ADVANCED ACCOUNTING AND FINANCIAL REPORTING

Suggested Answer
Final Examinations – Summer 2008
	
	
	



	Ans.1
	FL Limited
	

	
	Consolidated Balance Sheet
	

	
	For the year ended December 31, 2007
	

	
	
	FL
	SL
	AIL
	Consolid. Adjust.
	Consolid.  Balance
	
	

	
	
	------------------------Rupees in million-----------------
	
	

	
	ASSETS
	
	

	
	     Fixed Assets
	
	

	
	       Property, plant and equipment
	22,500 
	3,480 
	5,940 
	 (54.0)
	31,866.00 
	Note G
	

	
	     Less: Acc. depreciation
	(5,760)
	(420)
	(1,260)
	21.6 
	(7,418.40)
	Note H
	

	
	
	
	
	
	
	24,447.60 
	
	

	
	
	
	
	
	
	
	
	

	
	     Goodwill
	
	
	
	1,860.0 
	1,860.00 
	Note A
	

	
	
	
	
	
	
	
	
	

	
	   Current Assets
	
	
	
	
	
	
	

	
	    Stocks in trade
	14,460 
	4,200 
	5,680 
	(630.0)
	23,710.00 
	Note D
	

	
	    Accounts receivable
	6,240 
	2,460 
	6,580 
	(800.0)
	14,480.00 
	Note F
	

	
	    Other investments
	11,100 
	-
	-
	
	11,100.00 
	
	

	
	    Cash and bank balances
	4,920 
	660 
	2,700 
	
	8,280.00 
	
	

	
	
	
	
	
	
	57,570.00 
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	83,877.60 
	
	

	
	
	
	
	
	
	
	
	

	
	SHAREHOLDERS' EQUITY
	

	
	Share Capital
	30,000 
	
	
	
	30,000.00 
	
	

	
	Consolid. Retained Earnings
	
	
	
	
	36,800.20 
	
	

	
	
	
	
	
	
	66,800.20
	
	

	
	
	
	
	
	
	
	
	

	
	  Minority Interests
	
	
	
	
	  5,697.40 
	Note J
	

	
	
	
	
	
	
	
	
	

	
	  Current Liabilities
	
	
	
	
	
	
	

	
	      Accounts payable
	2,760 
	1,980 
	1,440 
	(800.0)
	5,380.00 
	
	

	
	      Dividend payable
	
	
	
	6,000.0 
	6,000.00 
	
	

	
	
	
	
	
	
	11,380.00 
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	83,877.60 
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	FL Limited
	

	
	Consolidated Profit and Loss Account
	

	
	For the year ended December 31, 2007
	

	
	
	

	
	
	
	FL
	SL
	AIL
	Consolid. Adjust.
	Consolid.  Balance
	
	

	
	
	
	----------------------Rupees in million---------------------
	
	

	
	
	Sales
	57,600 
	16,500 
	33,800 
	(7,800.00)
	      100,100.00 
	Note C
	

	
	
	Cost of sales
	49,200 
	18,000 
	21,000 
	(7,234.20)
	80,965.80 
	Note E
	

	
	
	Gross profit
	
	
	
	
	19,134.20 
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	Less: Operating expenses
	3,600 
	2,100 
	5,400 
	
	11,100.00 
	
	

	
	
	
	
	
	
	
	 
	
	

	
	
	Profit from operations
	
	
	
	
	    8,034.20 
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	Other income
	
	
	
	
	
	
	

	
	
	Gain on sale of assets
	540 
	
	
	(54.00)
	 486.00 
	Note G
	

	
	
	Dividend income
	1,080 
	
	
	
	1,080.00 
	Note I
	

	
	
	
	
	
	
	
	1,566.00 
	
	

	
	
	Net Profit
	
	
	
	
	9,600.2
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	Less: Minority interests
	
	
	
	
	(580.00)
	Note J
	

	
	
	
	
	
	
	
	
	
	

	
	
	Net profit attributable to holding company's ordinary shareholders
	 9,020.20 
	
	

	
	
	
	
	
	

	
	
	Consolidated retained earnings carried forward
	33,780.00 
	
	

	
	
	
	
	
	

	
	
	Net profit available for appropriations
	42,800.20 
	
	

	
	
	
	
	
	

	
	
	Less: Dividend (20%)
	(6,000.00)
	
	

	
	
	
	
	
	

	
	
	Consolidated retained earnings brought forward
	36,800.20 
	
	

	
	
	
	
	
	

	
	Note 
	
	
	
	

	
	A
	Goodwill computation
	Rs. in million
	
	

	
	
	Share capital
	6,000
	
	

	
	
	Profit up to date of acquisition
	4,800
	
	

	
	
	Net Assets at acquisition
	10,800
	
	

	
	
	
	
	
	

	
	
	Cash paid on acquisition
	10,500
	
	

	
	
	Less: Net assets acquired (80%)
	8,640
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	Goodwill
	1,860
	
	

	
	
	
	
	
	

	
	B
	No adjustment for management services in the consolidated financial statements.
	

