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ACN303-V/ACN313-X/101/3/2007



SCHOOL OF ACCOUNTING SCIENCES DEPARTMENT OF FINANCIAL ACCOUNTING SPECIFIC FINANCIAL REPORTING TUTORIAL LETTER 101/2007 FOR ACN303-V AND ACN313-X Dear Student



PLEASE READ THE DEPARTMENTAL TUTORIAL LETTER ACTALL-4/301/2007 IN CONJUNCTION WITH THIS TUTORIAL LETTER. TAKE CARE THAT YOU HAVE THESE TUTORIAL LETTERS AVAILABLE AT ALL TIMES AS FREQUENT REFERENCE WILL HAVE TO BE MADE TO THEM. Students registering at the Unisa Regional offices must please note that tutorial letter ACTALL4/301/2007, setting out all administrative arrangements for this module, will be dispatched to you from the main campus in Pretoria on the same day that you register. It should reach you within a couple of days after registration. All the tutorial letters are available on the internet. Documents on the internet can be accessed via the UNISA website, after registering as a myUnisa user. Documents are in Acrobat Reader 6 format. Documents are in the Acrobat Reader 6 format. Access can be obtained as follows: 1. 2. 3. 4. 5. 6.



Enter your user id and password. Select the relevant course code.(e.g. ACN303-V) Select the option Aresources@. Select the option “official study material” A table with all the study material will appear Select the relevant tutorial letter and click on it to open the file. (The tutorial letter will appear as follows: 101_2007_3_e.pdf



2 CONTENTS 1. 2. 3. 4. 5. 6. 7. 8. 9.



Introduction Tutorial matter Suggested approach to studying this module Plagiarism Particulars regarding assignments Admission to the examinations Study programme Communication with the University General Page



Annexure A: Assignment 01/2007 – First semester only – Compulsory Annexure B: Assignment 01/2007 – Second semester only – Compulsory Annexure C: Assignment 02/2007 – First and second semester Annexure D: Assignment 03/2007 – First and second semester Annexure E: Examination preparation and approach Annexure F: Additional questions – May 2006 Examination paper with solution Annexure G: Additional questions – October 2005 Examination paper with solution Annexure H: Additional questions – May 2005 Examination paper with solution



11 16 22 34 48 52 68 83



PLEASE NOTE THAT SUBMISSION OF ASSIGNMENT 01 IS A PREREQUISITE FOR ADMISSION TO THE EXAMS AND CONSTITUTES 10% OF YOUR FINAL MARK FOR THIS MODULE. 1. INTRODUCTION We have pleasure in welcoming you as a student of this module: Specific Financial Reporting. We hope that you will find your studies stimulating this year and that your efforts will be successful. The Department of Financial Accounting is situated on the main campus on the fourth floor of the AJH van der Walt Building. Your lecturers for this year are: Mrs L Botha Mrs MC de Klerk Mrs S Göldner



Office number 4-71 4-68 4-58



2. TUTORIAL MATTER 2.1 Supplied by Unisa The Department of Despatch should supply you with one Study Guide and a number of tutorial letters for this module. Note: (1)



This tutorial matter will not necessarily be available upon registration. Tutorial matter that is not available when you register will be posted to you as soon as it is available.



(2)



Upon registration, you will receive an inventory letter with information regarding your tutorial matter. In this respect, full information can be obtained from the information brochure: Services and Procedures which you have received together with your tutorial matter.
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DO NOT PHONE YOUR LECTURERS ABOUT MISSING TUTORIAL MATTER. THE TELEPHONE NUMBER OF THE DEPARTMENT OF DESPATCH IS AS FOLLOWS: (012) 429-4104. 2.2 Internet All the tutorial letters are available on the internet. Tutorial letters that contain the solutions to assignment questions will be available on the internet on the due date of the assignment. 2.3 Prescribed literature The study guide as such is not exhaustive for purposes of tuition, and it is essential that you have at your disposal the following prescribed books: 1. Accounting Standards - latest edition, by Oppermann H R B, Booysen S F, et al. Juta, Cape Town. This book is referred to in the study guide as Accounting Standards. 2. SAICA Handbook - latest edition by The South African Institute of Chartered Accountants (SAICA), Kengray. This book is referred to in the study guide as SAICA Handbook. Please consult the list of official booksellers and their addresses at the end of the tutorial letter. Should you have any difficulties obtaining books from these bookshops, please contact the Registrar (Academic) as soon as possible at telephone number (012) 429-4152. STUDENTS ARE REQUIRED TO USE A NON-PROGRAMMABLE FINANCIAL CALCULATOR IN THIS MODULE. 3. SUGGESTED APPROACH TO STUDYING THIS MODULE Firstly work through the relevant sections of the study guide pertaining to the assignment to be attempted. Ensure that you understand the work and do the examples on your own, without looking at the answers. Compare your answer to the one in the guide and pinpoint where you made mistakes. Restudy the relevant section and ensure that you now understand the solution to the example. If you still do not understand, write the page reference and the problem on your Aqueries list@ so that you can phone one of the lecturers for an explanation. Before attempting an assignment, ensure that you have prepared the work up to an examination standard. Only thereafter should you attempt answering the assignment questions under examination conditions, i.e. in the time allowed and sittings of two hours at a time. The assignment must in effect constitute your first revision of the study material which you have studied. In other words, the assignment should not serve as a checklist of the work required to be studied for the completion of the assignment, but should, when the assignment is attempted, serve as a test of the knowledge that you have acquired by studying the work.



4 Take the suggested solutions and compare your attempt in the time allowed to the solution and determine the differences. In respect of every error, determine why the error was made i.e. careless reading of the question, lack of knowledge, question not answered, carelessness in the answering of the question, unable to complete the question due to time, calculations not shown, etc. You have now revised the work for a second time and you have been exposed to the type of errors that you are prone to make and can therefore work on correcting them. If you persevere with this proposed approach to studying this module, you will reap the benefit of sustained practice in answering questions and will undoubtedly enjoy success in the examination. 4. PLAGIARISM Plagiarism is the act of taking words, ideas and thoughts of others and passing them off as your own. It is a form of theft which involves a number of dishonest academic activities. The Disciplinary Code for Students (2004) is given to all students at registration. Students are advised to study the Code, especially Sections 2.1.13 and 2.1.4 (2004:3-4). Kindly read the University’s Policy on Copyright Infringement and Plagiarism as well. 5. PARTICULARS REGARDING ASSIGNMENTS 5.1. Compulsory assignment The Management of the University has taken a decision to introduce a compulsory assignment in all modules. Submission of the compulsory assignment by its due date will give a student admission to the examination in the particular module and the marks obtained for that assignment will contribute towards the final mark for that module. Students require a final mark of 50% to pass a module. This final mark is calculated as follows: (10% x mark obtained for compulsory assignment) + (90% x mark obtained in the examination) Example: Assignment Contribution to Exam mark Minimum exam mark final mark at contribution required to mark required to 10% pass (50% minus pass assignment mark contribution) Student 1 100% 10% 40% 44% Student 2 70% 7% 43% 48% Student 3 50% 5% 45% 50% Student 4 30% 3% 47% 52% Student 5 20% 2% 48% 53% Student 6 10% 1% 49% 54% Student 7 0% 0% 50% 56% Please ensure that the compulsory assignment reaches the University before the due date - late submission of the assignment will result in you not being admitted to the examination. Please refer to 5.3 “Due dates” of this tutorial letter.



5



ACN313-X/ACN303-V/101



PLEASE NOTE: IF YOU DO NOT SUBMIT THE COMPULSORY ASSIGNMENT, YOU WILL NOT BE ADMITTED TO THE EXAMINATION. NO LATE ASSIGNMENTS WILL BE ACCEPTED. 5.2 Assignments form an integral part of the tutorial matter Assignments and tutorial letters form an integral part of the tutorial matter and must also be studied for examination purposes. It is in your own interest to complete all assignments (even if you do not submit them) as: $ the assignments provide practice which is essential in your study of this module; $ valuable revision material is contained in the assignments. Assignments 2 and 3 are non compulsory and need not be submitted for admission to the exams. Please note that it is not possible to cover every aspect of the study material in the assignments. Prior years= examination papers are included in this tutorial letter (refer to annexures F, G and H). 5.3 Due dates The three assignments for this module are attached hereto as Annexure A (Assignment 1, First semester); Annexure B (Assignment 1, Second semester); Annexure C (Assignment 2, First and Second semester) and Annexure D (Assignment 3, First and second semester). PLEASE NOTE THAT SUBMISSION OF ASSIGNMENT 01 IS A PREREQUISITE FOR ADMISSION TO THE EXAMS AND CONSTITUTES 10% OF YOUR FINAL MARK FOR THIS MODULE. Your answers to the assignments must be addressed to the Registrar (not to the lecturers concerned) and must reach the University not later than the dates specified below: Assignment no: 01/2007 (COMPULSORY) – ANNEXURE A 01/2007 (COMPULSORY) – ANNEXURE B 02/2007 (OPTIONAL) – ANNEXURE C 03/2007 (OPTIONAL) – ANNEXURE D



Semester 1 Due date 05 March 2007 19 March 2007 02 April 2007



Semester 2 Due date 06 August 2007 20 August 2007 03 September 2007



5.4 Finality of the due dates The receipt of assignments after the due date disrupts our marking programme and as the uncontrolled submission of assignments furthermore creates administrative problems no extension will be granted for the submission of assignments. NO EXTENSION OF TIME WILL BE GRANTED FOR THE SUBMISSION OF ASSIGNMENTS, SINCE SOLUTIONS WILL BE FORWARDED AUTOMATICALLY TO ALL STUDENTS ON THE DUE DATES. NO CORRESPONDENCE OR TELEPHONE CONVERSATION WILL BE CONDUCTED REGARDING THE LATE SUBMISSION OF ASSIGNMENTS.



6 5.5 Submission of assignments (a)



Full information and requirements regarding the handling of assignments appear in the brochure: Services and Procedures which you have received together with your tutorial matter.



(b)



All the pages of your assignment must be numbered sequentially and a table of contents, set out as follows, must be included as the first page of your assignment (not on the assignment cover): Question Page number number 1 2 etc



1 3 etc



(c)



Assignments received after the due date will not be marked.



(d)



Students may submit written assignments (assignments 2 and 3) and assignments done on mark-reading sheets (assignment 1) either by post or electronically via myUnisa. Assignments may not be submitted by fax or e-mail. For detailed information and requirements as far as assignments are concerned, see Unisa: Services and procedures, which you received with your tutorial matter. To submit an assignment via myUnisa: $ $ $ $ $ $



Go to myUnisa Log in with your student number and password Select the module from the orange bar Click on AAssignments@ in the left menu Click on the assignment number you want to submit Follow the instructions.



5.6 Marking of assignments Please note that it is the policy of this Department not to mark the whole assignment. Depending on the length and degree of difficulty of an assignment only one or two questions or parts of questions may be marked. Your mark for the whole assignment will therefore be the mark you obtain for the specific section(s) marked. For more detail please refer to the relevant paragraph of Departmental Tutorial Letter ACTALL-4/301/2007. 5.7 Enquiries Specify the module code and assignment number in all enquiries about assignments. Enquiries about assignments (whether they were received by the University, what mark was awarded, when they were returned to you, etc) should be addressed to: Assignments section: Tel (012) 429-4155
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6. ADMISSION TO EXAMINATIONS YOU ARE REQUIRED TO SUBMIT ASSIGNMENT 01 TO OBTAIN ADMISSION TO THE EXAMINATION. PLEASE NOTE: THE COMPULSORY ASSIGNMENT (ASSIGNMENT 01) CONSTITUTES 10% OF YOUR FINAL MARK. THE MARK OBTAINED BY YOU IN THE EXAMINATION WILL DETERMINE THE REMAINING 90% OF YOUR FINAL MARK FOR THIS MODULE. 7. STUDY PROGRAMME Experience has shown that students often fail to plan their studies properly so as to achieve specific study goals at predetermined dates. This leads to a haphazard approach to their studies and the use of ineffective study techniques. NB: Those of you who register late should endeavour to put in effort in order to make up the lost time. STUDY PROGRAMME: 2007 ACN303-V/ACN313-X SEMESTER 1 Suggested period in which to complete study unit/s



Study units



Date on which assignment must be posted*



Due date



01 Compulsory (Annexure A)



09/1/2007 to 18/1/2007



1



27/2/2007



05/3/2007



02 Non-compulsory (Annexure C)



19/1/2007 to 27/2/2007



2



13/3/2007



19/3/2007



03 Non-compulsory (Annexure D)



28/2/2007 to 27/3/2007



3-6



27/3/2007



02/4/2007



Assignment no:



From 28/3/2007



Revision of all study units



8 SEMESTER 2 Suggested period in which to complete study unit/s



Study Units



Date on which assignment must be posted*



Due date



01 Compulsory (Annexure B)



12/6/2007 to 21/6/2007



1



31/7/2007



06/8/2007



02 Non-compulsory (Annexure C)



22/6/2007 to 30/7/2007



2



14/8/2007



20/8/2007



03 Non-compulsory (Annexure D)



31/7/2007 to 28/8/2007



3–6



29/8/2007



03/9/2007



Assignment no:



From 29/8/2007



Revision of all study units



*NB: This is only a guideline. Foreign students and students in areas with irregular postal services must allow additional time for possible postal delays. We feel that at this point a word of warning would not be amiss. Please do not allow yourself to get behind with your study programme. Regaining of lost time is seldom achieved. 8. COMMUNICATION WITH THE UNIVERSITY 8.1 Enquiries regarding study material The addresses for communication with the University appear in the brochure: Services and Procedures which you have received together with your tutorial matter. You may contact your lecturers in the following ways:



Mrs L Botha Mrs MC de Klerk Mrs S Göldner



Telephone number (012) 429-4412 (012) 429-4423 (012) 429-4736



E-mail Address [email protected] [email protected] [email protected]



The fax number for the Department of Financial Accounting is: (012) 429-3424 (marked for a specific lecturer=s attention). Ensure that your student number, return address and telephone numbers are included with your enquiries. Always have your student number at hand when contacting the University.
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AVAILABILITY OF LECTURERS: Telephonically We are available for telephone enquiries from 8:00 to 13:00 on weekdays. During examinations, lecturers are telephonically available between 8:00 and 16:00 on weekdays, 3 days before the examination date. Personal visits To avoid any disappointment, make an appointment with a lecturer as they are not always readily available. E-mail You can also communicate with the lecturers via e-mail. Please note that feedback will not necessarily be given via e-mail. Therefore, it is important to give your student number, telephone number, fax number, e-mail address and postal address. Students who are interested in tutor assistance can obtain the telephone numbers and details from the learning centres. Centre Gauteng Florida Johannesburg (Old JSE Building) Benoni Sunnyside (Thutong) Kwazulu-Natal Durban Pietermaritzburg Stanger Cape East London Port Elizabeth Umtata Parow Wellington George Midlands Bloemfontein Kimberley Mafikeng Rustenburg Kroonstad Other regions Polokwane Shingwedzi Tecniven Nelspruit



