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Business Administration Discipline

HONG KONG INSTITUTE OF VOCATIONAL EDUCATION

DEPARTMENT OF BUSINESS ADMINISTRATION

[2005/06]

Course: 21321/3
Advanced Financial Reporting

Assignment

Instructions to students:
	1.
	Answer ALL questions. 



	2.
	Marks allocation: 

  Question 1
25 marks

  Question 2
25 marks

  Question 3
25 marks

Question 4
25 marks



	3.
	Answers should be hand-written in blue/black ballpoint pen on A4 size papers.  Scripts produced in computer printouts or written in pencils are not allowed. 



	4.
	Begin each question on a new page.



	5.
	All workings must be shown.  Marks are awarded for clarity of expression and neatness of presentation.



	6.
	Deadline for submission: 5:00pm 25 May 2006 
 



	7.
	Marks will be deducted for late submission.


	8.
	This counts for 15% of the total assessment marks.


Question 1

The following was the balance sheet of Lok Wan Ltd.

Balance Sheet as at 31 December 2005

	
	
	HKD
	HKD

	Fixed Assets
	
	
	

	Land 
	
	675,000
	

	Plant and machinery (at cost less depreciation)
	
	644,400
	

	Furniture and Fixture (at cost less depreciation)
	
	 37,800
	

	
	
	
	1,357,200

	Current Assets
	
	
	

	Stock
	
	512,550
	

	Debtors
	
	195,300
	

	Cash in hand
	
	450
	

	
	
	708,300
	

	
	
	
	

	Current liabilities
	
	
	

	Creditors                                
	(95,400)
	
	

	Bank overdraft
	(127,800)
	
	

	
	
	(223,200)
	

	Net current assets
	
	
	485,100

	
	
	
	1,842,300

	Share capital and reserve
	
	
	

	Authorized capital  
	
	
	

	450,000 10% preference shares of $1 per share
	450,000
	
	

	6,300,000 ordinary shares of $0.5 per share
	3,150,000
	
	

	
	3,600,000
	
	

	
	
	
	

	Issue and fully paid
	
	
	

	450,000 10% preference shares of $1 per share
	
	450,000
	

	3,600,000 ordinary shares of $0.5 per share
	
	1,800,000
	

	
	
	
	2,250,000

	Share premium
	
	
	144,000

	Profit and loss account
	
	
	(551,700)

	
	
	
	1,842,300


The directors had formulated an approved scheme of capital reduction to take effect on 1 January 2006 which contained the following arrangements:

· The share premium was to be eliminated.

· Preference shares were to be reduced to $0.75 per share.

· Ordinary share were to be reduced to $0.4 per share and then to be converted to new ordinary share of $1 per share fully paid.

· An issue of $450,000 6% debenture at par was to be made to provide fresh working capital. The bank overdraft was to be paid off out of the proceeds of the debentures.

· The assets were revalued at the following amount:

Land               $790,000

Plant and machinery   $580,000

Furniture and fixture   $19,800

· The debit balance on profit and loss account was to be written off.

Required:

(a) Prepare the journal entries with narratives to give effect to the above scheme of capital reduction                           

                                                          
(13 marks)

(b) Prepare the balance sheet of Lok Wan Ltd. at 1 January 2006 immediately after the scheme of capital reduction.

                                                         
 (12 marks)

                                                     
 (Total 25 marks)

Question 2
a) Describe the three options for translation by individual companies.


(6 marks)

b) Chui Yee Ltd is a Hong Kong incorporated company whose function currency is HKD. On 1 January 2005 Chui Yee Ltd. entered into an agreement to borrow FC 3 million from an Egg bank in Bird Island. The currency of Bird Island is the FC. The loan is payable over 3 years and requires three annual repayments of FC 1 million to be made on 31 December each year. Interest is payable annually on 31 December at 6% per annum. 

The exchange rates were as follows:

	1 January 2005
	HKD 1 = FC0.5

	31 December 2005
	  HKD 1 = FC0.6


 Required:
 Prepare the relevant journal entries with narratives to record the above transactions for the year ended 31 December 2005.
                                                          
(5 marks)

c) On 1 January 2005, Ka Shun Ltd., a company incorporated in Hong Kong, acquired 100% shareholding interest in Fe Fe Ltd., a company incorporated in a foreign country where the local currency is “FFC”. The financial statements of Fe Fe Ltd. for the year ended 31 December 2005 are as follows:
	
	FFC’000
	FFC’000

	Fixed Assets
	
	

	Furniture and Fixture
	
	280,000

	
	
	

	Current Assets
	
	

	Stock
	55,000
	

	Debtors
	48,000
	

	Cash
	90,000
	

	
	193,000
	

	Current Liabilities
	
	