	
	
	
	

	
	C
	Elimination of intercompany sales amounting to Rs. 7,800 million (2,400+1,800+3,600).
	

	
	
	
	
	
	

	
	D
	Elimination of inter-company mark up from closing stock
	
	
	

	
	
	
	Total
	Charged to 
	
	

	
	
	
	
	P&L
	MI
	
	

	
	
	
	 -----------Rs. in million---------- 
	
	

	
	
	Stocks held by AIL Ltd.
	
	
	
	
	

	
	
	Rs. 900 million x 20% [80:20]
	180 
	144 
	36 
	
	

	
	
	Rs. 600 million x 10% [80:20]
	60 
	48 
	12 
	
	

	
	
	Stocks held by FL Ltd.
	
	
	
	
	

	
	
	(Rs. 1,200 million + Rs. 100 million) x 30%
	390 
	390 
	
	
	

	
	
	
	630
	582 
	48 
	
	

	
	E
	Consolidation adjustments for cost of sales
	
	
	

	
	
	
	Rs. in million
	
	

	
	
	Elimination of intercompany sales
	(7,800.00)
	 Note C 
	

	
	
	Elimination of intercompany markup in stocks
	582.00
	 Note D 
	

	
	
	Elimination of excess depreciation
	(16.20)
	 Note H 
	

	
	
	
	(7,234.2)
	
	

	
	
	
	
	
	

	
	F
	Eliminated the intercompany balance in accounts payable and accounts receivable.
	

	
	
	
	
	
	
	
	

	
	G
	Elimination of intercompany profits on sale of plants and machineries.
	

	
	
	
	
	
	
	
	

	
	H
	Elimination of excess deprecation charged amounting to Rs. 21.6 (Rs.54 million / 2.5 years). 75% to P&L and 25% to MI.
	

	
	
	
	
	
	
	
	

	
	I
	Since subsidiary dividend has already been received, there will be no effect on the consolidated accounts.
	

	
	
	
	
	
	
	
	

	
	J
	Minority Interests to be reported in P & L
	Rs. in million
	
	

	
	
	SL Ltd.
	
	
	

	
	
	Loss for the year ([16,500 - 18,000 - 2,100] x25%)
	      (900)
	
	

	
	
	AIL Ltd.
	
	
	

	
	
	Profit for the year ([33,800 - 21,000 - 5,400} x 20%)
	1,480 
	
	

	
	
	
	        580 
	
	

	
	
	Minority Interests to be reported in Balance Sheet
	
	
	

	
	
	SL Ltd.
	
	
	

	
	
	  Share capital (Rs. 12,000 million x 25%)
	3,000 
	
	

	
	
	AIL Ltd.
	
	
	

	
	
	  Share capital (Rs. 6,000 million x 20%)
	1,200 
	
	

	
	
	  Opening retained earnings (Rs. 4,800 million x 20%)
	960 
	
	

	
	
	Adjustments:
	
	
	

	
	
	 Credit to profit and loss account                 
	580
	
	

	
	
	 Unrealized profit on stock (Note D)                
	(48)
	
	

	
	
	    Reversal of excess depreciation (Note H)
	5.4 
	
	

	
	
	
	5,697.4 
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Ans.2
	(a)
	
	Accounting Entries under Option 1
	

	
	
	
	
	

	
	
	Date
	Description
	Dr.
	Cr.
	

	
	
	
	
	Rs.
	Rs.
	