Telephone number 011-471 2658 011-421 6593 012-484 1190 031-335 1749 033-355 1728 031-335 1749 043-743 9246 041-363 6800 047-531 5002/6 021-936 4122/3/9 021-936 4122/3/9 021-936 4122/3/9 051-430 4353 053-832 6391 018-381 6617 014-565 7080 056-213 2053 015-290 3417/9 015-290 3417/9 015-290 3417/9 013-755 2476



10 8.2 Enquiries regarding prescribed books If you encounter problems in obtaining prescribed books from the official dealers, contact the Registrar (Academic) at (012) 429-4152. Also consult the brochure: Services and Procedures for more information. 9. GENERAL In spite of care taken to ensure that study guides, assignments and suggested solutions are comprehensible and free from errors, omissions and discrepancies may occur. Should you come across such matters, or matters which are not clearly expressed, kindly let us know to enable us to effect the necessary corrections. We trust that you will have a pleasant year of study and wish you every success therein. Yours faithfully LECTURERS : FINANCIAL ACCOUNTING III ACN303-V ACN313-X



ANNEXURE A:



ASSIGNMENT 01/2007 – FIRST SEMESTER ONLY – COMPULSORY



ANNEXURE B:



ASSIGNMENT 01/2007 – SECOND SEMESTER ONLY - COMPULSORY



ANNEXURE C:



ASSIGNMENT 02/2007 – FIRST AND SECOND SEMESTER



ANNEXURE D:



ASSIGNMENT 03/2007 – FIRST AND SECOND SEMESTER



ANNEXURE E:



EXAMINATION PREPARATION AND APPROACH



ANNEXURE F:



ADDITIONAL QUESTIONS – MAY 2006 EXAMINATION PAPER WITH SOLUTION



ANNEXURE G:



ADDITIONAL QUESTIONS – OCTOBER 2005 EXAMINATION PAPER WITH SOLUTION



ANNEXURE H:



ADDITIONAL QUESTIONS – MAY 2005 EXAMINATION PAPER WITH SOLUTION
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ANNEXURE A ASSIGNMENT 01 FOR ACN303-V/ACN313-X (compulsory for first semester) THE SUBMISSION OF THIS ASSIGNMENT IS COMPULSORY TO OBTAIN EXAMINATION ADMISSION FOR THE FIRST SEMESTER AND COUNTS 10% TOWARDS YOUR FINAL MARK FOR ACN303-V/ACN313-X SEMESTER 1 UNIQUE NUMBERS: ACN303-V



226591



ACN313-X



256140



DUE DATE: 05 MARCH 2007 PLEASE NOTE: 1. This assignment consists of 10 multiple choice questions. Question 1 - 10 of this assignment must be answered on a mark-reading sheet. Before completing the mark-reading sheet, please see the instructions contained in this year=s issue of AUNISA: SERVICES AND PROCEDURES@. Read these instructions CAREFULLY and follow them exactly to avoid mistakes. 2. This assignment covers study unit 1 of the study guide. Work carefully through the relevant tutorial matter before you tackle the assignment. 3. NO EXTENSION WILL BE GRANTED FOR THE LATE SUBMISSION OF THIS ASSIGNMENT AND NO CORRESPONDENCE OR TELEPHONE CONVERSATIONS WILL BE CONDUCTED IN THIS REGARD. 4. THIS ASSIGNMENT MAY BE SUBMITTED ELECTRONICALLY VIA myUNISA. REMEMBER There is only one correct answer to each question. All questions are equal in value. Only mark-reading sheets provided, may be used. Colour in the correct block with a HB pencil. Fill in your student number correctly. Fill in the assignment number correctly. Fill in the unique number of the assignment for the specific module and semester correctly. Every assignment which is marked by the computer is given a unique number. The number contains information on the module code and assignment number. When the computer reads the mark-reading sheet with, say, the unique number 103039, it "knows" that it is Assignment 01 for that specific module. Send only your mark-reading sheet to the Assignment Section in the appropriate envelope. Make sure that you have enough mark-reading sheets.



12 DO NOT: make more than one mark per question, tear or fold the mark-reading sheet, staple the mark-reading sheet to another piece of paper, colour outside the block, colour in the block with a pen, make corrections with Tippex; submit answers on a written sheet of paper, or Try to repair a torn mark-reading sheet with sticky tape - use another one.



ASSIGNMENT 01 (first semester) QUESTION 1 Maxi Build Limited, a construction company was incorporated on 1 January 2005 and is constructing several office blocks in Pretoria. The following information for the year ended 31 December 2006 relates to the contracts: Block A R’000



Block B R’000



Block C R’000



Block D R’000



Block E R’000



12 000



20 000



15 000



10 000



5 000



Work certified to date



8 500



16 400



10 300



6 800



1 750



Cash received for the year



5 000



11 160



5 200



3 500



1 050



Total estimated contract cost Direct contract costs for the year



9 500



16 400



11 000



10 500



4 000



3 000



5 220



5 950



3 250



1 200



200



400



0



0



0



20



20



0



0



0



0



0



0



0



85%



80%



70%



40%



Contract price



Subcontractors for the year Advance payments to subcontractors for work not yet done (included in subcontractors above) Income from the sale of surplus material The physical proportion of the contract completed at 31 December 2006



80 75%
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ASSIGNMENT 01 (first semester) (continued) The following information relates to the year ended 31 December 2005: Block A R’000



Block B R’000



4 000 1 040 3 000 3 400



4 800 1 200 7 200 8 000



Total contract costs for the year ended 31 December 2005 Contract profit recognised in 2005 Cash received for the year Work certified to date Contract account (tax base) Amount due from customers



Block C R’000



Block D R’000



4 400 1 600 3 300 5 600



3 750 250 3 100 3 000



Block E R’000 0 0 0 0



100



The company uses the percentage of completion method to recognise contract profit. The percentage of completion is calculated on the basis of contract costs incurred to date in relation to total estimated contract costs. The percentage should be rounded off to 0(nil) decimal places after the comma, e.g. 63,421 = 63%. A retention of 10% is held and payable three months after completion of the contract. Assume the SA Normal tax rate is 29%. Deferred tax is calculated on all temporary differences according to the comprehensive basis by using the balance sheet approach. 10 Multiple choice questions: 1.



The contract costs to date on Block A amounts to: a. b. c. d. e.



2.



R7 200 000 R3 180 000 R7 180 000 R7 100 000 None of the above



The contract revenue that may be recognised on Block B for the year ended 31 December 2006 is: a. b. c. d. e.



R17 000 000 R12 600 000 R12 800 000 R12 200 000 None of the above



14 ASSIGNMENT 01 (first semester) (continued) 3.



Taxable income for Block B excluding the Section 24 C allowance for the year ended 31 December 2006 amounts to: a. b. c. d. e.



4.



The Section 24 C allowance on Block B for the year ended 31 December 2006 is: a. b. c. d. e.



5.



R2 150 000 profit R3 750 000 profit R1 990 000 profit R5 350 000 profit None of the above



The Work in Progress allowance (Section 22) for Block C, for the year ended 31 December 2006 amounts to: a. b. c. d. e.



7.



R4 655 200 R4 360 000 R4 635 200 R4 340 000 None of the above



Profit before tax for the year ended 31 December 2006 for Block C amounts to: a. b. c. d. e.



6.



R5 560 000 R1 960 000 R5 940 000 R5 540 000 None of the above



R1 595 000 Rnil R1 850 000 R50 000 None of the above



The profit (loss) before tax for the year ended 31 December 2006 for Block D amounts to: a. b. c. d. e.



R500 000 loss R750 000 loss R300 000 loss R583 000 loss None of the above
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ASSIGNMENT 01 (first semester) (continued) 8.



The balance on the contract account (tax base) – Amount due to or from customers on Block D, for the year ended 31 December 2006 is: a. b. c. d. e.



9.



The balance on the contract account (carrying amount) – Amount due to or from customers on Block E, for the year ended 31 December 2006 is: a. b. c. d. e.



10.



R100 000 dr R300 000 cr R100 000 cr R500 000 dr None of the above



R250 000 dr R250 000 cr Rnil R700 000 cr None of the above



The taxable income (loss) for Block E, after taking into account all applicable tax allowances amounts to: a. b. c. d. e.



R375 000 R315 000 (R150 000) R350 000 None of the above



16 ANNEXURE B ASSIGNMENT 01 FOR ACN303-V/ACN313-X (compulsory for second semester) THE SUBMISSION OF THIS ASSIGNMENT IS COMPULSORY TO OBTAIN EXAMINATION ADMISSION FOR THE SECOND SEMESTER AND COUNTS 10% TOWARDS YOUR FINAL MARK FOR ACN303-V/ACN313-X SEMESTER 2 UNIQUE NUMBERS: ACN303-V



222242



ACN313-X



381900



DUE DATE: 06 AUGUST 2007 PLEASE NOTE: 1. This assignment consists of 10 multiple choice questions. Question 1 - 10 of this assignment must be answered on a mark-reading sheet. Before completing the mark-reading sheet, please see the instructions contained in this year=s issue of AUNISA: SERVICES AND PROCEDURES@. Read these instructions CAREFULLY and follow them exactly to avoid mistakes. 2. This assignment covers study unit 1 of the study guide. Work carefully through the relevant tutorial matter before you tackle the assignment. 3. NO EXTENSION WILL BE GRANTED FOR THE LATE SUBMISSION OF THIS ASSIGNMENT AND NO CORRESPONDENCE OR TELEPHONE CONVERSATIONS WILL BE CONDUCTED IN THIS REGARD. 4. THIS ASSIGNMENT MAY BE SUBMITTED ELECTRONICALLY VIA myUNISA. REMEMBER There is only one correct answer to each question. All questions are equal in value. Only mark-reading sheets provided, may be used. Colour in the correct block with a HB pencil. Fill in your student number correctly. Fill in the assignment number correctly. Fill in the unique number of the assignment for the specific module and semester correctly. Every assignment which is marked by the computer is given a unique number. The number contains information on the module code and assignment number. When the computer reads the mark-reading sheet with, say, the unique number 103039, it "knows" that it is Assignment 01 for that specific module. Send only your mark-reading sheet to the Assignment Section in the appropriate envelope. Make sure that you have enough mark-reading sheets.
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DO NOT: make more than one mark per question, tear or fold the mark-reading sheet, staple the mark-reading sheet to another piece of paper, colour outside the block, colour in the block with a pen, make corrections with Tippex; submit answers on a written sheet of paper, or Try to repair a torn mark-reading sheet with sticky tape - use another one.



ASSIGNMENT 01 (second semester) QUESTION 1 Multiple choice questions 1 – 6 pertain to the following information: On 1 March 2005 Highland Limited was incorporated and awarded a tender to build three bridges. Details of the three contracts on the three bridges are as follows:



Contract price Total estimated costs to complete the contract Date of commencement of contract



Bridge 1 R 4 000 000



Bridge 2 R 5 000 000



Bridge 3 R 6 000 000



2 400 000 1 March 2005



3 000 000 1 March 2005



3 600 000 1 March 2005



Details of the income and expenditure of the contracts for the year ended 28 February 2006 are as follows:



Actual costs incurred to date Work certified to date Cash received to date Physical proportion of contract completed at 28 February 2006 Amount due to customers in the contract account (carrying amount) Amount due to customers in the contract account (tax base) Section 24 C allowance



Bridge 1 R 840 000 1 600 000 1 350 000



Bridge 2 R 1 000 000 2 000 000 1 650 000



Bridge 3 R 1 200 000 2 400 000 2 050 000



45%



45%



50% 400 000 350 000 30 000



18 ASSIGNMENT 01 (second semester) (continued) Additional information: 1.



The company recognise contract profit on the percentage of completion method. The percentage of completion is calculated on the basis of contract costs incurred to date in relation to the total estimated contract costs. The percentage should be rounded off to 0(nil) decimal places after the comma, e.g. 63,421 = 63%.



2.



The SA normal tax rate is 29%.



3.



The company provides for deferred tax on all temporary differences according to the comprehensive basis, using the balance sheet approach. There are no other temporary differences except those mentioned in the question.



4.



Retention fees of 15% are retained and are payable 6 months after completion of the contract.



5.



Ignore sections 22(2A) and 22(3A) of the Income Tax Act.



6 Multiple choice questions: 1.



What should the profit before tax be that must be recognised on Bridge 1 for the year ended 28 February 2006? a. b. c. d. e.



2.



The amount due to / from customers in the contract account (tax base) of Bridge 1 for the year ended 28 February 2006 amounts to: a. b. c. d. e.



3.



R560 000 R760 000 R510 000 R960 000 None of the above



R250 000 cr R250 000 dr R240 000 cr R240 000 dr None of the above



Taxable income on Bridge 2 excluding the Section 24 C allowance for the year ended 28 February 2006 amounts to: a. b. c. d. e.



R650 000 profit R1 000 000 profit R1 250 000 profit R700 000 profit None of the above
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ASSIGNMENT 01 (second semester) (continued) 4.



The Section 24 C allowance for Bridge 2 for the year ended 28 February 2006 amounts to: a. b. c. d. e.



5.



The amount due to / from customers in the contract account (carrying amount) of Bridge 2 for the year ended 28 February 2006 amounts to: a. b. c. d. e.



6.



R20 000 Rnil R10 000 R200 000 None of the above



R350 000 dr R350 000 cr Rnil R500 000 cr None of the above



The deferred tax balance at 28 February 2006 on the contract of Bridge 3 amounts to: a. b. c. d. e.



