any negative goodwill not exceeding the fair value of  the acquired identifiable non-monetary assets should be recognised as income on a systematic basis over the remaining weighted average useful life of the assets

	
	

	
	

	
	

	
	

	c.
	the amount of negative goodwill in excess of the fair values of acquired identifiable non-monetary assets should be recognised as income immediately.

	
	

	
	

	
	


2 (a) 
Noel Bhd

Income Statement

For the Year Ended 31 December 2003

	
	RM’000
	
	RM’000

	Sales revenue (20,500-1,000)
	
	
	19,500

	Cost of sales (8,300-600+300)
	
	
	(8,000)

	Gross profit
	
	
	11,500

	Administrative expenses (4,250-100)
	
	
	(4,150)

	Selling and distribution expenses
	
	
	(5,920)

	
	
	
	1,430

	Finance cost (100+297)
	
	
	(397)

	Loss on currency exchange
	
	
	(300)

	Dividend income (gross)
	
	
	100

	Profit on sale of property
	
	
	3,500

	
	
	
	4,333

	Taxation
	
	
	(1,500)

	
	
	
	2,833


2 (b) 

Noel Bhd

Statement of Changes in Equity

For the Year to 31 December 2003

	
	Share capital
	
	Share premium
	
	Revaluation reserve
	
	Retained earnings
	
	Total

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

	1.1.2003
	5,000
	
	2,000
	
	4,200
	
	2,538
	
	13,738

	Prior year adjustment
	
	
	
	
	
	
	(2,000)
	
	(2,000)

	Adjusted
	5,000
	
	2,000
	
	4,200
	
	538
	
	11,738

	Retained profit for the year
	
	
	
	
	
	
	2,833
	
	2,833

	Dividends
	
	
	
	
	
	
	(500)
	
	(500)

	Transfer
	
	
	
	
	(800)
	
	800
	
	

	Deficit on revaluation
	
	
	
	
	(2,100)
	
	
	
	(2,100)

	31.12.2003
	5,000
	
	2,000
	
	1,300
	
	3,671
	
	11,971


2 ( c ) 
Noel Bhd

Balance Sheet

As at 31 December 2003

	
	RM’000
	RM’000

	Non-current assets
	
	

	Property, plant and equipment
	
	13,680

	Research and development
	
	920

	Investment
	
	1,400

	
	
	16,000

	Current assets
	
	

	Inventory (880-300+600)
	1,180
	

	Accounts receivable (710+1,000)
	1,710
	

	Bank
	250
	

	
	3,140
	

	Current liabilities
	
	

	Accounts payable
	620
	

	Accrued expenses (140+297)
	437
	

	Creditor – factor
	900
	

	Easy finance
	1,100
	

	Tax payable
	212
	

	
	3,269
	

	
	
	(129)

	
	
	15,871

	
	
	

	Equity
	
	

	Ordinary shares of RM1 each
	
	5,000

	Reserves
	
	6,971

	
	
	11,971

	Long-tem liabilities
	
	

	12% Loan stock (maturing in 2015)
	
	3,3000

	Deferred taxation
	
	600

	
	
	15,871


3 (i)

(a) Profitability

· Profit margin improved (as expected)

· Above industry average

· But at the expense of reduction in volume

(b) Efficiency on utilisation of assets

· Asset turnover reduced (as expected)

· Below industry average

· This is caused by changing to high value market segment 

(c) Returns on investment in assets

· Return on assets reduced

· The improvement in margin could not offset down fall in asset utilisation

· May be due to new assets being invested which has higher value

· If this continues, it may indicate that the decision taken to change market segment was not the wise thing to do 

(d) Gearing/Long-term financing

· A drastic increase in 2000 (in line with strategy)

· Remain high through out the five years, this may indicates insufficient retained earning to reduce the ratio, or ever increasing loan being taken up

· Interest cover had increased in line with long-term finance, indicates either dropping profits or increasing borrowing or increase in interest rate

· Dividend cover remains relatively stable, this may be due to residual dividend policy which distributes dividend only when there are surplus earning

(e) Liquidity/Short-term financing

· Current ratio is rising, this may be caused by the slow down of stock turnover which increases the value of the current asset

· Quick ratio is falling steadily, and is below industry average, if this continues the company may face cash flows problem in the short-run

Other areas:

· Distortion of information due to inflation

· Accounting policy: operating lease keeps assets and related long-term debt out of the balance sheet, thus, the true gearing may be even higher and the return on assets even lower

· Debtor turnover did fall, may be due to factoring of debt in 2000, however, this did not improve liquidity ratio. This may indicate that cash collected is quickly used up in either interest commitment or lease rental payments.  

3 (ii)

· Inflation caused trend distortion

· Different accounting policy

· Historical cost system:

· overstate profit

· understate asset

· overstate return on capital

· no holding gain concept

· Alternatives:

· constant purchasing power system

· current cost system

· real term system

4 (a) 

	
	2002
	
	2003

	Cost to date

Total estimated cost
	14,000+2,800+1,800

18,600+25,000+3,000

=40%
	
	42,000 + 2,400

54,800

=81%


Income Statement 

	
	
	2002
	
	
	
	2003

	
	
	RM’000
	
	
	
	RM’000

	Revenue
	
	32,000
	
	64,800-32,000 =
	
	32,800

	Costs
	
	(18,600)
	
	46,200 –18,600=
	
	27,600

	
	
	13,400
	
	
	
	5,200


Balance Sheet Extracts

	
	
	2002
	
	
	2003

	
	
	RM’000
	
	
	RM’000

	Amount due on contract
	
	2,000
	
	
	2,800

	Accounts receivable
	
	1,000
	
	
	1,500


4 (b)  

i. OPDE can recognise sales on the five chairs that were sent three months before the year end. For the other 15 chairs the risks and rewards have not been transferred to the agents yet. Therefore the cost of the 15 chairs should be included in the inventory of OPDE.

ii. The service has not been performed. The revenue can be recognised in March 2004 when the musical is shown. 

iii. This is sale and hold situation. As the good has been identified the risks and rewards have been transferred and Old Fashioned Traders can recognise the sale proceed as revenue.

iv. As the goods have not been sent sales has not taken yet. Revenue can be recognised on 14 February when the flowers are delivered.

v. Revenue of RM15,000 can be recognised immediately. The RM10,000 not collected is accounts receivable.

