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	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 draft income statements and balance sheets for Apple and Orange.

Draft Income Statement

For the year ended 31 December 2003

	
	Apple
	Orange

	
	RM'000
	RM'000

	Revenue
	1,300
	900

	Cost of sales
	(530)
	(740)

	Gross profit
	770
	160

	Other operating income
	77.5
	40

	Distribution costs
	 (90)
	(20)

	Administration expenses
	(110)
	(60)

	Profit from operations
	647.5
	120

	Dividend received from subsidiary (net)
	22.5
	-

	Finance cost
	(230)
	(20)

	Profit before tax
	440
	100

	Income tax expense
	(120)
	(60)

	Profit after tax
	320
	40

	Interim dividends (net)
	(60)
	(30)

	Current year retained profits
	260
	10  

	
	
	


Draft Balance Sheet

As at 31 December 2003

	
	Apple
	Orange

	
	RM'000
	 RM'000

	Property, plant and equipment
	1,625
	1,000

	Investments
	   875
	   280

	
	2,500
	1,280

	Current Assets
	
	

	Inventory
	800
	450

	Accounts receivable
	450
	200

	Cash in hand and at bank
	   300
	   80

	
	1,550
	730

	Current Liabilities
	
	

	Accounts payable
	560
	130

	Taxation
	  90
	  20

	
	650
	150


	
	RM'000
	RM'000

	Non-current Liabilities
	
	

	Loans
	600
	-

	10% Debenture
	       -
	   400

	
	   600
	   400

	
	2,800
	1,460

	
	
	

	
	
	

	Ordinary share capital of RM1 each

	1,000
	600

	Retained profits brought forward
	1,540
	850

	Current year retained profits
	   260
	     10

	
	2,800
	1,460


The following information is relevant:

(1) On 1 January 2000 Apple acquired 75% interest in Orange for RM875,000. At the date of acquisition the retained profit of Orange was RM400,000 and the book value of its net assets equal to their fair value except for freehold land which had a fair value in excess of its books value of RM100,000.

(2) Orange paid a dividend of RM100,000 shortly after Apple acquired its shares. This dividend was treated as income in the book of Apple.

(3) During the year Orange sold goods at a price of RM120,000 to Apple. These goods were sold at a mark up of 25% on cost. At the year end, Apple had half of these goods in closing inventory. 

(4) Included in accounts payable of Apple was current account with Orange of RM50,000 and included in the accounts receivable of Orange was current account with Apple of RM70,000. On 29 December 2003 Apple remitted RM20,000 to Orange, but this amount was not received by Orange until 10 January 2004.

(5) Orange had not accrued for half year debenture interest.

(6) Included in Apple’s operating income was management fees for services rendered to Orange amounted to RM10,000. Orange included this amount in administration expenses.

(7) Goodwill is to be amortised over 10 years.

Required:

(a) Prepare a draft consolidated income statement and balance sheet for Apple for the year to 31 December 2003. Show all workings inclusive of consolidated reserve as at 31 December 2002. 

(20 marks)

(b)
Compute the goodwill if the purchase consideration was RM650,000 and explain (without calculation) how this should be accounted for under current practice. 

(5 Marks)

(Total 25 marks)

SECTION B: Attempt any THREE questions

Question 2

Given below are the draft financial statements of Noel Bhd.

Noel Bhd

Income Statement

For the Year Ended 31 December 2003

	
	RM’000
	
	RM’000

	Sales revenue
	
	
	20,500

	Dividend received (net)
	
	
	72

	Profit on sale of property
	
	
	3,500

	
	
	
	24,072

	Less: Expenses
	
	
	

	Cost of sales
	8,300
	
	

	Administrative expenses
	4,250
	
	

	Selling and distribution expenses
	5,920
	
	

	Misappropriation of funds (see note v)
	2,000
	
	

	Deficit on revaluation of freehold land
	2,100
	
	

	Dividend paid
	500
	
	

	
	
	
	23,070

	
	
	
	1,002


Noel Bhd

Balance Sheet

As at 31 December 2003

	
	RM’000

	Property, plant and equipment
	13,680

	Research and development
	920

	Investment
	1,400

	Inventory
	880

	Tax paid
	1,460

	Accounts receivable
	710

	Bank
	250

	
	19,300

	
	

	Accounts payable
	620

	Accrued expenses
	140

	12% Loan stock (maturing in 2015)
	3,000

	Deferred taxation
	800

	Ordinary shares of RM1 each
	5,000

	Share premium
	2,000

	Asset revaluation reserve
	4,200

	Retained profits
	3,540

	
	19,300


You are given the following information:

i. Sales include RM1,000,000 for goods sold to Easy Finance, a finance company on 1 July 2003. The cost of these goods of RM600,000 is included in the cost of sales. Easy Finance will resell the goods to Noel Bhd in June 2004 for RM1,200,000.