R23 200 liability R 5 800 liability R20 000 asset R 5 800 asset None of the above



QUESTION 2 Multiple choice questions 7 to 10 pertain to the following information: Results Limited is a company undertaking long-term construction projects. The company uses the percentage of completion method for the recognition of contract revenue. The profit is calculated as a percentage of costs incurred to date in relation to total estimated costs. Details of the only contract are: Contract price Total estimated costs Commencement date Physical proportion of contract completed at 30 September 2005 Physical proportion of contract completed at 30 September 2006



R 1 800 000 1 430 000 20 November 2004 20% 50%



20 ASSIGNMENT 01 (second semester) (continued) You are the accountant and are responsible to prepare the annual financial statements. In order to do this you must obtain the necessary information from the accounting and tax records of the company. An extract of the general ledger (all entries not completed) follows: Dr



Debtors



c/f



824 000 2006 Payment received 198 000 2006 Retention debtors 1 022 000 2006 Balance



Dr 2005 Costs incurred 2005 Contract income



2005 Amount due from customers 2006 Costs incurred Balance



R 266 400 29 600 296 000



R 296 000 2005 Payments received 2005 Retention debtors 296 000



2005 Work certified



2006 Work certified 2006 Balance



Cr



939 600 82 400 1 022 000



b/d



Amount due from/to customers R 314 600 2005 Work certified 396 000 2005 Costs (I/S) Amount due from Customers 710 600



198 000 Cr R 296 000 314 600 c/f



2006 Work certified



100 000 710 600 824 000



b/d 100 000 614 900 c/f 109 100 824 000



824 000 2006 Balance



b/d



109 100



An extract from the 2005 tax records follows: Taxable income: Greater of: Work certified Less: retention Or Cash received Contract income Contract costs Assessed loss



R 296 000 (29 600) 266 400 266 400 266 400 (314 600) (48 200)
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ASSIGNMENT 01 (second semester) (continued) Additional information: 1.



The tax rate in both years was 29%.



2.



The SA Revenue Service (SARS) will allow the section 24C allowance if it is applicable. Ignore the implications of the valuation of work in progress in terms of Section 22 of the Income Tax Act.



3.



The company provides for deferred tax on all temporary differences according to the comprehensive basis using the balance sheet approach.



4.



The directors are of the opinion that sufficient profit will be generated by the company to utilise any tax losses in the future.



4 Multiple choice questions: 7.



The profit or loss made on the contract for the year ended 30 September 2005 amounts to: a. b. c. d. e.



8.



The profit or loss made on the contract for the year ended 30 September 2006 amounts to: a. b. c. d. e.



9.



R285 100 profit R209 100 profit R159 100 profit R324 700 profit None of the above



Taxable income for the year ended 30 September 2006 on the contract excluding the Section 24 C allowance amounts to: a. b. c. d. e.



10.



R18 600 loss R45 400 profit R48 200 loss R81 400 profit None of the above



R126 700 R324 700 R591 100 R10 100 None of the above



The Section 24 C allowance for the year ended 30 September 2006 amounts to: a. b. c. d. e.



R28 600 R10 100 R343 200 Rnil None of the above



22 ANNEXURE C ASSIGNMENT 02 FOR ACN303-V/ACN313-X SEMESTER 1 DUE DATE: 19 MARCH 2007 SEMESTER 2 DUE DATE: 20 AUGUST 2007



QUESTION NO.



SUBJECT



MARKS



TIME (Minutes)



1



IAS11(AC109) - Construction contracts



33



40



2



IAS11(AC109) - Construction contracts



31



37



3



IAS11(AC109) - Construction contracts



45



54



4



IAS17(AC105) - Lessee



30



36



5



IAS17(AC105) - Lessee



22



26



6



IAS17(AC105) - Sale and leaseback



30



36



7



IAS17(AC105) - Sale and leaseback



63



76



8



IAS17(AC105) - Lessors



59



71



9



IAS17(AC105) - Lessors



50



60



363



436



For purposes of this assignment, you may assume the following: $ the implications of secondary tax on companies should be ignored if no rate is given, and $ the implications of capital gains tax should be ignored.
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QUESTION 1 (33 marks) LKT Limited is a company undertaking long-term construction projects. The company uses the percentage of completion method for the recognition of contract revenue. The profit is calculated as a percentage of costs incurred to date to total estimated costs. The managing director of the company wants to assess the viability of a contract that the company has engaged in. He requires of you, the financial manager of the company, to supply him with all the relevant accounting information, taking into account the tax effect relating to this specific contract. The details of the contract are: Commencement date:



20 November 19.8 R



Contract price Total contract costs



900 000 715 000



Estimated additional costs to complete - 30 September 19.9 Estimated additional costs to complete - 30 September 20.0



557 700 250 250



Cumulative costs incurred to date - 30 September 19.9 Cumulative costs incurred to date - 30 September 20.0



157 300 464 750



Cumulative work certified - 30 September 19.9 Cumulative work certified - 30 September 20.0



148 000 560 000



Cumulative payments received - 30 September 19.9 Cumulative payments received - 30 September 20.0



133 200 603 000



There is a 10% retention applicable to this contract. The SA Normal tax rate in the current and previous year is 29%. The SA Revenue Service will allow the Section 24(C) allowance if it is applicable. Please ignore the implications of the valuation of work in progress in terms of Section 22 of the Income Tax Act. The company provides for deferred tax on all temporary differences according to the comprehensive basis, using the balance sheet approach. The directors of the company are of the opinion that sufficient profit will be generated by the company to utilise any tax losses in the future.



24 QUESTION 1 (continued) REQUIRED: (a)



Calculate the profit or loss made on this contract for the years ended 30 September 19.9 and 30 September 20.0. (8)



(b)



Calculate the taxable income relating to this contract for the year ended 30 September 20.0. The company made a tax loss of R24 100 on this contract for the year ended 30 September 19.9 and section 24(C) allowance was not applicable for the 19.9 financial year. (11)



(c)



Calculate the deferred tax balance for the year ended 30 September 20.0, using the balance sheet approach. List all the temporary differences and indicate next to every temporary difference if it results in a deferred tax asset or a deferred tax liability. The accounting balance of the contract account at 30 September 20.0 amounted to R25 000, being AAmount due from client@ and the AAmount due from client@ on the contract account for tax purposes amounted to R43 000. (14)



(Calculations to be done to nearest Rand) QUESTION 2 (31 marks) Kekai Limited undertakes long-term construction projects involving the building of roads. The percentage of completion method is applied for recognising contract revenue. The profit is calculated as a percentage of work certified to the total contract revenue. The company started work on two contracts during the year ended 30 September 19.8 of which the details are as follows: Contract A Contract B R R Contract price Estimated additional costs to complete 30 September 19.8 Costs incurred to date - 30 September 19.8 Work certified to date - 30 September 19.8 Payments received to date Retention debtors Payments outstanding



900 000



250 000



340 000 410 000 540 000 420 000 54 000 66 000



60 000 100 000 87 500 78 750 8 750 -



The above two contracts are the only contracts that the company worked on during the year. General administration costs for the year ended 30 September 19.8 amounted to R20 000.
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QUESTION 2 (continued) REQUIRED: Disclose all relevant information in the annual financial statements of Kekai Limited for the year ended 30 September 19.8 in order to comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. All applicable notes to the annual financial statements, including accounting policy notes are required. Ignore all tax implications. QUESTION 3 (45 marks) Tronix Limited is a construction company which was incorporated in December 19.4. The company successfully tendered for a contract in February 19.5. The contract was for the erection of an office block, and the price of the contract was fixed. The summary of the information in the tender is as follows: Contract Flint R 800 000 640 000 1 March 19.5



Contract price Total estimated contract costs Commencement date



The following is a summary of the contract account in the general ledger before closing entries for the abovementioned contract for the year ended 30 September 19.6: Contract Flint Date 1.10.19.5 1.10.19.5 30.9.19.6 30.9.19.6 30.9.19.6 30.9.19.6 30.9.19.6 30.9.19.6



Description Amount due to client (brought forward) Inventory - materials Wages Material purchased Salaries Work certified Depreciation Amount due to client (carried forward)



Dr R 26 000 128 000 165 000 12 000 21 000 78 000 430 000



Cr R 40 000



390 000



430 000



26 QUESTION 3 (continued) Additional information 1. You can accept that the information contained in the contract account is correct. 2. The percentage of completion is calculated on the basis of costs incurred to date in relation to total estimated costs. 3. Retention is calculated at 10% of the work certified. 4. The following information for the year ended 30 September 19.5 is available: Contract revenue Contract costs incurred Work certified Cash received Section 24C allowance Deferred tax asset balance at 30 September 19.5



R 320 000 256 000 360 000 370 000 40 000 3 000



5. The company calculates depreciation on the same basis as the wear and tear allowed by the SA Revenue Service. 6. The company received payments on the contract of R351 000 during the year ended 30 September 19.6. 7. Assume a SA Normal tax rate of 29% for both years. Ignore all VAT implications and Section 22(3A) of the Income Tax Act in respect of work in progress. 8. Deferred tax is provided for on all temporary differences, according to the comprehensive basis, by using the balance sheet approach. REQUIRED: PART A Calculate the amounts due to or due from clients to be disclosed in the balance sheet of Tronix Limited at 30 September 19.6. (11) PART B Prepare the income statement and notes to the income statement of Tronix Limited for the year ended 30 September 19.6. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Comparative figures and accounting policy notes are not required. (34)
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QUESTIONS 4 TO 7: Please note that unlike legal fees, commission paid is tax deductable. It will therefore not be an exempt difference. QUESTION 4 (30 marks) The preliminary income statement before taking into account any additional information of Sleet Limited, a dealer in motor vehicles for the year ended 28 February 19.7 is as follows: 19.7 R Income 1 780 000 Sales of motor vehicles 13 500 Dividends received - Slate Limited (unlisted) 1 793 500 Expenses Advertising Cleaning Commission paid to sales staff Depreciation: workshop equipment Depreciation: office equipment Operating lease - premises Initial payment Payments for the year Printing and stationery Purchases: consumables Purchases: motor vehicles Salaries and wages Loss on a litigation settlement (tax deductible) Profit for the period



9 000 4 500 23 600 11 200 15 000 49 000 9 000 40 000 11 000 66 000 1 068 000 72 000 85 000 379 200



Additional information 1. The carrying values and tax bases of workshop equipment and office equipment at 1 March 19.6 were as follows: Carrying amount Tax base R R 210 000 240 000 Workshop equipment 80 000 120 000 Office equipment 2. The wear and tear allowed by the SA Revenue Service is as follows:



Workshop equipment Office equipment



19.7 R 22 500 15 000



28 QUESTION 4 (continued) 3. Sleet Limited entered into an operating lease agreement for the premises they are presently occupying. The lease agreement was entered into on 1 July 19.6. The terms of the lease are as follows: Initial payment Instalment per month Duration of the lease



R9 000 R5 000 3 years



4. Sleet Limited paid commission of R7 200 to enter into the lease agreement. 5. The SA Normal tax rate is 29% and deferred tax is provided for on all temporary differences. Sleet Limited=s taxable income for the year ended 28 February 19.7 is R125 100. REQUIRED: Prepare the notes to the annual financial statements of Sleet Limited for the year ended 28 February 19.7. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. The accounting policy notes are not required. QUESTION 5 (22 marks) Chauffer Travel Limited, a newly established car rental company based in Cape Town, entered into a finance lease agreement to acquire two new limousines which will make up their entire current limousine fleet. The following information is available: Contract date Total cash price of the vehicles Deposit Instalments - half yearly in arrears Date of first instalment Lease period Nominal interest rate Effective interest rate Total scrap value of the vehicles Estimated useful life



1 January 20.1 R1 600 000 20% of cash price R228 050 30 June 20.1 4 years 17,25% (fixed rate) per annum 17,99% per annum R200 000 5 years



The two limousines were docked at Cape Town harbour on 2 January 20.1 and put into immediate use. Depreciation is written off over their expected useful lives according to the straight-line method. Assume a SA Normal tax rate of 29% and that deferred tax is provided on all temporary differences according to the comprehensive basis using the balance sheet approach. Assume that the total deposit is allowed as a deduction for tax purposes by the SA Revenue Service.
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QUESTION 5 (continued) Chauffer Travel Limited paid commission of R16 000 to enter into the lease agreement. Chauffer Travel Limited=s profit before tax, before taking the lease into account, amounted to R950 000 for 20.1. Except for the above lease agreement, no other temporary differences existed and there were also no exempt tax items included in the profit before tax. No deferred tax was provided for in previous years as no temporary differences existed. Unicorn Bank financed the deal and provided you with the following correct amortisation table:



Date



Interest R



Capital R



Instalments R



Outstanding balance R



01/01/20.1 30/06/20.1 31/12/20.1 30/06/20.2 31/12/20.2 30/06/20.3 31/12/20.3 30/06/20.4 31/12/20.4



110 400 100 253 89 230 77 257 64 251 50 123 34 777 18 109



117 650 127 797 138 820 150 793 163 799 177 927 193 273 209 941



228 050 228 050 228 050 228 050 228 050 228 050 228 050 228 050



1 280 000 1 162 350 1 034 553 895 733 744 940 581 141 403 214 209 941 -



REQUIRED: Disclose all the relevant notes concerning the lease and its tax implications in the annual financial statements of Chauffer Travel Limited for the year ended 31 December 20.1. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Ignore the accounting policy notes, comparative figures and VAT implications. calculations to the nearest Rand.



Do all



30 QUESTION 6 (30 marks) Conroad Limited, a road construction company, is experiencing cashflow problems. To alleviate the cashflow problems, the directors decided to sell and leaseback a bulldozer to enable them to continue using the bulldozer. The directors signed the sale and leaseback agreement on 31 March 20.0. Details relating to the bulldozer and the sale and leaseback agreement are as follows: Cost price of bulldozer Carrying amount of bulldozer at date of sale Tax base of bulldozer at date of sale Fair value of bulldozer at date of sale Proceeds of sale Lease payments - monthly in arrears Commission paid to enter into the sale and leaseback agreement



R 550 000 375 000 110 000 525 000 475 000 9 600 10 800



The lease is classified as an operating lease and on expiry of the lease Conroad Limited has the option to repurchase the bulldozer at the relevant market value at the end of the lease term. The lease term is 3 years. The monthly fair rental for a similar bulldozer would have been R11 250 per month. The profit before tax and the taxable income at year end on 31 July 20.0 is R250 000 and R175 000 respectively, before taking into account the abovementioned sale and leaseback agreement. Assume a SA Normal tax rate of 29%. Deferred tax is provided on all temporary differences according to the comprehensive basis using the balance sheet approach. The sale and leaseback transaction is the only transaction affecting deferred tax. The deferred tax liability balance on 31 July 19.9 was R79 500. REQUIRED: Disclose all the relevant information of the sale and leaseback agreement in the notes to the annual financial statements of Conroad Limited for the year ended 31 July 20.0. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Only the following notes are required: 1. Profit before tax 2. Income tax expense 3. Sale and leaseback 4. Sale and leaseback - prepayment Calculations are to be done to the nearest Rand.
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QUESTION 7 (63 marks) The directors of Dexter=s Laboratories Limited, a company in the space technology industry, decided to develop a new communications satellite. Income will only be derived from the use of the satellite once it becomes operational. In order to finance the development costs, the directors decided to sell all the company=s equipment with a cost price of R500 000, a net carrying amount of R300 000 and a tax value of R281 250 to Sat Bank Limited for R400 000. The fair value of the equipment at the date of the sale was R460 000. Dexter=s Laboratories Limited will lease the equipment back from Sat Bank Limited over a three year period. The sale and commencement of the lease took place on 1 January 19.6. The lease is payable in quarterly instalments of R45 449 in arrears at an effective interest rate of 22,13% per annum and a nominal interest rate of 20,5% per annum. The first instalment is payable on 31 March 19.6. Dexter=s Laboratories Limited paid R9 000 commission to enter into the sale and leaseback agreement. The company depreciates its assets on the straight-line method over the expected useful lives of the assets. The expected useful life of this equipment at the date of original purchase of the assets was 5 years with no residual value. Wear and tear is calculated at 25% per annum on the reducing balance method. The profit before tax and the taxable income of the company for the year ended 31 December 19.6, before the above transactions and depreciation amount to R200 000. The company provides for deferred tax on all temporary differences and the SA Normal tax rate is 29%. The company had a deferred tax liability at 31 December 19.5 of R5 625. REQUIRED: Show how the above sale and leaseback agreement must be disclosed in the notes to the annual financial statements of Dexter=s Laboratories Limited for the year ended 31 December 19.6. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. No accounting policy notes are required. Notes relating to the deferred tax balance in the balance sheet are not required. All calculations must be done to the nearest Rand. Comparative figures are not required.