	
	
	1-Jul-07
	Advance to suppliers
	1,210,000
	
	

	
	
	
	Cash
	
	1,210,000
	

	
	
	
	(Amount paid on signing the contract. Exchange rate was Rs. 60.5/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	30-Sep-07
	Advance to suppliers
	3,050,000
	
	

	
	
	
	Cash
	
	3,050,000
	

	
	
	
	(Amount paid on delivery. Exchange rate was  Rs. 61/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	30-Sep-07
	PPE in transit/ CWIP
	6,100,000
	
	

	
	
	
	Advance to suppliers
	
	4,260,000
	

	
	
	
	Payable to suppliers
	
	1,830,000
	

	
	
	
	Exchange gain
	
	10,000
	

	
	
	
	(Recording of asset on the delivery date as risk and rewards are transferred to the company)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Dec-07
	Exchange loss
	6,000
	
	

	
	
	
	Payable to suppliers
	
	6,000
	

	
	
	
	(Adjustment of exchange rate as of balance sheet date. Exchange rate was Rs. 60.5/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Jan-08
	Property, plant and Equipment
	6,100,000
	
	

	
	
	
	PPE (In transit/ in progress)
	
	6,100,000
	

	
	
	
	(Transfer the new plants and machineries to Property, Plant and Equipment)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Jan-08
	Payable to suppliers
	1,836,000
	
	

	
	
	
	Exchange loss (Bal.)
	9,000
	
	

	
	
	
	Cash
	
	1,845,000
	

	
	
	
	(Final payment to supplier. Exchange rate was Rs.61.5/US$1)
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	Accounting Entries under Option 2
	

	
	
	
	
	

	
	
	Date
	Description
	Dr.
	Cr.
	

	
	
	
	
	Rs.
	Rs.
	

	
	
	1-Jul-07
	Advance to suppliers
	1,210,000 
	
	

	
	
	
	Cash
	
	1,210,000 
	

	
	
	
	(Amount paid on signing the contract. Exchange rate was     Rs. 60.5/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	30-Sep-07
	Advance to suppliers
	3,050,000 
	
	

	
	
	
	Cash
	
	3,050,000 
	

	
	
	
	(Amount paid on delivery. Exchange rate was Rs. 61/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	30-Sep-07
	PPE in transit/ CWIP
	6,090,000 
	
	

	
	
	
	Advance to suppliers
	
	4,260,000 
	

	
	
	
	Payable to suppliers
	
	1,830,000 
	

	
	
	
	(Recording of asset on the delivery date as risk and rewards are transferred to the company)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Dec07
	Exchange loss
	       6,000 
	
	

	
	
	
	Payable to suppliers
	
	       6,000 
	

	
	
	
	(Adjustment of exchange rate as of balance sheet date. Exchange rate was Rs. 60.5/US$)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Jan-08
	Property, plant and Equipment
	6,090,000 
	
	

	
	
	
	PPE (In transit/ in progress)
	
	6,090,000 
	

	
	
	
	(Transfer the new plants and machineries to Property, Plant and Equipment)
	
	
	

	
	
	
	
	
	
	

	
	
	31-Jan-08
	Payable to suppliers
	1,836,000 
	
	

	
	
	
	Exchange loss (Bal.)
	       9,000 
	
	

	
	
	
	Cash
	
	1,845,000 
	

	
	
	
	(Final payment to supplier. Exchange rate was Rs. 61.5/US$1)
	
	
	

	
	
	
	

	
	(b)
	If the transaction is covered under an irrevocable letter of credit, I would record the transactions as progressive payment. 
	

	
	
	
	

	
	
	Because LC is irrevocable and contract is binding on the company, this transaction should be treated as non monetary within the meaning of IAS-21 and can not be recorded as financial instruments.
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Ans. 3
	Date

Description

Dr.

Cr.

Rs.

Rs.

In the books of CNC Limited

Apr 1, 2007

Bank / Cash / Receivables

2,000,000

Loss on disposal

1,000,000

Vehicles

3,000,000

(Record sale of vehicle to JV-II)

May 1, 2007

Cash / Bank / Receivables

80,000,000

Property, plant and equipment

60,000,000

Gain on disposal of plant

20,000,000

(Record sale of property, plant and equip. to JV-18)

Consolidation Adjustments
Apr 1, 2007

No entry

May 1, 2007

Gain on disposal

8,000,000

Property, plant and equipment 

8,000,000


	

	
	
	

	
	Justification for Accounting Treatment of the transaction dated April 1, 2007
	

	
	According to IAS 31, the venturer should recognise the full amount of any loss when the contribution or sale provides evidence of a reduction in the net realisable value of current assets or an impairment loss.  Since the loss has already been booked in the books of CNC Limited therefore, no entry is required at consolidation.
	

	
	
	

	
	Justification for Accounting Treatment of the transaction dated May 1, 2007
	

	
	According to IAS 31, when a venturer sells assets to a joint venture and the assets are retained by the joint venture, and provided that the venturer has transferred the significant risks and rewards of ownership, the venturer should recognise only that portion of the gain or loss which is attributable to the interests of the other venturers.
	