5 (a) (i) 
Robust Result Bhd.

Cash Flow  Statement

For the Year Ended 31 December 2003

	
	
	RM

million
	RM

million

	Cash flows from Operating Activities
	
	
	

	Cash received from customers (710+220-262)
	
	668
	

	Cash paid to suppliers and employees
	
	(219)
	

	Cash generated from operations
	
	449
	

	Interest paid
	
	(12)
	

	Tax paid
	
	(57)
	

	Net cash from operating activities
	
	
	380

	
	
	
	

	Cash Flows From Investing Activities
	
	
	

	Proceeds from sale of equipment
	
	40
	

	Purchase of property, plant and equipment
	
	(173)
	

	Purchase of investments
	
	(190)
	

	Interest received
	
	8
	

	Net cash used in investing activities
	
	
	(315)

	
	
	
	

	Cash Flows From Financing Activities
	
	
	

	Proceeds from issuance of share capital
	
	58
	

	Repayment of borrowing
	
	(40)
	

	Payment of finance lease liabilities
	
	(32)
	

	Dividends paid
	
	(61)
	

	Net cash used in financing activities
	
	
	(75)

	
	
	
	

	Net decrease in cash and cash equivalents
	
	
	(10)

	Cash and cash equivalent at beginning of period
	
	
	2

	Cash and cash equivalent at end of period
	
	
	(8)


5 (a) (ii) 

Statement Reconciling Net Profit to Cash Flow From Operations

	
	
	
	RM

million

	Net profit before taxation 
	
	
	232

	Adjustments for:
	
	
	

	  Depreciation
	
	
	65

	   Interest expense
	
	
	14

	   Interest income
	
	
	(6)

	  Amortisation
	
	
	2

	  Gain on sale of non-current asset
	
	
	(8)

	Operating profit before working capital changes
	
	
	299

	Decrease in inventory
	
	
	30

	Increase in receivables
	
	
	(42)

	Increase in payables
	
	
	162

	Cash generated from operations
	
	
	449


Costs/Expenses

	
	RM million
	
	
	RM million

	Inventory b/d
	310
	
	A/c Payables b/d
	270

	Depreciation
	65
	
	Cost of sales
	350

	Amortisation
	2
	
	Operating expenses
	120

	Cash
	219
	
	Gain on sale of asset
	8

	A/c Payables c/d
	432
	
	Inventory c/d
	280

	
	1,028
	
	
	1,028


Taxation

	
	RM million
	
	
	RM million

	Cash
	57
	
	Tax payable b/d
	4

	Tax payable c/d
	7
	
	Deferred b/d
	20

	Deferred tax c/d
	24
	
	Income statement
	64

	
	88
	
	
	88


Property, plant and equipment

	
	RM million
	
	
	RM million

	B/d
	440
	
	Depreciation
	65

	Revaluation reserve
	14
	
	Disposal 
	32

	Finance lease
	52
	
	
	

	Cash
	173
	
	B/d
	542

	
	639
	
	
	639


Finance lease creditor

	
	RM million
	
	
	RM million

	Cash
	32
	
	B/d
	6

	C/d
	10
	
	B/d
	84

	C/d
	100
	
	Property, plant and equipment
	52

	
	142
	
	
	142


Retained profits

	
	RM million
	
	
	RM million

	Cash – paid 
	21
	
	B/d
	186

	Interim dividend paid
	40
	
	Income statement
	168

	C/d
	293
	
	
	

	
	142
	
	
	142


Total dividends paid  is RM61 million.

Share capital

	
	RM million
	
	
	RM million

	
	
	
	B/d
	180

	
	
	
	Cash
	10

	C/d
	220
	
	Bonus –share premium
	30

	
	220
	
	
	220


Share premium

	
	RM million
	
	
	RM million

	Issue cost
	1
	
	B/d
	110

	Bonus issue –share capital
	30
	
	Cash
	49

	C/d
	128
	
	
	

	
	159
	
	
	159


5 (b)
The MASB believes that principal advantage of reporting direct cash flow is that it shows actual operating cash flows particularly for receipts from customers, payments to suppliers and employment costs. Knowledge of actual cash flows may be useful in assessing future cash flows relating to these items. Cash flow information is also useful in assessing the ability of the enterprise to generate cash. This enables users to evaluate the liquidity and solvency of the enterprise.

A criticism of the direct method is that it is not as easy in practice to determine the figures as one might think. It may seem that it would involve little more than a summary of cashbook figures, but this is not usually the case. 

There could be considerable effort and cost to obtain direct cash flow information. It is also possible that some managers do not wish to reveal detailed cash flows especially if they reflect poor performance or liquidity weaknesses.

5 (c)
 Examples of important non-cash transactions:

1. Bonus issues and share splits

2. The issue of shares in a share exchange 

3. Acquisition of assets and shares issued as consideration

4. Acquisition of assets under finance leases

5. Conversion of debts to equity

6. Asset revaluation
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