32 QUESTION 8 (59 marks) DKW Limited manufactures and distributes manufacturing machinery for use in the motor industry. During 20.3 equipment was leased to Ossewa Limited. The details are as follows: Cost of the equipment Cash selling price Lease conditions - 5 equal annual instalments, payable in arrears Effective interest rate Commencement date of contract Commission paid by DKW Limited to enter into lease agreement



R130 000 R162 500 Prime plus 5% 1 July 20.3 R3 250



In terms of the contract, the interest rate and therefore the instalments are linked to prime. At commencement of the contract, prime was 20%. On 1 July 20.6 the prime rate decreased to 17%. The market related interest rate on this transaction was considered to be prime plus 6%. DKW Limited estimates that the manufacturing equipment will have a useful life of 5 years. The South African Revenue Service allows for wear and tear and tear on this equipment based on the 50/30/20 method. The SA Normal tax rate has remained constant at 29%. DKW Limited=s financial year end is 31 December. Assume that DKW Limited earns sufficient income from leasing assets to use any tax allowances. REQUIRED: Prepare the journal entries in the books of DKW Limited regarding this transaction for the years ended 31 December 20.3 to 31 December 20.8. QUESTION 9 (50 marks) In addition to its share investments, Jonkershoek Investment Limited decided to become involved in the leasing of equipment. For this purpose a front-end loader was purchased on 1 March 20.3. Thereafter a contract was concluded with an earth moving contractor Bamco CC, whereby the machine is leased for a period of 4 years from 1 March 20.3 on the following conditions: Lease instalments - payable 6 monthly in advance Lease period Guaranteed residual value



R20 500 4 years R30 000



The useful life of the machine is estimated to be 5 years and depreciation is provided for by using the straight-line method, without taking into account any residual values. The South African Revenue Service allows wear and tear on this type of machinery at 20% per annum on the straight-line method. Bamco CC is responsible for the maintenance and insurance of the machinery.
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QUESTION 9 (continued) Jonkershoek Investment Limited paid R10 000 commission to enter into the lease agreement. On this type of investment Jonkershoek Investments Limited requires an effective yield of 16,4% per annum. Budgets presented by Bamco CC show that the lease instalments are affordable. In addition, the member of Bamco CC, Mr JR Bam, offered his house as further security for the lease payments. The house is valued at R100 000 (after redemtpion of the bond). The SA Normal tax rate has remained constant at 29%. REQUIRED: a) Indicate, with reasons, if the lease transaction concluded by Jonkershoek Investments Limited with Bamco CC is a finance lease or an operating lease. b) Disclose the lease transaction and related items in the income statement and balance sheet of Jonkershoek Investments Limited for the years ended 28 February 20.4 and 20.5 in accordance with Generally Accepted Accounting Practice. Notes on accounting policy are not required. The net investment method of accounting for finance income is applied.



34 ANNEXURE D ASSIGNMENT 03 FOR ACN303-V/ACN313-X SEMESTER 1 DUE DATE: 2 APRIL 2007 SEMESTER 2 DUE DATE: 3 SEPTEMBER 2007



QUESTION NO.



SUBJECT



MARKS



TIME (Minutes)



1



IAS23(AC114) - Borrowing costs



13



16



2



IAS23(AC114) - Borrowing costs



15



18



3



IAS14(AC115) - Segment reporting



35



42



4



IAS14(AC115) - Segment reporting



47



56



5



IAS34(AC127) - Interim financial reporting



10



12



6



IAS33(AC104) - Earnings per share



27



32



7



IAS33(AC104) - Earnings per share



24



29



8



IAS33(AC104) - Earnings per share



30



36



9



IAS33(AC104) - Earnings per share



29



35



230



276



For purposes of this assignment, you may assume the following: $ the implications of secondary tax on companies should be ignored if no rate is given, and $ the implications of capital gains tax should be ignored.
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QUESTION 1 (13 marks) Scope Limited started with the erection of plant for its manufacturing process on 1 January 19.5. The total estimated costs amount to R4 million and it will probably take two years before the plant will be in use. On the same date, Scope Limited was granted a long-term facility of R1 500 000 at 15% interest, compounded monthly. On 1 July 19.5 a further facility of R1 million at 17% interest, compounded monthly was raised. The expenses on the project were incurred at the beginning of each month and were only then withdrawn on the facility. The expenses were as follows: R January 400 000 February 200 000 March 300 000 April 150 000 May 200 000 June 150 000 July to December (per month) 200 000 Scope Limited follows a policy of capitalising borrowing costs. Ignore all tax implications. REQUIRED: a) Calculate the borrowing costs to be capitalised in respect of the contract for the year ended 31 December 19.5. b) Disclose borrowing costs in the note regarding finance costs, as well as the note on property, plant and equipment in the financial statements of Scope Limited for the year ended 31 December 19.5 in accordance with Generally Accepted Accounting Practice.



36 QUESTION 2 (15 marks) The following sequence of events relating to Atlantic Limited took place during 19.5: 15 January $ Atlantic Limited bought a property for R2 million on the West Coast, despite the fact that the directors had no fixed plans for its use. 28 February $ After extensive market research, the directors decided to build luxury townhouses on the property. They immediately approached the architects and town planners. 30 April $ The building commenced and the builders worked hard to finish the buildings in time for the summer season. 31 October $ All major buildings and townhouses were completed and ready for occupation. Only 25 of the 100 townhouses were sold. 15 December $ A large company bought 50 of the townhouses for their staff. 31 December $ The remaining 25 townhouses are unsold but the directors are confident that they will be sold in the new year. Additional information: 1. Building costs of R4 million were incurred evenly over the construction period i.e. 30 April to 31 October. 2. Borrowing costs of R400 000 were incurred during 19.5, at an average borrowing rate of 18% compounded annually. REQUIRED: a) Briefly discuss the relevant dates regarding the commencement and cessation of the capitalisation of borrowing costs. b) Calculate the amount of borrowing costs which may be capitalised for 19.5 based on the assumption that the company has a policy of capitalising borrowing costs where appropriate. Your solution must comply with Generally Accepted Accounting Practice.
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QUESTION 3 (35 marks) The following are details of the operations of three companies in the same group: Cicero Limited and Viceroy Limited are manufacturers, whilst Icarus Limited is partially responsible for the marketing of their products. The total sales of Icarus Limited resulted from goods purchased from Cicero Limited and Viceroy Limited, in the ratio 60:40. Icarus Limited purchased goods at cost price plus 25% and at balance sheet date had R325 000 inventory on hand, of which 60% was purchased from Cicero Limited. 30% of Cicero Limited=s sales are to Icarus Limited. Viceroy Limited is situated in Taiwan, whilst Cicero Limited and Icarus Limited operate in Gauteng. The following information is taken from the records and financial statements of the companies for the year ended 31 December 19.3: BALANCE SHEET



Property, plant and equipment Goodwill Current assets Interest bearing borrowings Intercompany loans Current liabilities



Cicero Limited Dr/(Cr) R=000



Viceroy Limited Dr/(Cr) R=000



Icarus Limited Dr/(Cr) R=000



3 500 1 350 (1 780) 800 (600)



1 000 75 (40)



500 37 450 (800) (300)



Cicero Limited Dr/(Cr) R=000



Viceroy Limited Dr/(Cr) R=000



Icarus Limited Dr/(Cr) R=000



(85 000) (975) 290 350



(32 000) (342) 103 120



(51 000) (205) 60 70



Cicero Limited R=000



Viceroy Limited R=000



Icarus Limited R=000



870



210



90



INCOME STATEMENT



Revenue Profit before tax Income tax expense Depreciation (included in profit before tax) Additional information



1. Additions to property, plant and equipment for the year



38 QUESTION 3 (continued) 2. Interest on intercompany loans amounted to R120 000 for both Cicero Limited and Icarus Limited. Cicero Limited paid interest on the long-term liability amounting to R267 000. Interest has already been taken into account in the calculation of net profit. The net profit of Cicero Limited includes an amount of R52 000 received as income (no dividend income) from associates and a dividend of R100 000 received from Icarus Limited. 3. The company=s primary segment reporting format is business segments. 4. Assets not allocated to a particular segment amounted to R60 000. No depreciation is applicable on these assets. 5. General expenses incurred and not allocated to a segment amounted to R20 000. 6. The SA Normal tax rate is 29%. REQUIRED: Prepare the segment report for the Cicero Limited group for the year ended 31 December 19.3 in order to comply with the requirements of Generally Accepted Accounting Practice, and all other relevant notes, including accounting policy. QUESTION 4 (47 marks) Martina Limited, Steffi Limited and Monica Limited are all listed on the Johannesburg Stock Exchange. Steffi Limited and Monica Limited are wholly-owned subsidiaries of Martina Limited. The following information is relevant: Extracts from the financial statements at 28 February 19.2: Martina Limited Dr/(Cr) R=000 Revenue Property, plant and equipment Profit before tax 15% Interest bearing borrowing Inventory Other current assets Current liabilities Income tax expense Depreciation (included in profit before tax) Other non-cash expenses



Steffi Limited Dr/(Cr) R=000



Monica Limited Dr/(Cr) R=000



(500 000) (250 000) (70 000) 20 463 45 221 7 000 (1 500) (510) (225) (500) 224 148 300 150 245 126 (250) (170) (210) 500 150 70 3 000 5 000 750 120 90 50



Martina Limited and Monica Limited operate primarily in Pretoria and Cape Town, whilst Steffi Limited operates primarily in Maputo. Martina Limited and Steffi Limited are manufacturers of hardware, whilst Monica Limited operates as a general dealer.
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QUESTION 4 (continued) The long-term liability was incurred on 1 March 19.1 and no redemption of capital has taken place since then. Monica Limited purchases all its inventory from Martina Limited and Steffi Limited, in the ratio of 70:30. The closing inventory of Monica Limited will also be in the same ratio. Sales to Monica Limited take place at cost plus 20%. 40% of the sales of both companies, being Martina Limited and Steffi Limited, are supplied to Monica Limited. The SA Normal tax rate is 29%. The company=s segment report discloses the following: Geographical segments (location of assets and customers are similar) $ South Africa $ Mozambique Business segments $ Hardware manufacturers $ General dealers REQUIRED: a) Calculate the consolidated revenue, net profit and assets for disclosure purposes in the group financial statements for the year ended 28 February 19.2. (12) b) Prepare the notes on segments in the annual financial statements of Martina Limited and its subsidiaries for the year ended 28 February 19.2 in accordance with Generally Accepted Accounting Practice. Assume that all figures are material and that the primary reporting format is geographical segments. Notes on accounting policy are not required. (35)



40 QUESTION 5 (10 marks)(12 minutes) Glenvar Limited operates a guest house situated in Gauteng. The company draw up interim financial statements to improve the ability of their investors to understand their financial condition and liquidity. The following financial information relates to Glenvar Limited=s quarterly interim financial report for the quarter ended 31 August 20.3: 20.3 R Sales 1 800 000 Cost of sales 600 000 Other operating expenses 350 000 Administrative expenses 150 000 Selling and distribution expenses 140 000 The following information has not yet been taken into account: 1. No provision has been made for depreciation on property, plant and equipment. The depreciation for the first quarter, ended on 31 August 20.3, amounted to R125 000 which is also the wear and tear allowance allowed by the SA Revenue Service. Glenvar Limited is planning to buy 3 new vehicles in the next quarter as the demand for the renting of vehicles has increased sharply over the last two months. If they buy the new vehicles the depreciation will increase with R50 000 per quarter. 2. The compensation insurance is only payable once a year on 31 May. This is calculated as 1.5% of the salaries and wages paid for the year ended on 28 February 20.4. The salaries and wages paid for the quarter ended on 31 August 20.3 amounted to R260 000. The total estimated salaries and wages to be paid until 28 February 20.4 amounted to R1 000 000. 3. A year-end bonus is payable to all employees still employed in December. If an employee resigns before year end no pro-rata bonus will be payable. The estimated year-end bonuses to be paid in December 20.3 amounts to R90 000. 4. The directors of Glenvar Limited decided to paint the guest house during September 20.3 as this is not a busy time of the year. Glenvar Limited budgeted R70 000 for these repairs. Assume a SA Normal tax rate of 29%. There are no temporary differences in this question. The company=s year end is 31 May. REQUIRED: a) Prepare the interim income statement of Glenvar Limited for the quarter ended 31 August 20.3. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. No comparative figures are required. b) For which dates must comparative figures be shown for the above interim income statement?
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QUESTION 6 (27 marks)(32 minutes) Smile Limited, a listed company on the Johannesburg Stock Exchange, was incorporated on 1 January 19.8 with the following capital structure: Authorised: 500 000 ordinary shares of R0,50 each 10 000 7% cumulative preference shares of R1,00 each Issued: 250 000 ordinary shares of R0,50 each 5 000 7% cumulative preference shares of R1,00 each On 1 May 20.0 the board of directors of Smile Limited decided to consolidate the nominal value of the ordinary shares from R0,50 each to R2,00 each in order to comply with the new listing requirements. During the company=s restructuring, the directors decided to grant 10 000 share options to top management as an incentive on 1 June 20.0. The options to purchase ordinary shares at R3,00 per share must be exercised before 30 June 20.3. The fair value of the ordinary shares amounted to R4,00 per share during 20.1. The following is the abridged income statement and statement of changes in equity of Smile Limited: Income statement for the year ended 31 August 20.1:



Revenue Cost of sales



20.1 20.0 R R 400 000 375 000 (200 000) (187 500)



Gross profit Other expenses



200 000 187 500 (147 500) (141 300)



Profit before tax Income tax expense



52 500 (23 625)



46 200 (20 790)



Profit for the period



28 875



25 410



Extract from statement of changes in equity for the year ended 31 August 20.1: Retained earnings R 17 000 Balance at 31 August 19.9 25 410 Profit for the period Balance at 31 August 20.0 Profit for the period Dividends paid - ordinary - preference



42 410 28 875 (5 000) (1 050)



Balance at 31 August 20.1



65 235
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QUESTION 6 (continued) REQUIRED: Calculate and disclose basic earnings per share and diluted earnings per share in the notes to the financial statements of Smile Limited for the year ended 31 August 20.1.Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Assume a Secondary Taxation on Companies rate of 12,5%. Comparative figures are required. All calculations are to be done to the nearest Rand. QUESTION 7 (24 marks) (29 minutes) The following is an extract from the consolidated income statement of Dive Limited and its subsidiary for the year ended 31 December 20.1: 20.1 R Revenue Cost of sales



2 115 000 (1 260 000)



Gross profit Other expenses



855 000 (336 000)



Profit before tax Income tax expense



519 000 (151 200)



Profit for the period



367 800



Attributable to: Equity holders of the parent Minority interest



277 800 90 000 367 800



Additional information 1. The issued capital structure of Dive Limited on 31 December 20.1 is as follows: 15 000 000 ordinary shares of R0,50 each 100 000 10% cumulative preference shares of R1 each



R 7 500 000 100 000



2. On 30 September 20.1 Dive Limited decided to change the nominal value of its ordinary share capital from R1 per share to 50c per share. 3. On 30 June 20.1 Dive Limited had a rights issue of 2 ordinary shares for every 1 ordinary share held, at R1 per share, for cash. The market price prior to the announcement of the rights issue was R5 per share. Management considered, that for the issue to be successful, they could have issued the shares at R4 per share, which was their fair value.
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QUESTION 7 (continued) 4. The following item is included in profit before tax: Profit on sale of plant and equipment owned by Dive Limited



R 30 000



Assume that the carrying amount and tax base of the abovementioned plant and equipment are the same. 5. Dive Limited owns 60% of the issued ordinary share capital of Scuba Limited. The minority interest has remained unchanged since the date of acquisition. 6. The company has paid preference dividends every year since incorporation, except for the year ended 31 December 20.1. No ordinary dividends were declared or paid for the year ended 31 December 20.1. 7. Assume a SA Normal tax rate of 29% and a Secondary Taxation on Companies rate of 12,5%. REQUIRED: Calculate and disclose basic earnings per share in the notes to the annual financial statements of Dive Limited for the year ended 31 December 20.1. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Comparative figures are not required. All calculations are to be done to the nearest rand. Ignore the implications of capital gains tax and STC. QUESTION 8 (30 marks) (36 minutes) PART A On 1 July 19.8 Moonlight Limited had 1 000 ordinary shares of R1 each in issue. The issued share capital of Moonlight Limited has remained unchanged since incorporation but in terms of a rights issue, one new share for every five shares outstanding at that date was issued on 1 September 19.8, at a price of R10 per share. The fair value of one ordinary share, immediately prior to the announcement of the rights issue on 1 September 19.8, was R22 per share. The profit of Moonlight Limited for the years ending 30 June 19.9 and 30 June 19.8 was R30 480 and R52 250 respectively. REQUIRED: Calculate the basic earnings per share as it will be disclosed in the annual financial statements of Moonlight Limited for the year ended 30 June 19.9. The calculation must comply with the requirements of Standard IAS33(AC104) - Earnings per share. No disclosure in the annual financial statements is required. The comparative calculation for earnings per share must also be calculated. (11)



44 QUESTION 8 (continued) PART B The following is an extract from the consolidated income statement of Angelface Limited and its subsidiary, Pancake Limited, for the year ended 31 December 19.9. You may assume that the consolidated income statement is correct. 19.9 19.8 R R 65 000 48 000 Profit before tax (21 500) (16 400) Income tax expense 43 500 31 600 Profit for the period Attributable to: Equity holders of the parent Minority interest



40 800 2 700 43 500



27 280 4 320 31 600



The following items are included in profit before tax:



1. Loss on the sale of property owned by Angelface Limited 2. Profit on sale of plant and equipment of Pancake Limited 3. Loss arising from impairment of Pancake Limited=s plant and equipment 4. Profits arising from reorganisation of Angel Face Limited=s long term debt (Long term debt is reorganised every two years)



19.9 R 4 500 3 600 -



19.8 R 6 800 2 800



Additional information 1. Angelface Limited holds a 70% interest in Pancake Limited since 1 January 19.7. The minority interest has remained unchanged since the date of acquisition. Most of the operating activities of the group are carried out by Pancake Limited. 2. The authorised and issued share capital of Angelface Limited is 300 000 ordinary shares of R1 each. 3. Assume a SA Normal tax rate of 29% for both 19.9 and 19.8. 4. Assume that the depreciation and wear and tear allowance for plant and equipment are the same. REQUIRED: Disclose headline earnings per share in the consolidated annual financial statements of Angelface Limited and its subsidiary for the year ended 31 December 19.9. Your answer must comply with the requirements of Generally Accepted Accounting Practice. Comparative figures are required. (19)
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QUESTION 9 (29 marks)(35 minutes) PART A The following is an extract from the income statement of Batman Limited for the year ended 30 September 20.0: 20.0 R Profit before tax Income tax expense



812 500 (212 000)



Profit for the period



600 500



Attributable to: Equity holders of the parent Minority interest



500 000 100 500 600 500



Additional information 1. The issued capital structure of Batman Limited, since incorporation of the company, was as follows: R Ordinary shares of 50c each 10% cumulative participating preference shares of R1 each



285 000 150 000



2. Included in profit before tax are the following items: R Directors= remuneration Depreciation Bad debts written off Profit on sale of factory building Profit on expropriation of land (Tax effect: Nil)



35 000 20 000 50 000 5 000 12 500



3. Each cumulative participating preference shareholder is entitled to share in the ratio 1:5 of the total dividends attributable to ordinary shareholders. 4. No dividends were declared in the current year, as the company is experiencing liquidity problems. 5. Assume a SA Normal tax rate of 29%.



46 QUESTION 9 (continued) REQUIRED: Disclose the basic earnings per share in the notes to the annual financial statements of Batman Limited for the year ended 30 September 20.0. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Comparative figures are not required.



(13)



PART B The following is an extract from the statement of changes in equity of Spiderman Limited for the financial year ended 30 April 20.1: EXTRACT FROM STATEMENT OF CHANGES IN EQUITY Share capital R



Retained earnings R



Total R



Balance on 30 April 20.0 Profit for the period Dividends paid - 12% cumulative preference shares



1 195 000



1 520 000 625 000 (60 000)



2 715 000 625 000 (60 000)



Balance on 30 April 20.1



1 195 000



2 085 000



3 280 000



Additional information 1. The authorised and issued share capital of Spiderman Limited on 30 April 20.1 were as follows: R675 000 ordinary shares of R1,50 each R250 000 12% cumulative preference shares of R1,00 each R270 000 15% non-cumulative preference shares of R1,50 each No shares were issued during the current financial year. 2. Each 15% non-cumulative preference share is convertible into one ordinary share on 30 April 20.2.
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QUESTION 9 (continued) 3. On 1 August 20.0 Spiderman Limited issued 200 000 15% debentures at R1,50 each. These debentures are convertible into ordinary shares on 1 August 20.2 on the basis of one ordinary share for every debenture held. 4. Assume a SA Normal tax rate of 29% and a Secondary Taxation on Companies rate of 12,5%. REQUIRED: Disclose only the diluted earnings per share in the annual financial statements of Spiderman Limited for the year ended 30 April 20.1. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Comparative figures are not required.



(16)



PLEASE NOTE: In this question it is assumed that the debentures are classified as liabilities only and that the market related interest rate for debentures without conversion rights is also 15%. Refer to example 24 in study unit 6 - Earnings per share, for an illustration of the classification and difference in interest rates.



48 ANNEXURE E: EXAMINATION PREPARATION AND APPROACH The following matters regarding both the first and the second semesters’ examination paper deserve your attention: 1. GENERAL It should be mentioned that you will write a two hour examination for this module. You are advised to consult the examination time-table in Calendar 1, General Information, in good time in order to plan your final revision programme accordingly. Please get down to an early start in order to avoid “cramming” at the last moment. 2. RELATIVE IMPORTANCE OF CERTAIN TOPICS IN THE STUDY MATERIAL There are no topics in the study material that are more important than others and no discussion will be conducted in this regard. None of the topics in the syllabus are excluded for examination purposes. You will be examined on all study material as per the study guides, prescribed books and tutorial letters. It is not sufficient to only work through your assignments because all the principles are not tested in there. Please ensure that you have received all the following study material: 1. 2. 3. 4.



Tutorial letter 101/2007 Tutorial letter 201/2007 Tutorial letter 202/2007 Study guide for ACN303-V/ACN313-X



If you have not received all the abovementioned study material, please contact DESPATCH at telephone number (012) 429-4104. 3. CHOICE OF CORRECT PAPER: ACN303-V/ACN313-X It is your responsibility to ensure that you receive the correct paper in the examination. If you are handed the wrong paper, you must immediately request the invigilator to hand you the correct paper. 4. FORMAT OF THE EXAMINATION PAPER The paper will consist of 3 questions which should be answered by all students. PLEASE NOTE: SA NORMAL TAX RATE FOR COMPANIES: From 1 March 2005 the tax rate for companies is 29%. However, for practical reasons a tax rate of 30% was used in the study material for ACN303-V/ACN313-X, but for exam purposes a tax rate of 29% will be used.
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5. EXAM PREPARATION Steps to follow when preparing for the exam: -



First read through the Atheory@ at the start of each study unit or sub section of a study unit, making sure that you understand the principles involved.



-



Then read the relevant section of the accounting standard (statement) in the SAICA Handbook. Don=t go to a next sentence unless you understand what you have just read.



-



Work through the examples that demonstrates the application of the principles. Do not memorise the examples, try to understand why the specific calculations were done.



-



When you work through an example always try to set the journal entries or T-accounts for the different transactions. One set of journals or T-accounts must be done from the company=s own view point and another set from the South African Revenue Services view point. The second set will assist you in understanding where the tax base figures in the deferred tax calculations come from.



-



Work through the answers to the examples that demonstrates the disclosure in terms of Generally Accepted Accounting Practice. Make sure you understand why it has been disclosed in that specific manner. Once you understand, then memorise the disclosure referring back to the accounting standard (statement) and your study guide.



-



Prepare a summary of all the principles involved on each topic and the accounting treatment and disclosure thereof.



-



The next step is to attempt the assignment questions. Answer the questions without referring to the solutions by following the steps describe at the end of this tutorial letter under Ahow should you answer a question@. Only on completion of an answer you can compare your answer with the suggested solution. If your answer differs from the suggested solution refer back to the study guide and the accounting standard. If you then still don=t understand what has been done in the suggested solution, contact one of your lecturers.



-



Attempt the questions in the text book AAccounting Standards@. Follow the same steps as set out in the previous paragraph.



-



Remember if you don=t understand the principles involved it will be to no avail to work through numerous questions, but if you understand the principles, working through one or two questions per scenario will be sufficient.



-



Please do not attempt new questions in the few hours before you write your exam. It will only confuse and unsettle you if you come across something you cannot do. Remember you must be both cognitively and psychologically prepared.



-



On the morning of the day of your exam refresh your memory by reading through the summary you have compiled and reciting the disclosure requirements. This will help you to relax as you will be familiar with the information by then.



50 6. EXAM TECHNIQUE In applying the correct exam technique students will be able to complete the answers within the time frame allowed and their answers will be better structured as to obtain the most marks in the shortest time possible. How should you attempt a question? -



Read the Arequired@ section first. Ensure that you are clear on what is required of you. Please note that marks will not be awarded if you do not complete what is required. For example: If you are required to provide only the notes to the balance sheet, no marks will be awarded for disclosing the balance sheet and/or notes to the income statement (e.g. profit before tax and current tax notes).



-



It is also important that you read what is not required as it will result in a waste of time if you prepare unnecessary workings and disclosure. TIME MANAGEMENT IS VERY IMPORTANT IN ANY PAPER.



-



Start of by writing the layout (wording) of the disclosure. (Depending on the type of question and topic, up to 40% of the marks can be allocated for disclosure.) The disclosure will then guide you in deciding what calculations to prepare.



-



After you have written down the disclosure, start with the calculations. Once you have done a calculation transfer the answer to your disclosure. (Don=t wait until all the calculations are done before transferring the answers.)



-



It is advisable to show shorter calculations on the face of the income statement, balance sheet or notes (which ever is required) in brackets next to the disclosure. This will save time and avoid duplication. Longer calculations which cannot fit into the line next to the disclosure or the next line must be done or a separate page marked Acalculations@. The figures in the disclosure should then be cross referenced to the calculations.



-



Never exceed the time allocated per question.



-



Attempt each question in the paper. Leaving out a question could be the reason you fail.



-



When answering an examination paper, it is normally advisable to answer the questions in the order that they have been given. When an examination paper is prepared due care and consideration is given in determining the sequence of the questions. A question on a topic that you may consider to be easy may in fact be the more difficult question of the paper and answering it first might cause you to spend too much time on it or upset you so much that it influences your ability to answer the rest of the paper.



-



If in doubt, always go back to the basic principles, especially where two or more topics are combined.



-



Show all calculations, even if it is as simple as adding two figures together. Marks cannot be allocated if we cannot see what the amount is made up of.



-



Make sure that you correctly transfer amounts calculated to the disclosure. Marks will not be awarded for calculations if they are not transferred correctly.
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Students will lose marks for an error only once. Where the incorrect figure was used in other calculations or disclosure, marks will be allocated if the principle was applied correctly.