ii. The inventory includes slow moving goods costing RM400,000 that is expected to be sold for RM100,000.

iii. The 12% Loan stock is a borrowing in UK Sterling Pound of £500,000, raised on 1 April 2003. The spot rate on 1 April was RM6: £1 and on 31 December 2003 RM6.6: £1. Interest on the loan has not been accrued.

iv. The property sold was previously revalued and the surplus remaining in the asset revaluation reserve is RM800,000.

v. In February 2003 it was discovered that a senior employee who left the company in December 2002 had committed a fraud in divesting some of the company’s investments. 

vi. The accounts receivable is after factoring RM1,000,000 of the receivables on a recourse basis. The company had received RM900,000 and it had charged the difference of RM100,000 as administrative expenses. 

vii. Tax expense for the year was calculated to be RM1,500,000. The decrease in the deferred taxation was RM200,000. 

Required:

Based on the information provided, prepare:

a. The Income Statement for Noel Bhd for the year to 31 December 2003;

b. The Statement of Changes in Equity for the year to 31 December 2003; and

c. A Balance Sheet as at 31 December 2003.

Notes to the financial statements are not required. Show all workings.








(25 marks)

Question 3

The following five-year ratio summaries relate to Xtran Manufacturing Bhd, and was calculated based on financial statements prepared under historical cost convention.









Industry

 







Average
2003
2002
2001
2000
1999
2003
Operating profit margin
%

8.10
7.80
7.50
7.10
6.80 
6.13
Asset turnover


times

2.20
2.50
2.80
3.00
3.20 
2.90
Return on total asset

%

17.8
19.5
21.0
21.3
21.7 
17.7
Current ratio


times

2.15
2.01
1.80
1.85
1.50 
1.55
Quick ratio


times

0.75
0.76
0.80
0.86
1.05 
0.89
Stock and WIP turnover 
times

4.89
5.11
5.50
5.90
6.63 
5.40
Debtor turnover

days

31.0 
36.0
37.0
40.0
80.0 
35.0
Creditor turnover

days

55.0
51.0
55.0
54.0
55.0 
55.0
Long-term debt to equity
%

65.8
66.5
60.2
55.6 
33.3 
41.5
Interest cover


times

3.98
3.15
3.02
3.45
5.32 
4.80
Dividend cover

times

2.45
2.16
2.33
2.10
2.50 
2.26
The following information is relevant:

1) The company is a manufacturer of automated surface mount machines for electronic sector. In 1999 the Board of Directors had taken a strategic decision to reposition its market placing in the wafer-chip technology sector instead of the existing consumer electronic manufacturing sector. This requires heavy investment in assets which the directors had decided to finance via a mixture of retained earnings and coupon bonds. The company distributes dividend based on residual dividend policy.

2) The wafer-chip technology sector is expected to offer a higher margin but a slow down in output is expected. 

3) In the year 2000, the company factored all its debts to a finance company with no recourse.

4) Inflation rate is running at 5% per annum over the period under review.

5) The company treats all leases as operating lease.

Required

i) 
Using the above information and ratios, critically evaluate the financial performance and position of Xtran Manufacturing Bhd in the following areas:

(a) Profitability

(b) Efficiency on utilization of assets

(c) Returns on investment in assets

(d) Gearing

(e) Liquidity

(Clearly state any assumptions made)

(20 marks)

ii) 
Based on your evaluation above, discuss the effect of inflation on the overall performance and position of the company.

(5 marks)

(Total: 25 marks)

Question 4

a. Dana Construction specialises in construction contracts. One of its contracts with Rajang Developers is to build a bridge. The price agreed for the contract is RM80 million and its scheduled date of completion is 31 March 2004. 

Details of the contract to 31 December 2002 are:

	Commencement date 
	April 2002

	
	

	Contract cost
	RM’000

	Architects and surveyors’ fees
	1,000

	Materials delivered to the site
	6,500

	Direct labour
	7,000

	Overheads (excluding depreciation) are apportioned at 40% of labour cost
	

	
	

	Estimated cost to complete (excluding depreciation)
	25,000

	Progress billings to date
	30,000

	Progress payments received
	29,000

	
	


Plant and machinery used exclusively on the contract cost RM6 million. At the end of the contract, it is expected to be transferred to other contracts at a value of RM1.2 million. Depreciation is to be based on a time apportioned basis.

Inventory of material on site at 31 December 2002 was RM500,000.

At 31 December 2003 the details for the contract are summarised as:

	
	RM’000

	Contract cost to date (excluding depreciation)
	42,000

	Estimated cost to complete (excluding depreciation)
	10,000

	Progress billings to date
	62,000

	Progress payments to date
	60,500

	
	


Dana Construction accrues profit on its construction contract using percentage of completion method as measured by the percentage of the cost to date to the total estimated contract cost.