	
	
	

	
	
	

	Ans.4
	Step # 1: Ranking in order of dilution
	

	
	
	

	
	
	Increase in earnings
	Increase in no. of ordinary shares
	Earnings per incremental shares
	Rank
	

	
	
	Rs.
	
	Rs.
	
	

	
	Convertible Debentures
	
	
	
	
	

	
	Increase in earnings (Rs. 7.5m x 70%)

Increase in shares
	5,250,000
	3,000,000
	1.75
	3
	

	
	
	
	
	
	
	

	
	Convertible Preference Shares
	
	
	
	
	

	
	Increase in earnings

Increase in shares
	2,450,000
	4,000,000
	0.61
	2
	

	
	
	
	
	
	
	

	
	Options
	
	
	
	
	

	
	Increase in earnings

Increase in shares (1.5m x 1.1 / 11)
	-
	150,000
	-
	1
	

	
	
	
	
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	Step # 2: Testing for dilutive effect
	

	
	
	

	
	
	Profit from operations attributable to ordinary shareholders
	Ordinary Shares
	EPS
	Effect
	

	
	
	Rs.
	
	Rs.
	
	

	
	
	
	
	
	
	

	
	Basic Earnings per share
	*125,380,000
	85,220,000
	1.471
	-
	

	
	Options (Rank 1)
	-
	150,000
	
	
	

	
	
	125,380,000
	85,370,000
	1.469
	Dilutive
	

	
	
	
	
	
	
	

	
	Convertible preference shares (Rank 2)
	2,450,000
	4,000,000
	
	
	

	
	
	127,830,000
	89,370,000
	1.430
	Dilutive
	

	
	
	
	
	
	
	

	
	Convertible debentures (Rank 3)
	5,250,000
	3,000,000
	
	
	

	
	
	133,080,000
	92,370,000
	1.44
	Anti-Dilutive
	

	
	*Rs. 127,830,000 – Rs. 2,450,000 = Rs. 125,380,000
	
	
	
	
	

	
	
	
	
	
	
	

	(b)
	BBC Limited
	
	
	
	
	

	
	Notes to the financial statements
	
	

	
	For the year ended December 31, 2007
	
	

	
	
	
	
	
	
	

	
	EARNINGS PER SHARE
	
	
	

	
	
	
	
	
	2007
	

	
	Basic alternative to ordinary share holders
	
	

	
	Profit (Rupees)
	125,380,000 
	

	
	
	
	
	
	
	

	
	Weighted average number of ordinary shares outstanding during the year 
	85,220,000 
	

	
	
	
	
	
	
	

	
	Earnings per share - basic (Rupees)
	           1.47 
	

	
	
	
	
	
	
	

	
	Diluted
	
	
	
	
	

	
	Profit after taxation (Rupees)
	127,830,000 
	

	
	
	
	
	
	
	

	
	Weighted average number of ordinary shares, options and convertible preference shares outstanding during the year 
	89,370,000 
	

	
	
	
	
	
	
	

	
	Earnings per share - diluted (Rupees)
	1.430
	

	
	
	
	
	
	
	

	
	Because diluted earnings per share is increased when taking the convertible preference shares into account (from Rs. 1.430 to Rs. 1.44), the convertible debentures are anti-dilutive and are ignored in the calculation of diluted earnings per share.
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Ans.5
	(a)
	SOGO Limited
	
	
	
	

	
	
	Staff Gratuity Fund
	
	
	
	

	
	
	Statement of Net Assets Available for Benefits
	
	
	
	

	
	
	As at December 31, 2007
	
	
	
	

	
	
	
	
	Note 
	2007
	
	

	
	
	
	
	
	 Rupees 
	
	

	
	
	ASSETS
	
	
	
	

	
	
	
	Investments 
	1
	159,033,144
	
	

	
	
	
	Receivable from SOGO Limited
	
	1,147,150
	
	

	
	
	
	Cash at bank in current accounts
	
	17,930,120
	
	

	
	
	
	
	
	178,110,414
	
	

	
	
	LIABILITIES
	
	
	
	

	
	
	
	Due to outgoing members
	
	4,301,017
	
	

	
	
	
	Accrued expenses
	
	3,822
	
	

	
	
	
	Withholding tax payable
	
	61,251
	
	

	
	
	
	
	
	4,366,090
	
	

	
	
	
	
	
	
	
	

	
	
	NET ASSETS
	
	173,744,324
	
	

	
	
	
	
	
	
	
	

	
	