7. SUPPLEMENTARY EXAMINATIONS Supplementary examinations will be conducted in October 2007 for students who fail the May 2007 examination paper and achieve between 45% - 49% for the examination paper. Supplementary examinations will be conducted in May 2008 for students who fail the October 2007 examination paper and achieve between 45% - 49% for the examination paper. 8. REMARKING OF EXAM SCRIPTS Students who apply for the remarking of their scripts should provisionally register for the module as if they have failed. Registration can be cancelled if the remark was successful. 9. GROUP DISCUSSION CLASSES No group discussion classes for this module will be presented this year. 10. PERSEVERE We would like to encourage you to tackle your studies with enthusiasm. Remember, success can only be achieved by effort and perseverance. Every year we find that many students do not turn up at the examination centre. You must never inflict this disservice on yourself. Remember that if you write, you have a chance; if you don=t, you have no chance at all.



52 ANNEXURE F:



Question number



MAY 2006 EXAMINATION PAPER WITH SOLUTION



Subject



Marks



Time (minutes)



1



Leases



40



48



2



Borrowing costs and segment reporting



34



41



3



Earnings per share and interim financial reporting



26



31



100



120



TOTAL
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QUESTION 1 (40 marks)(48 minutes) Scuba (Pty) Limited is a manufacturer of diving equipment. On 1 January 2005 the company entered into a lease agreement with Dangerous Dives (Pty) Limited whereby diving equipment which was manufactured by Scuba (Pty) Limited at a cost of R200 000, would be leased to Dangerous Dives (Pty) Limited. Summary of the agreement between Dangerous Dives (Pty) Limited and Scuba (Pty) Limited: Selling price of diving equipment on 1 January 2005 (considered to be the fair value) .................................................................................................................... R250 000 Instalments (payable annually in arrears)..................................................................... R 55 918 Period of lease ................................................................................................................5 years Date of first payment ................................................................................... 31 December 2005 Interest rate implicit to the lease agreement................................................................ 9% p.a. Guaranteed residual value to be paid by Dangerous Dives (Pty) Limited ..................... R50 000 Scuba (Pty) Limited incurred legal fees of R6 000 to secure the lease agreement and paid this amount in cash. Dangerous Dives (Pty) Limited will be responsible to pay the 5 instalments of R55 918 as well as the guaranteed residual value of R50 000 to Scuba (Pty) Limited, irrespective of any losses they may incur due to idle time of the diving equipment. Dangerous Dives (Pty) Limited will also be responsible for any maintenance costs of the diving equipment. Dangerous Dives (Pty) Limited incurred legal fees of R5 000 for negotiating the lease and paid this amount in cash. For accounting purposes the diving equipment will have an estimated residual value of R9 000 at the end of its 6 years useful life. Additional information: The SA Normal tax rate is 29%. The South African Revenue Service (SARS) allows wear and tear on all diving equipment at 20% p.a. on the straight-line method. A normal market related interest rate for similar transactions is considered to be 11% per annum. It is the accounting policies of both Scuba (Pty) Limited and Dangerous Dives (Pty) Limited to depreciate their assets on the straight-line method over the useful life of the assets and to provide for deferred tax on all temporary differences according to the comprehensive basis, using the balance sheet approach. The balance on the deferred tax account at the beginning of the year was Rnil for both companies and the only temporary differences are those in respect of the above lease agreement. Neither Scuba (Pty) Limited, nor Dangerous Dives (Pty) Limited are registered vendors for Value Added Tax (VAT) purposes.



54 QUESTION 1 (continued) REQUIRED: (a) Discuss whether the above lease agreement between Scuba (Pty) Limited and Dangerous Dives (Pty) Limited is an operating or a finance lease. (4) (b) Regardless of your answer in (a), assuming that Dangerous Dives (Pty) Limited will obtain ownership of the diving equipment at the end of the lease term, disclose all the relevant balance sheet notes concerning the above lease agreement in the annual financial statements of Dangerous Dives (Pty) Limited for the year ended 31 December 2005. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Accounting policy notes are not required. All calculations should be done to the nearest rand.



(22)



(c) Regardless of your answer in (a), assuming that Dangerous Dives (Pty) Limited will obtain ownership of the diving equipment at the end of the lease term, prepare the journal entries to record the above lease transaction in the financial records of Scuba (Pty) Limited for the year ended 31 December 2005. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Ignore all tax implications. All calculations should be done to the nearest rand.



(14)
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QUESTION 2 (34 marks)(41 minutes) Dirtbusters Limited, Superclean Limited and Easyfin Limited are subsidiaries of Appliance Limited. Appliance Limited manufactures washing machines, tumble dryers and dishwashers which are sold to retailers of electrical equipment, including Dirtbusters Limited and Superclean Limited. The main objective of the group is to increase sales volumes by making this luxury appliances more affordable to the lower income group by offering the three units as a package at a reduced price. To assist the customers, Easyfin Limited grants loans to all the customers of the retailer companies which sell Appliance Limited=s products. The following information was obtained from the trial balances of the companies for the year ended 31 December 2005: Appliance Limited Dr/(Cr) R Sales ................................................................ Interest received on: - Loans granted to customers........................... - Call account ................................................... - Inter-company loans....................................... Cost of sales..................................................... Distribution costs .............................................. Administrative expenses .................................. Depreciation ..................................................... Other expenses ................................................ Interest paid on: - Inter-company loans....................................... - Mortgage bond ............................................... - Bank overdrafts ..............................................



(5 000 000)



Profit before tax ................................................ Tax expense.....................................................



Dirtbusters Superclean Limited Limited Dr/(Cr) Dr/(Cr) R R (4 500 000)



Easyfin Limited Dr/(Cr) R



(5 500 000) (2 000 000)



(30 000) (900 000) 2 800 000 50 000 149 000 56 000 424 000



3 200 000



3 900 000



157 000 60 000 490 000



168 000 78 000 572 000



122 000 20 000 180 000 900 000



1 100 000 10 000



12 000



(1 351 000)



(583 000) 169 000



(770 000) 224 000



(778 000) 225 000



Profit after tax ................................................... (1 351 000) Factory buildings .............................................. 20 000 000 560 000 Other property, plant and equipment................ 28 000 Investment in subsidiaries ................................ 620 000 Inventory........................................................... 830 000 Trade receivables............................................. 20 000 Bank ................................................................. Share capital .................................................... (2 000 000) Retained earnings ............................................ (5 357 000) Mortgage bond ................................................. (20 000 000) 7 400 000 Inter-company loans......................................... (750 000) Trade payables................................................. Current tax liability............................................



(414 000)



(546 000)



(553 000)



600 000



780 000



100 000



540 000



680 000



(50 000) (10 000) (216 000)



(100 000) (10 000) (320 000)



(10 000) (258 000)



(350 000) (100 000)



(460 000) (24 000)



(7 400 000) (54 000) (125 000)



0



0



0



0



8 300 000



56 QUESTION 2 (continued) Additional information: 1.



During April 2005 the directors of Appliance Limited decided to erect a factory building for the manufacturing of its inventory. The company obtained a mortgage bond from ABC Bank, which was approved on 1 June 2005. The estimated cost of the building was R20 000 000. On 1 July 2005 ABC Bank deposited the full amount into the company=s call account, which was kept solely for the purpose of the building activities. The bond bears interest at 11% p.a. compounded monthly and is repayable at the end of each month, as follows: - 1 July 2005 to 31 December 2005 - from January 2006



2.



-



only the interest on the loan; R275 500 per month for 119 months and a final payment on 31 December 2015 of R275 505



The erection of the building started on 1 August 2005 and the costs were incurred as follows: - 1 August 2005 - 1 September 2005 - 1 October 2005



-



R 5 000 000 R10 000 000 R 5 000 000



The building was completed and ready for use on 1 November 2005. The company started its manufacturing activities in the new factory building on 1 December 2005. Apart from the factory building, no other property, plant and equipment was acquired by the group during the year. 3.



It is the group=s policy to depreciate factory buildings on the straight-line method at 2% per annum and to capitalise borrowing costs where relevant. The South African Revenue Service (SARS) allows 5% wear and tear per annum, not apportioned for part of the year, on factory buildings.



4.



The group provides for deferred tax on all temporary differences according to the comprehensive basis, using the balance sheet approach. The only temporary differences in respect of Appliance Limited, are those relating to the factory building. Appliance Limited has no permanent differences for the year.



5.



Appliance Limited still has to capitalise borrowing costs, provide for depreciation on factory buildings and provide for SA Normal tax for the year. The information obtained from Dirtbusters Limited, Superclean Limited and Easyfin Limited=s trial balances are final and no further transactions and entries have to be recorded.



6.



30% of the sales of Appliance Limited were to Dirtbusters Limited and Superclean Limited in the ratio 40:60 at cost plus 20% and 25% respectively. The following inventory which was purchased from Appliance Limited was still on hand at:



31 December 2004 31 December 2005



Dirtbusters Superclean Limited Limited R R 150 000 102 000 180 000 120 000
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QUESTION 2 (continued) 7.



10% of the sales of Superclean Limited were to Dirtbusters Limited at cost plus 25%. Superclean Limited purchased these items from external companies. 30% of these sales to Dirtbusters Limited were still on hand at 31 December 2005.



8.



The group=s primary format for reporting segment information is business segments.



9.



Assume a SA Normal tax rate of 29%.



REQUIRED: Prepare the segment revenue, results and asset sections of the primary segment report of Appliance Limited and its subsidiaries for the year ended 31 December 2005 in accordance with Generally Accepted Accounting Practice. No notes are required. All calculations should be done to the nearest rand. Please note: Students are not required to disclose the sections of the segment report which reflects liabilities, capital expenditure, depreciation and non-cash items.



58 QUESTION 3 (26 marks)(31 minutes) Techno Limited manufactures and sells computer equipment and has a February year-end. The following relates to the interim period beginning 1 March 2005 and ending 31 August 2005: Techno Limited=s profit before tax for the period (six months) amounted to R3 050 000. No dividends were paid during the six month period and no dividend payments were outstanding for any previous financial reporting periods. Included in the profit before tax are the following items: R -



Insurance cost (tax deductible) .......................................................................... R500 000 of the insurance cost relates to the Christmas season and the increased risk of theft that may occur during that period



900 000



-



Loss on impairment of equipment (not tax deductible).......................................



100 000



-



Depreciation (tax deductible).............................................................................. 1 000 000 The depreciation on property, plant and equipment for the period is equal to the wear and tear allowed by the South African Revenue Service (SARS). Techno Limited plans to purchase 3 new delivery vehicles during the second half of the financial year. This will increase the depreciation charge with R200 000 per annum. 600 000 Profit on disposal of building (taxable) ...............................................................



-



The average effective tax rate for the full year is estimated to be 31% of the pre-tax profit for the year



On 1 March 2005 the issued share capital of Techno Limited consisted of 4 000 000 ordinary shares of R1 each and 2 000 000 12% cumulative convertible preference shares of R1 each. The preference shares are convertible into 2 ordinary shares for each preference share held. On 30 June 2005 400 000 share options were issued to employees. The holders of the share options have the right to purchase ordinary shares on or before 31 March 2009 at R2,50 per share for each option held. The average fair value of the shares was R4 per share during 2005. On 31 July 2005 the company had a bonus issue of one ordinary share for every 10 ordinary shares outstanding on 1 March 2005. The SA Normal tax rate for the year is 29% and the Secondary Tax rate on Companies rate is 12,5%.
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QUESTION 3 (continued) REQUIRED: (a) Calculate diluted earnings per share as it will be disclosed in the interim financial statements of Techno Limited for the six months ended 31 August 2005. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Ignore all Capital Gains Tax implications. No comparative figures are required. Earnings per share should be calculated in cents and rounded off to two decimal places after the comma. (18) (b) Disclose headline earnings per share and diluted headline earnings per share in the notes to the interim financial statements of Techno Limited for the six months ended 31 August 2005. Your answer must comply with the requirements of Generally Accepted Accounting Practice. Ignore all Capital Gains Tax implications. No comparative figures are required. Earnings per share should be disclosed in cents and rounded off to two decimal places after the comma. (8)



60 SOLUTION 1 (a)



This transaction represents a finance lease as: -



Substantially all the risks incidental to ownership of the leased assets has transferred to the lessee: The lessee will be responsible for the maintenance of the diving equipment, and the payment of the 5 instalments of R55 918 plus the residual value of R50 000 irrespective of any idle time of the diving equipment.



-



Substantially all the rewards incidental to ownership of the leased assets has transferred to the lessee The lessee has the expectation of a profitable operation over the major part of the asset’s economical life – the lease term is 5 years and the useful life is 6 years.



(b)



DANGEROUS DIVES (PTY) LIMITED



NOTES FOR THE YEAR ENDED 31 DECEMBER 2005 1.



Property, plant and equipment Leased equipment Additions (250 000 + 5 000) Depreciation (255 000 - 9 000) / 6 Carrying amount at end of year Cost Accumulated depreciation



R 255 000 (41 000) 214 000 255 000 (41 000)



The diving equipment is held in terms of a finance lease (refer note 2) 2.



Longterm borrowing Total liability under finance lease agreement Current portion payable within 1 year Long-term portion of finance lease liability



216 582 (36 426) 180 156



The above liability is secured by diving equipment (refer note 1) under a finance lease agreement. The loan bears interest at a rate of 9% per annum. The loan is repayable in 5 annual instalments of R55 918 each payable on 31 December. The final instalment and a guaranteed residual value of R50 000 is payable on 31 December 2009.
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SOLUTION 1 (continued) 3.



Finance lease agreement Dangerous Dives (Pty) Limited entered into a 5 year finance lease agreement with Scuba (Pty) Limited. The lease agreement provides for 5 annual instalments of R55 918 each payable in arrears and a guaranteed residual value of R50 000 payable at the end of the lease term. Dangerous Dives (Pty) Limited will obtain ownership of the diving equipment at the end of the lease term. Reconciliation between the future minimum lease payments and their present value at 31 December 2005:



Amount at balance sheet date Finance cost Present value c d 4.