Required:

Prepare extracts of the financial statements of Dana Construction for the construction of the bridge for:

i) the year to 31 December 2002; and 

ii) the year to 31 December 2003.

Show all workings.

(15 marks)

b)
For the following independent situations, explain briefly when revenue should be recognised. (Assume that the year end is 31 December 2003).

i. OPDE deals in imported orthopedic chairs. It sends these chairs to various agents who may return the chairs if they are defective. These agents are given three months to sell them and at the end of the three months are required to pay OPDE the sale price of all the chairs dispatched to them less commission of 15%. At the end of the year 20 chairs were still with the agents and of those 5 chairs were sent more than three months ago. The rest were sent out in the last month.

ii. Mega Show Time has sold tickets for the musical “Rise Up and Sing” which is scheduled to be staged in March 2004. As at 31 December 2003, it had collected RM20 million from sale of tickets and incurred costs of RM5 million.

iii. Old Fashioned Traders sold an antique clock to Ali on 15 December 2003 with the understanding that Ali will take physical possession of it in January 2004 as he was going on a holiday.

iv. Beautiful Flowers takes orders to delivers flowers to customers on Valentines Day which is 14 February 2004. At 31 December 2003, it had received RM1,500 worth of these orders.

v. Ravi bought an entertainment system from Lim Electric. The sale price was RM15,000 and Ravi paid RM5,000 by 31 December 2003 and agreed to pay the balance in January and February 2004.

(10 marks)

(Total 25 marks)

Question 5

The following financial statements relate to Robust Result Bhd.

Income Statement

For the Year Ended 31 December 2003

	
	
	
	
	RM million


	Sales
	
	
	
	710

	Cost of sales
	
	
	
	(350)

	Gross profit
	
	
	
	360

	Operating expenses
	
	
	
	(120)

	
	
	
	
	240

	Interest expense
	
	
	
	(14)

	Interest income
	
	
	
	6

	
	
	
	
	232

	Taxation
	
	
	
	(64)

	
	
	
	
	168

	Dividends paid
	
	
	
	40

	
	
	
	
	128


Summarised list of balances as at 31 December

	
	
	2003
	
	2002

	
	
	RM million
	
	RM million


	Non-current Assets
	
	
	
	

	 Property, plant and equipment
	
	542
	
	400

	 Intangible assets
	
	6
	
	8

	
	
	548
	
	408

	Current Assets
	
	
	
	

	 Inventories
	
	280
	
	310

	Trade receivables
	
	262
	
	220

	Interest receivables
	
	2
	
	4

	Investments
	
	190
	
	-

	Cash
	
	8
	
	42

	
	
	742
	
	576

	
	
	
	
	

	Current Liabilities
	
	
	
	

	 Trade payables
	
	432
	
	270

	 Tax payable
	
	7
	
	4

	 Interest payable
	
	6
	
	4

	 Finance lease creditor
	
	10
	
	6

	 Bank overdraft
	
	16
	
	40

	
	
	(471)
	
	(324)

	
	
	
	
	

	Total assets less current liabilities
	
	819
	
	660


	Ordinary shares of RM1 each
	
	220
	
	180

	Share premium
	
	128
	
	110

	Revaluation reserve
	
	14
	
	-

	Retained profits 
	
	293
	
	186

	
	
	
	
	

	Long term loans
	
	40
	
	80

	Finance lease creditor
	
	100
	
	84

	Deferred tax
	
	24
	
	20

	
	
	819
	
	660


The following information is relevant:

i. During the year, the company issued 10 million ordinary shares at a premium and incurred issue cost of RM1 million. The issue cost was written off against the share premium. Subsequently, the company utilised part of the share premium to issue bonus shares.

ii. Property, plant and equipment included a property that was revalued during the year giving a surplus of RM14 million. Equipment acquired during the year under finance lease was RM52 million. Plant of book value RM32 million was disposed off for RM40 million. Depreciation expenses for the year were RM65 million. Depreciation is charged in the cost of sales.

iii. The investments do not qualify as cash equivalent.

Required:

a.
i)
Prepare a cash flow statement for Robust Recovery Bhd for the year ended  

                       31 December 2003 using the direct method, in compliance with MASB 5; and

    
 ii)
A statement reconciling profit before tax to cash flow from operations.

(15 marks)

b. The Malaysian Accounting Standards Board (MASB) encourages enterprises to use the ‘direct’ method of presenting cash flow information, yet many enterprises use the ‘indirect’ method of presentation. 

Explain the possible reasons for the tendency by the enterprises to use the ‘indirect’ method of presentation.

(5 marks)

c. 
Cash flow statements are a valuable source of information. However, there are certain important ‘non-cash transactions’ that may occur during a year which would not be reported in a cash flow statement. Give five (5) examples of such transactions.

(5 marks)


(Total 25 marks)
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