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Instructions to students: 

1)
 Answer ALL questions.
2) Marks allocation:


 Question 1 : 33 marks


 Question 2 : 33 marks


 Question 3 : 34 marks

3)
Put all the answers in the answer book provided.

4)
Start a new page for a new question.

5)
Your answers should be provided in black/blue ink/ballpoint in the answer book. Pencils are not allowed.
6)
All relevant workings must be shown.

7)
Only silent and non-programmable calculators are allowed.
8)
This test accounts for 15% of the total marks.
ANSWER ALL QUESTIONS.
Question 1
a) In accordance with HKFRS 5 “Non-current assets held for sale and discontinued operations”. List and explain the two criteria under which non-current asset or disposal group to be classified as held for sale.                   


( 4 marks)

b) Describe the theory underlying Sir John Hicks’ concept of income.    
 (4 marks)

c) Briefly explain “financial capital maintenance” and “physical capital maintenance” concepts.                                  
   (10 marks)

d) In determining the monetary amount at which the elements of the financial statements are to be recognized and carried in the financial statements, a number of different concepts of value are employed: these are historical cost, current cost, replacement cost and economic value. 

Explain these four concepts of value.                          
(15 marks)

 
                                              (Total 33 marks)
Question 2
C & D Ltd. commenced operation on 1 January 2004. The following information was extracted from the financial statements for the year ended 31 December 2005.

1. Profit before tax

	
	
	2004
	2005

	
	
	$
	$

	Operating profit before tax
	
	300,000
	220,000


2. Equipment

The company acquired an equipment for $400,000 on 1 January 2004 and an additional equipment for $100,000 on 1 January 2005. Depreciation for accounting purposes is 20% p.a. on cost. Tax depreciation for the two years included an initial allowance of 60% and an annual allowance of 10% on a reducing balance method. 

3. Intangible assets

Goodwill arising on acquisition was $20,000 on 1 January 2004. The impairment loss of goodwill in 2004 and 2005 was $4,000 and $6000 respectively after annual impairment review. The impairment loss of goodwill was not allowed as a deduction in determining taxable profit. 

4. Profit tax rate for 2004 and 2005 is 17.5%.

Required:
a. Calculate the current tax expense for C & D Ltd for the year ended 31 December 2004 and 2005. 
(17 marks)

b. Prepare the necessary journal entries relating to the deferred tax account for 2004 and 2005. 
(10 marks)

c. Provide a reconciliation for the tax expense account in the income statement for 2004 and 2005.
(6 marks)


(Total 33 marks)

Question 3

a) Define a finance lease in accordance with HKAS17 Lease.           
(3 marks)

b)
On 1 January 2005, Tin Wai Ltd. leased a machine from Po Kam Leasing Ltd. The fair market value of the machine at the inception of the lease was $195,000. The useful life of the machine was expected to be 4 years. Tin Wai Ltd. uses straight-line method to depreciate all its machines. The terms of the agreement included:

· A non-cancellable lease term of four years.

· Lease rental of $60,000 per year payable on 31 December of each of the four years, commencing 31 December 2005.

· The interest rate implicit in the lease was 10%

Required:
i)
Calculate the present value of minimum lease payment and total interest charge.                

(8 marks)

ii)
Prepare a repayment schedule showing the interest charge allocated to and the principal repayment in 2005, 2006 and 2007 during the lease term, using the actuarial method, under the headings shown in the following table (round all figures to integers):

	Year ended 31 December
	Principal (opening obligation)
	Interest charge

(10%)
	Lease Payment 
	Principal repaid
	Principal (closing obligation)


                                                               (12 marks)                                                         

iii)
Prepare journal entries to record the above transactions in the accounts of Tin Wai Ltd. for the year ended 31 December 2005. (Narratives are not required)                

(7 marks)

iv)
Prepare an extract of the balance sheet as at 31 December 2005 relating to the leasing arrangements.                                         
    (4 marks)

                                                       
(Total 34 marks)

Present Value of $1


[image: image1.png]PVIF, =

a+ iy
Period 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 12%
1 .9901 9804 .9709 9615 9524 9434 9346 9259 9174 19091 .8929
2 .9803 19612 9426 9246 9070 .8900 8734 .8573 8417 8264 .7972
3 .9706 9423 9151 .8890 8638 .839%6 8163 .7938 7722 7513 7118
4 .9610 .9238 .8885 .8548 8227 .7921 .7629 7350 .7084 6830 6355
5 9515 9057 .8626 .8219 7835 .7473 7130 6806 6499 6209 .5674




END OF TEST
PAGE  
Page 1 of 5

_1204111894.bin