Up to 1 Year R 55 918 (19 492) 36 426



1–5 Years Total R R c 217 754 273 672 (37 598) d (57 090) 180 156 216 582



(55 918 x 3) + 50 000 = 217 754 Amortisation table: 16 214 + 12 641 + 8 743 = 37 598



Deferred taxation R 1 957



Deferred tax asset – finance lease agreement (calculation 2) CALCULATIONS: 1)



Amortisation table:



01 January 2005 31 December 2005 31 December 2006 31 December 2007 31 December 2008 31 December 2009



Interest 9% R



Capital R



22 500 19 492 16 214 12 641 8 743 79 590



33 418 36 426 39 704 43 277 47 175 200 000



Closing balance R 250 000 216 582 180 156 140 452 97 175 50 000



62 SOLUTION 1 (continued) 2)



Deferred tax:



Finance leased assets – original cost (1) Finance leased assets – legal fees (2) Interest bearing borrowing



Carrying value R 209 833 4 167 (216 582)



Tax base R 0 0 0



Deferred tax asset as at 31 December 2005 @ 29% (1) 250 000 – [(250 000 – 9 000) x 1/6] (2) 5 000 – (5 000 x 1/6) or 5 000 x 5/6



Temporary difference R (209 833) Exempt 216 582 6 749 1 957



Comment: The question required students to disclose the relevant balance sheet notes. No marks were awarded in the exam for the disclosure of the balance sheet and income statement notes, (example: profit before tax and income tax expense notes). (c)



SCUBA LIMITED JOURNAL ENTRIES FOR THE YEAR ENDED 31 DECEMBER 2005



Legal expenses Cash Gross investment in Finance Lease Debtor (calculation 1) Cost of sales Inventory (diving equipment) Unearned Finance income (calculation 4) Sales (calculation 2) Cash Gross investment in finance lease debtor Unearned finance income Finance income CALCULATIONS: Scuba (Pty) Limited 1)



Gross investment in lease: = (55 918 x 5) + 50 000 = 329 590



Dr R 6 000



Cr R 6 000



329 590 200 000 200 000 93 250 236 340 55 918 55 918 25 997 25 997
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SOLUTION 1 (continued) 2)



Net investment in lease: n =5 i = 11% PMT = R55 918 FV = R50 000 COMP PV = R236 340 “Sales”



3)



Gross profit: = 236 340 – 200 000 = 36 340



4)



Unearned finance income: = 329 590 – 236 340 = 93 250



5)



Amortisation table:



01 January 2005 31 December 2005 31 December 2006 31 December 2007 31 December 2008 31 December 2009



Interest 11% R



Capital R



25 997 22 706 19 053 14 998 10 496 93 250



29 921 33 212 36 865 40 920 45 422 186 340



Closing balance R 236 340 206 419 173 208 136 342 95 422 50 000



Comment: Students were required to prepare the journal entries of the lessor. Many students did the journal entries of the lessee instead of the lessor.



64 SOLUTION 2 APPLIANCE LIMITED AND ITS SUBSIDIARIES SEGMENT REPORT FOR THE YEAR ENDED 31 DECEMBER 2005 Business segments



Segment revenue External revenue Inter-segment revenue



Results Segment results Interest received Interest paid Income tax expense



Other information Segment assets Loans receivable 1 2 3 4 5 6 7 8



9 10 11 12



Manufacturing R



Retail R



Finance operations R



Eliminations R



Consolidated R



3 500 0001 1 500 0002 5 000 000



9 450 0003 9 450 000



2 000 000 2 000 000



(1 500 000) (1 500 000)



14 950 000 14 950 000



1 418 4004



1 342 0005



778 000



(9 000)6



3 528 400 900 000 (572 000)7 (1 118 656)8 2 737 744



22 447 4009



2 567 00010



(56 000)12



33 358 400 7 400 000 40 758 400



8 400 00011



5 000 000 x 70% = 3 500 000 5 000 000 x 30% = 1 500 000 (4 500 000 + 5 500 000) – (10% x 5 500 000) = 9 450 000 1 768 400(calc 5) – 900 000 + (1 100 000 – 550 000) = 1 418 400 583 000 + 770 000 – (5 500 000 x 10% x 30% x 25/125) + 10 000 + 12 000 = 1 342 000 [(120 000 – 102 000) x 20/120] + [(180 000 – 150 000) x 25/125] = 9 000 1 100 000 – 550 000(calc 1) + 10 000 + 12 000 = 572 000 169 000 + 224 000 + 101 790(calc 4) + 411 046(calc 6) + 225 000 – [(120 000 – 102 000) x 20/120 x 29%] – [(180 000 – 150 000) x 25/125 x 29%] – (5 500 000 x 10% x 30% x 25/125 x 29%) = 1 128 574 20 417 400 + 560 000 + 620 000 + 830 000 + 20 000 = 22 447 400 600 000 + 780 000 + 540 000 – (5 500 000 x 10% x 30% x 25/125) + 680 000 = 2 567 000 100 000 + 8 300 000 = 8 400 000 (120 000 x 20/120) + (180 000 x 25/125) = 56 000



Calculations in respect of Appliance Limited R 1.



Borrowing costs to be capitalised Interest paid (20 000 000 x 11% x 3/12) Less: Interest received



550 000 (30 000) 520 000
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SOLUTION 2 (continued) 2.



Depreciation on factory buildings



R



Building costs incurred Interest capitalised



20 000 000 520 000 20 520 000 (102 600) 20 417 400



Depreciation (20 520 000 x 2% x 3/12) Carrying amount at end of year 3.



Wear and tear on factory buildings 20 000 000 (1 000 000) 19 000 000



Building costs incurred Wear and tear (20 000 000 x 5%) Tax base at end of year 4.



Current tax payable 1 351 000 (1 000 000) 351 000



Profit before tax (given) Wear and tear on factory buildings Taxable income Current tax payable @ 29% 5.



101 790



Profit before tax 1 351 000 520 000 (102 600) 1 768 400



Profit before tax before adjustments (given) Add back: Interest capitalised Less: Depreciation on factory buildings



Comment: • Students did not realise in the exam that the loan was a specific borrowing and wasted time doing long interest calculations. • Many students find integrated questions intimidating. Always go back to the basic principles when answering such a question. 6.



Deferred tax Carrying amount R Factory buildings



Tax base R



20 417 400 19 000 000



Deferred tax liability/ Temporary (asset) difference @ 29% R R 1 417 400



411 046
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SOLUTION 3 (a)



Diluted earnings per share



1.



Rank dilutive instruments Earnings Convertible preference shares (2 000 000 x 12% x 6/12) + (120 000 x 12,5%) 2 000 000 x 2/1 Share options: 400 000 x (4 – 2,5)/4 x 8/12



2.



Shares



EPS



Rank



4 000 000



0,03



2



-



1



135 000



-



100 000



Determine dilutive effect Profit before tax Adjustment for insurance Tax @ 31% Preference dividend 2 000 000 x 12% x 6/12 STC on preference dividend 120 000 x 12,5% Basic earnings



3 050 000 500 000 3 550 000 (1 100 500) 2 449 500 (120 000) (15 000) 2 314 500



Outstanding shares 1 March 2005 Bonus issue on 31 July 2005 4 000 000 / 10 Weighted average number of shares



4 000 000 400 000 4 400 000



52,60



Cents



2 314 500



100 000 4 500 000



51,43



Dilutive



135 000 2 449 500



4 000 000 8 500 000



28,82



Dilutive



28,82



Cents



Therefore: 1 Share options: 2 Convertible preference shares



Diluted earnings per share



Comment: In the exam very few students realised that there were more than one possible dilutive instrument in this question.
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SOLUTION 3 (continued) (b)



Headline earnings per share:



TECHNO LIMITED NOTES TO THE FINANCIAL STATEMENTS FOR THE SIX MONTHS BEGINNING 1 MARCH 2005 AND ENDING 31 AUGUST 2005: 5



Headline earnings per share



Headline earnings excludes all items of a capital nature and represents an after tax amount. Headline earnings per share (1 988 500 / 4 400 000)



45,42 cents 25,10 cents



Diluted headline earnings per share (1 998 500 + 135 000)/8 500 000 Reconciliation between headline earnings and basic earnings:



Earnings (1) Adjusted for: Impairment loss on equipment Profit on disposal of building (2) (1) (2)



1 100 500 + 15 000 STC 600 000 x 29%



Profit before Preference tax Tax dividend R R R (120 000) 3 550 000 (1 115 500) 100 000 (600 000) 3 050 000



174 000 (941 500)



(120 000)



Headline earnings R 2 314 500 100 000 (426 000) 1 988 500



68 ANNEXURE G: OCTOBER 2005 EXAMINATION PAPER WITH SOLUTION Question number



Subject



Marks



Time (minutes)



1



Leases IAS 17 (AC 105)



21



25



2



Construction contracts and segment reporting IAS 11 (AC 109) and IAS 14 (AC 105)



44



53



3



Earnings per share IAS 33 (AC 104)



35



42



100



120



TOTAL
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QUESTION 1 (21 marks)(25 minutes) Discovery Limited is a manufacturer of drilling equipment for the gold mining industry. Due to a drop in the gold price, which will according to economists continue for the foreseeable future, the company decided to lease one of its machines with which the drilling equipment is manufactured to Amanzi Limited. The terms of the lease agreement are as follows: Commencement date .........................................................................................1 January 2005 Open market value of the machine (at commencement of the lease) ......................... Period of the lease ..........................................................................................................3 years Instalments paid half yearly in arrears .......................................................................... R75 000 Nominal interest rate ..................................................................................... 12% per annum Guaranteed residual value ........................................................................................... R10 000 Discovery Limited incurred R12 289 legal fees to secure the lease agreement. The machine was purchased by Discovery Limited on 1 July 2003 for R500 000 on which date the useful life of the asset was 5 years. The company depreciates machinery on the straight-line method over the useful life of the asset, which agrees with the method used by the South African Revenue Service. Deferred tax is provided for on all temporary differences according to the comprehensive basis, using the balance sheet approach. The only temporary differences are in respect of the lease agreement. Assume a SA Normal tax rate of 29%. At the end of the lease term Amanzi Limited will have to pay R10 000 to take over the machine from Discovery Limited. REQUIRED: Prepare the journal entries for the recording of the lease and the tax effect thereof in the accounting records of Discovery Limited for the year ended 30 June 2005. Your answer must comply with the requirements of Generally Accepted Accounting Practice. Journal narrations are not required. All calculations should be done to the nearest rand.



70 QUESTION 2 (44 marks)(53 minutes) Build Limited, Brick Limited and Grind Limited were incorporated on 1 January 2004 and are all listed on the Johannesburg Securities Board. Brick Limited and Grind Limited are wholly-owned subsidiaries of Build Limited. Grind Limited and Brick Limited are manufacturers of building material, whilst Build Limited is a construction company. Grind Limited operates primarily in Johannesburg and Richards Bay, whilst Brick Limited and Build Limited operate primarily in Maputo. BUILD LIMITED Build Limited successfully tendered for a contract in January 2004. The contract was for the erection of an office block, and the contract price was fixed. This was the only contract Build Limited had undertaken during the 2004 financial year. The following information relates to the contract: 31 December 2004 Gateway Contract R Fixed contract price........................................................................................... Contract debtors account (including retention debtors).....................................



400 000 000 40 000 000



Progress billings to date ......................................................................... 280 000 000 Cash received to date ............................................................................ (240 000 000) Total estimated contract costs .......................................................................... Costs to date.....................................................................................................



320 000 000 201 000 000



Additional information: 1. Included in costs to date are the following: - Inventories on hand ......................................................................... - Finance lease transaction, recorded in terms of Generally Accepted Accounting Practice (GAAP) - refer additional information 2



R 1 000 000



2. Build Limited entered into a finance lease agreement on 1 January 2004 in terms of which vehicles are leased for direct use in the construction of the building, of which the details are as follows: -



Cost price of vehicles - 1 January 2004........................................... Instalments paid during the year ..................................................... Interest incurred during the year in terms of the lease agreement .. Depreciation for the year on the vehicles ........................................



R 2 500 000 600 000 200 000 500 000



The lease was correctly recorded by the company in terms of Generally Accepted Accounting Practice (GAAP). No other assets were acquired during the year.
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QUESTION 2 (continued) 3. Profit on construction contracts is accounted for on the percentage of completion method based on costs incurred in relation to total estimated costs. 4. Retention fees are calculated as 10% of work certified and are payable one year after completion of the contract. 5. The company has made no provisional tax payments during the year. 6. Other than the assets and liabilities which are apparent from the above information, the company had the following balances in its trial balance on 31 December 2004. Dr/(Cr) R Investment in subsidiaries ................................................................................ 2 000 000 Bank ................................................................................................................. 38 100 000 Share capital..................................................................................................... (1 000 000) 7. The SA Normal tax rate is 29%. The company provides for deferred tax on all temporary differences according to the comprehensive basis, using the balance sheet approach. GRIND LIMITED AND BRICK LIMITED Extracts from the financial statements of Brick Limited and Grind Limited at 31 December 2004: Grind Limited Dr/(Cr) R



Brick Limited Dr/(Cr) R



Revenue ..................................................................................... (250 000 000) (170 000 000) 7 000 000 Property, plant and equipment .................................................... 45 000 000 (230 000) (500 000) Profit before tax........................................................................... 400 000 (400 000) 12% Intercompany loan .............................................................. 300 000 150 000 Inventory ..................................................................................... 125 000 250 000 Other current assets ................................................................... (200 000) (180 000) Current liabilities ......................................................................... 80 000 150 000 Income tax expense (current and deferred) ................................ 750 000 5 000 000 Depreciation (included in profit before tax) ................................. (48 000) 48 000 Interest paid/(received)(included in profit before tax) .................. Additional information: 1. The intercompany loans remained unchanged throughout the year. 2. It is the policy of the group that intercompany sales take place at cost plus 20%. Brick Limited purchases all its inventory from Grind Limited. Build Limited purchased 60% of its inventory on hand at 31 December 2004 from Brick Limited. 40% of Grind Limited=s sales are to Brick Limited, and 80% of Brick Limited=s sales are to Build Limited.



72 QUESTION 2 (continued) 3. The companies had no outstanding taxes on 31 December 2004. REQUIRED: (a) Calculate the profit before tax of Build Limited for the year ended 31 December 2004 in terms of Generally Accepted Accounting Practice. (3) (b) Calculate the current tax payable by Build Limited for the year ended 31 December 2004. (62) (c) Calculate the deferred tax balance in the balance sheet of Build Limited as at 31 December 2004. (82) (d) Prepare only the primary segment report of Build Limited and its subsidiaries for the year ended 31 December 2004 in the consolidated annual financial statements, in order to comply with Generally Accepted Accounting Practice. Assume that all figures are material and that the primary reporting format is business segments. Notes on accounting policy are not required. (26) All calculations should be done to the nearest thousand rand.
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QUESTION 3 (35 marks)(42 minutes) The following is an extract from the income statement of Reality Limited for the year ended 31 December 2004: 2004 R



2003 R



Revenue .............................................................................................. 5 000 000 4 600 000 Cost of sales ........................................................................................ (3 000 000) (2 500 000) Gross profit .......................................................................................... 2 000 000 2 100 000 Other expenses.................................................................................... (740 000) (1 000 000) Profit before tax.................................................................................... 1 260 000 1 100 000 Income tax expense............................................................................. (420 000) (380 000) Profit for the period ..............................................................................