	Creditors
	(72,000)
	

	
	
	121,000

	
	
	401,000

	
	
	

	Capital and reserve
	
	

	Ordinary share
	
	240,000

	Profit and loss
	
	161,000

	
	
	401,000

	
	
	


Income statement of Fe Fe Ltd. for the year ended 31 December 2005

	
	FC’000

	Sales
	860,000

	Cost of goods sold
	(426,000)

	Gross Profit
	434,000

	Expenses
	(204,000)

	Profit before Tax
	230,000

	Tax
	(113,000)

	Profit for the year
	117,000

	
	


Notes:
· The items in the income statement are to be translated at average rate.

· The exchange rates at the relevant dates were:

1 January, 2005 HKD 1 = FFC 10

31 December, 2005 HKD 1 = FFC 14

Average rate for 2005 HKD 1 = FFC12 
You are required to translate the financial statements of Fe Fe Ltd. for the year ended 31 December 2005 in accordance with HKAS 21 and to analysis the exchange difference on translation. Show the figure to the nearest $000.
                                                           
(14 marks)

                                                       
(Total 25 marks)

Question 3
E & M Ltd, a company which commenced trading on 1 April 2004 as contractors in the civil engineering industry, supplies you with the following details of contracts it was engaged in at the end of its first year of business, 31 March 2005: 

	Contract
	A
	B
	C
	D

	
	$’000
	$’000
	$’000
	$’000

	Contract revenue
	1,200
	1,100
	800
	1,400

	Contract costs incurred recognised as contract expenses
	1,000
	1,100
	800
	1,200

	Expected losses recognised
	
	100
	
	


The following details relate to the contract’s progress as at 31 March 2006:

	Contract
	A
	B
	C
	D

	
	$’000
	$’000
	$’000
	$’000

	Contract price
	4,200
	2,500
	3,500
	3,600

	Contract costs incurred to date
	2,300
	2,050
	2,600
	2,400

	Estimated further costs to completion
	1,200
	550
	800
	700

	Estimated costs of post-completion rectification work
	200
	100
	130
	60

	Contract costs incurred recognised as contract expenses
	2,146
	1,700
	1,500
	1,896

	Progress billings
- received
	2,200
	2,000
	1,100
	1,400

	- receivable
	170
	40
	170
	360


It is believed that no customers will default on their payments.

It is the accounting policy of the company to measure the contract revenue by adjusting contract cost of sales (including expected losses) by the amount of contract profit or loss to be regarded as recognised, separated for each of contract.

Required:

In respect of the long-term construction contract:

(a) Prepare the income statement extracts for the year ended 31 March 2006. Workings for individual contracts which build up to the total for each item must be shown.


(13 marks)

(b) Prepare the balance sheet extracts as at that date with the amounts to be disclosed in accordance with HKAS11 “Construction Contracts”.
(12 marks)

(All workings can be made to the nearest thousand dollars.)


(Total 25 marks)
Question 4
(a) Why there is a need to disclose related party transaction in the financial reports?
Give THREE examples to illustrate your opinion.
(9 marks)
(b) A Ltd is an investment holding company with a subsidiary, B Ltd. Mr. Chan is the major shareholder of A Ltd. During the year ended 31 March 2006, the following transactions took place:
(i) A Ltd was granted a loan by C Ltd as A Ltd was planning to establish a new plant in Qingdao City of the PRC.

(ii) A Ltd rented office premises from Mrs Chan, wife of Mr. Chan, and paid rental expenses of $5,000 per month.

(iii) B Ltd sold goods of $500,000 to Evain Ltd in which Mr. Ho, a minority shareholder of B Ltd, is a director.

Discuss the appropriate accounting treatments and disclosures of the above transactions for A Ltd.
(6 marks)

(c)  Explain the difference between “Benchmark Treatment” and “Allowed Alternative Treatment” in accordance with HKAS23 “Borrowing Costs”.
(4 marks)

(c) Peanut Ltd is a Hong Kong company which manufactures furniture. For the purpose of financing the construction of a plant in PRC, two bank loans for $800,000 and $300,000, at annual interest rates of 6% and 9%, were raised on 1 January 2005 and 1 July 2005 respectively. 
In order to construct the plant, the company started the administrative work and technical work for obtaining work permits from government on 1 March 2005. Permits from government were obtained on 1 April 2005. The physical construction of the plant started on 1 May 2005 and it was estimated that it would take two years to complete the whole construction process.



State your view on the capitalization of borrowing costs for the year ended 31 March 2005 and 2006. 
(6 marks)  



 (Total 25 marks)
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