	REPRESENTED BY:
	
	
	
	

	
	
	
	Members' Fund (Rs. 142,472,122 + Rs. 27,712,441)
	
	170,184,563 
	
	

	
	
	
	Surplus on re-measurement of investments available for sale
	3,559,761 
	
	

	
	
	
	
	
	 173,744,324 
	
	

	
	
	
	
	

	
	(b)
	SOGO Limited
	
	

	
	
	Staff Gratuity Fund
	
	

	
	
	Statement of Changes in Net Assets Available for Benefits
	
	

	
	
	For the year ended December 31, 2007
	
	
	

	
	
	
	
	2007
	
	

	
	
	
	
	Rupees
	
	

	
	
	Income
	
	
	

	
	
	
	Contribution during the year
	10,623,106 
	
	

	
	
	
	Profit from investments
	23,389,251 
	
	

	
	
	
	Dividend income
	 2,696,399 
	
	

	
	
	
	Liabilities no more payable
	3,450,000 
	
	

	
	
	
	
	40,158,756 
	
	

	
	
	 Expenditure 
	
	
	

	
	
	
	Transferred / paid to outgoing members
	(12,432,973)
	
	

	
	
	
	Bank charges
	(3,342)
	
	

	
	
	
	Audit fee
	   (10,000)
	
	

	
	
	
	
	(12,446,315)
	
	

	
	
	Net Income for the year
	27,712,441 
	
	

	
	
	
	
	
	


	
	
	W – 1

	Balance as at 

July 01, 2006
	Addition during the year
	Profit / interest accrued during the year
	Fair value gain / (loss)
	Principal realized during the year
	Profit / interest realized during the year
	Balance as at 

June 30, 2007
	

	
	
	HELD TO MATURITY
	
	
	
	
	
	
	
	

	
	
	Government Securities
	
	
	
	
	
	
	
	

	
	
	Defense Saving Certificates
	87,812,855
	-
	21,376,809
	-
	(1,600,000)
	(5,456,000)
	102,133,664
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	Unlisted Securities and Deposits
	
	
	
	
	
	
	                       
	

	
	
	Term Finance Certificates
	19,943,656
	5,000,000
	1,655,223
	-
	(12,873,068)
	(1,893,722)
	11,832,089
	

	
	
	Term Deposit
	11,584,631
	-
	357,219
	-
	(5,300,000)
	(227,792)
	6,414,058 
	

	
	
	
	119,341,142 
	5,000,000 
	23,389,251 
	-
	(19,773,068)
	(7,577,514)
	120,379,811 
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	AVAILABLE FOR SALE
	
	
	
	
	
	
	
	

	
	
	Listed Securities
	
	
	
	
	
	
	
	

	
	
	SUN Ltd.
	8,220,957
	9,373,936
	 
	(784,518)
	-
	 
	16,810,375
	

	
	
	PEACE Ltd.
	587,169
	-
	 
	317,728
	-
	
	904,897
	

	
	
	NIT Units
	16,911,510
	-
	 
	4,026,551
	-
	-
	20,938,061
	

	
	
	
	25,719,636 
	9,373,936 
	-
	3,559,761 
	-
	-
	38,653,333 
	

	
	
	
	145,060,778
	14,373,936
	23,389,251
	3,559,761
	(19,773,068)
	(7,577,514)
	159,033,144
	


	Ans.6
	(i)
	Cost incurred in the planning stage should be expensed out as research.
	

	
	
	
	

	
	(ii)
	(a) Cost incurred on development of internal website should be charged off because the benefits (if any) can not be estimated reliably.

(b) Cost of External Website

· Cost incurred on development of external website including the cost of linking it to credit card facilities should be capitalized because it can be established that external revenue is generated directly with the use of such website through external orders.

· However, a reasonable estimate of future revenues should be made for impairment testing.
	

	
	
	
	

	
	(iii)
	(a) Cost of purchase of servers plus cost of their operating software should be capitalized as tangible assets in line with the requirements of IAS 16 and depreciated according to their expected useful economic life.

(b) Cost of purchase of software licenses other than operating software should be capitalized as intangible assets because economic benefit is accruing to the company. 
	

	
	
	
	

	
	(iv)
	Cost of maintenance of websites is a recurring expenditure and should be expensed out.
	

	
	
	
	

	
	(v)
	IAS-38 does not allow capitalizing the training costs. Therefore, these should be expensed out.
	

	
	
	
	

	
	(vi)
	Cost of advertising should be expensed out, as and when incurred.
	


(The End)
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