840 000



720 000



EXTRACT FROM THE STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2004 Retained earnings R Balance at 31 December 2002............................................................. Profit for the period ..............................................................................



100 000 720 000



Balance at 31 December 2003............................................................. Profit for the period .............................................................................. Dividends paid .....................................................................................



820 000 840 000 (70 000)



Cumulative preference................................................................... Ordinary .........................................................................................



(40 000) (30 000)



Balance at 31 December 2004.............................................................



1 590 000



The capital structure of the company on 31 December was as follows: 2003 2004 R R Ordinary shares of 50c each........................................................................ 360 000 250 000 10% Cumulative preference shares of R1 each........................................... 200 000 200 000



74 QUESTION 3 (continued) Additional information: 1. On 1 March 2004 Reality Limited issued 2 000 10% convertible debentures of R100 each. One debenture can be converted into 24 ordinary shares on 1 March 2009, if the company elects. The debentures not converted will be redeemed in cash, at par. When the debentures were issued the prevailing market interest rate for similar debt without conversion rights was 15%. On date of issue the debentures were classified as follows: R Liability................................................................................................................ 166 478 Equity ................................................................................................................. 33 522 200 000 2. On 30 April 2004 Reality Limited had a capitalisation issue of 1 ordinary share for every 5 ordinary shares held. 3. On 30 June 2004 Reality Limited had a rights issue of 2 ordinary shares for every 10 ordinary shares held at R2 per share for cash. The market price prior to the announcement of the rights issue was R4,00 per share. This price was influenced by political factors of a temporary nature. Management considered that for the issue to be successful, they could have issued the shares at R3,00 per share, which was their fair value. 4. Assume a SA Normal tax rate of 29% and a Secondary Tax rate on Companies of 12,5%. REQUIRED: (a) Calculate the earnings and the weighted average number of shares that will be used in the calculation of basic earnings per share of Reality Limited for the years ended 31 December 2003 and 31 December 2004. Your answer must comply with the requirements of Generally Accepted Accounting Practice. (b) Disclose diluted earnings per share in the annual financial statements of Reality Limited for the year ended 31 December 2004. Your answer must compy with the requirements of Generally Accepted Accounting Practice. No comparative figures are required. Please note that the exam paper required calculations only, but in order to also demonstrate disclosure the question was adjusted accordingly. All ratio=s, values and factors should be calculated to eight decimal places after the comma.
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SOLUTION 1 Journal entries Dr R 01/01/05 Accumulated depreciation (500 000/5 x 18/12) Machinery Profit on sale of machine (375 850 - 500 000 + 150 000) Gross investment in finance lease debtor [(75 000 x 6) + 10 000] Unearned finance income [((75 000 x 6) + 10 000) - 375 850 - 12 289] Bank



Cr R



150 000 500 000 25 850 460 000 71 861 12 289



30/06/05 Unearned finance income Finance income



19 407



30/06/05 Bank Gross investment in finance lease debtor



75 000



30/06/05 Deferred tax expense - Income statement Deferred tax liability - Balance sheet



9 438



19 407 75 000 9 438



Calculations 1.



Adjusted interest rate PV PMT FV n i



2.



= = = = =



R388 139 -R75 000 -R10 000 6 ? ˆ i = 10%



Amortisation table



Date 01/01/05 30/06/05 01/01/06 30/06/06 01/01/07 30/06/07 01/01/08



┐ │ Not necessary ├ For proof only │ ┘



Instalment R



Interest R



Capital R



Closing balance R



75 000 75 000 75 000 75 000 75 000 75 000



19 407 16 627 13 709 10 644 7 426 4 048



55 593 58 373 61 291 64 356 67 574 70 952



388 139 332 546 274 173 212 882 148 526 80 952 10 000



450 000



71 861



378 139



76 SOLUTION 1 (continued) 3.



Deferred tax



Machinery Gross investment in finance lease debtor Unearned finance income



Temporary differences Liability/ Carrying (Asset) Tax base amount R R R 300 000 Î (300 000) 385 000 Ï 385 000 Ð (52 454) 52 454 342 546



Deferred tax liability on 30 June 2005 at 29% Î Ï Ð



300 000



32 546 9 438



500 000 - ‰ 5005000 x 2r 460 000 - 75 000 71 861 - 19 407



Please note: In this question no information was given regarding the business activities of Amanzi Limited. The above answer is based on the assumption that Amanzi Limited is not a manufacturer and therefore section 12C of the Income Tax Act does not apply.
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SOLUTION 2 (a)



Percentage of completion (201 000 - 1 000) / 320 000



62,5%



Profit before tax Revenue (400 000 x 62,5%) Costs (201 000 - 1 000)



R=000 250 000 (200 000) 50 000



(b)



Taxable income Work certified Less retention (280 000 x 10%)



280 000 (28 000) 252 000



Or Cash received



240 000



ˆ Work certified less retention



252 000



Less: Costs Accounting costs Inventory Depreciation of finance lease asset Interest on finance lease liability Instalments



(199 900) 201 000 (1 000) (500) (200) 600



Less: Section 24C allowance 320 000 x 252 000 - 199 900 — 400 000 €



52 100



Taxable income



50 400



Current tax @ 29%



14 616



(1 700)



78 SOLUTION 2 (continued) (c)



Deferred tax balance



Carrying amount R 2 000 (2 100) (30 000) Î



Finance lease: Asset (2 500 - 500) Finance lease: Liability Sec 24C allowance Amount due to customer



Tax base R (1 700) (28 000) Ï



Deferred tax asset (400 x 29%)



Temporary differences Liability/ (Asset) R 2 000 (2 100) 1 700 (2 000) (400) (116)



Î Contract account: Accounting Costs Revenue to I/S Balance



c/f



R 200 000 Work certified 250 000 Costs to I/S 30 000



R 280 000 200 000



480 000



480 000 Balance



b/d



30 000



Ï Contract account: Tax Costs Revenue per tax calculation Balance c/f



R 199 900 Work certified 252 000 Costs per tax calculation 28 000



R 280 000 199 900



479 900



479 900 Balance



b/d



28 000
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SOLUTION 2 (continued) (d)



BUILD LIMITED AND ITS SUBSIDIARIES



SEGMENT REPORT FOR THE YEAR ENDED 31 DECEMBER 2004 Building material R=000 Revenue: External sales Inter-segment sales



Ï



A



184 000 136 000 320 000



Result: Segment result Interest paid Income tax expense Other information: Segment assets Deferred tax asset



Segment liabilities Finance lease liability Current tax liability Depreciation Capital expenditure A C



Construction R=000



Ñ



Ô



680



52 775



×



380



250 000 250 000



Ò



Õ



50 200



81 100



C



30 000



Elimination R=000 Î



Consolidation R=000



(136 000)



434 000 -



(136 000)



434 000



Ð



(183)



50 697 (200) Ó (15 160) 35 337



(183)



133 692 Ö 184 133 876 30 380 13 F 2 100



15 120 47 600



11 F 5 750 12 F52 000



500 2 500



from part (a) of question from part (c) of question



Calculations: Î Ï Ð Ñ Ò Ó Ô Õ Ö × 11 F 12 F 13 F



170 000 x 80% (250 000 x 0,6) + (170 000 x 0,2) or 250 000 - (250 000 x 0,4) + 170 000 - (170 000 x 0,8) (1 000 x 0,6 x 20/120) + (1 000 x 0,6 x 100/120 x 20/120 ) 500 + 230 - (300 x 20/120) 50 000 (part a) + 200 15 120 (part b) + 150 + 80 - (1 000 x 0,6 x 20/120 x 0,3) - (300 x 20/120 x 0,3) - (1 000 x 0,6 x 100/120 x 20 /120 x 0,3) - 120(part c) 45 000 + 7 000 + 150 + 300 - (300 x 20/120) + 250 + 125 2 000(finance lease asset) + (280 000 - 240 000) + 1 000 + 38 100 116(part c) + (1 000 x 0,6 x 20/120 x 0,29) + (300 x 20/120 x 0,29) + (1 000 x 0,6 x 100/120 x 20/120 x 0,29) 180 + 200 5 000 + 750 45 000 + 7 000 2 500 + 200 - 600



80 SOLUTION 3 PART A Basic earnings per share Basic earnings 2004 R



2003 R



Profit after tax STC on cumulative preference shares (200 000 x 10% x 12,5%) Preference dividends (200 000 x 10%)



840 000 2 500 (20 000)



720 000 (2 500) (20 000)



Basic earnings



822 500



697 500



2004



2003



Theoretical ex-rights value per share:



=



500 000 + 500 000 x R3 + 600 000 x 2 x R2 —‰ 5 r € —‰ 10 r € ─────────────────────────────────────── 500 000 + 600 000 x 2 — ‰ 500 000 + 5 r ‰ 10 r €



=



2 040 000 720 000



=



2,83333



Adjustment factor: =



3 2,83333



=



1,05882353



Weighted average number of shares:



‰



500 000 + 500 000 x 1,05882353 5 r 500 000 x 1,05882353 x 6/ 500 000 + 12 ‰ 5 r 600 000 + 600 000 x 2 x 6/12 — ‰ 10 r€



635 294 317 647 360 000 677 647



635 294



81



ACN303-V/ACN313-X/101



SOLUTION 3 (continued) OR Original number Capitalisation issue (1:5) Rights issue at fair value 600 000 x R2 /R3 ; 80 000 x 6/ 12 —‰ 5 r € — € Rights issue at no value (120 000 - 80 000) 40 000 x 640 000 ‰680 000 r 40 000 x 600 000 ‰680 000 r



Total 500 000 100 000



2004 500 000 100 000



2003 500 000 100 000



600 000



600 000



600 000



80 000



40 000



-



680 000



640 000



600 000



40 000 37 647 35 294 720 000



677 647



635 294



PART B Diluted earnings per share Diluted earnings 2004 R Profit after tax Interest on debentures (166 478 x 15% x 10/12 x 71%) STC on cumulative preference dividends (200 000 x 10% x 12,5%) Cumulative preference dividends



840 000 14 775 2 500 (20 000)



Diluted earnings



837 275



Weighted average number of shares 2004 Weighted average number of shares for basic earnings per share Debentures converted [(2000 x 24) x 10/12]



677 647 40 000 717 647



Diluted earnings per share (837 275 / 717 647)



116.67 cents



82 SOLUTION 3 (continued) Disclosure REALITY LIMITED INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2004 Notes Profit for the period Diluted earnings per share



2004 R 840 000



4



Profit from continuing operations attributable to ordinary equity holders



116.67 cents



Profit attributable to ordinary equity holders



116.67 cents



REALITY LIMITED NOTES FOR THE YEAR ENDED 31 DECEMBER 2004 2004 R 4. Earnings per share Reconciliation of numerators used for basic and diluted earnings per share: Profit attributable to parent entity (per income statement)



840 000



Secondary Tax on Companies on cumulative preference dividends



2 500



Adjusted profit attributable to parent entity



842 500



Preference dividends



(20 000)



Numerator for basic earnings per share



822 500



Interest after tax on convertible debentures Numerator for diluted earnings per share Reconciliation of denominators used for basic and diluted earnings per share: Weighted average number of shares used for basic earnings per share Convertible debentures Weighted average number of shares used for diluted earnings per share



14 775 837 275



2004 Shares 677 647 40 000 717 647
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ANNEXURE H: MAY 2005 EXAMINATION PAPER WITH SOLUTION



Question number



Subject



Marks



Time (minutes)



3



Segment reporting - IAS 14 (AC 115)



33



40



4



Leases - IAS 17 (AC 105)



37



44



5



Earnings per share - IAS 33 (AC 104)



30



36



100



120



TOTAL



Questions 1 and 2 had to be answered by supplementary students only as it was based on the 2004 syllabus and are not applicable to current students.



84 QUESTION 3 (33 marks)(40 minutes) The following is an extract from the financial records and financial statements of a listed company, Papens Limited, which has three divisions: Paper, Pen & Pencil and Retail for the year ended 31 March 2005. Paper and Pen & Pencil's main operations are the manufacturing of stationery and Retail's main operations are the sale of stationery. Papens Limited is operating only in Gauteng.



Revenue Gross profit Other expenses: Depreciation Unrealised foreign exchange losses Sundry expenses Profit on sale of investment Interest paid Interest received Share of losses of associate General administrative expenses (on enterprise level) Income tax expense Investment in associate Property, plant and equipment Current assets (including inventory) 11% Interest bearing borrowing 7% Interdivision loan Current liabilities



Paper Dr/(Cr) R



Pen & Pencil Dr/(Cr) R



Retail Dr/(Cr) R



(1 250 000) (437 500)



(976 000) (342 000)



(605 000) (211 500)



35 000 94 000 49 500 28 500 78 800 510 000 91 000 (450 000) (68 000)



60 000 10 000 22 000 (2 000) (10 500) 66 500 455 000 87 000 150 000 (28 000)



52 000 65 000 10 500 15 000 62 300 25 000 420 000 49 000 (150 000) (75 000)



Additional information: 1. The 11% interest bearing borrowing from Rich Bank was incurred on 1 April 2004 and was used to finance the acquisition of a new factory building for the Paper division. No capital has been repaid during the year. 2. The interdivision loan was granted primarily to finance the divisions activities and has remained unchanged during the year. 3. Corporate assets that cannot be allocated to a segment, and that are not included in the assets of the divisions, amounted to R50 000 on 31 March 2005. The three divisions of Papens Limited purchased property, plant and equipment during the year amounting to the following: Paper division R385 000 Pen & Pencil division R48 000 Retail division R35 000



85



ACN303-V/ACN313-X/101



QUESTION 3 (continued) 4. 10% of the total sales of Paper are to Retail. The total sales of Retail resulted from goods purchased from Paper and Pen & Pencil at cost plus 25% in the ratio 80 : 20. At year end, Retail had inventory amounting to R20 000 on hand, of which 80% was purchased from Paper. 5. All items can be considered to be significant. 6. Assume a SA Normal tax rate of 29%. 7. The company's primary segment reporting format is business segments. REQUIRED: Prepare only the primary segment report as it should be disclosed in the notes to the annual financial statements of Papens Limited for the year ended 31 March 2005. Your answer must comply with the requirements of the Companies Act of 1973 and Generally Accepted Accounting Practice. Assume that all the segments are material. No notes accompanying the segment report are required.



86 QUESTION 4 (37 marks) (44 minutes) The Board of Directors of Lottoworld Limited, a manufacturing company, made a decision to expand the company=s current operations and increase production levels, over the next 18 months. This would be achieved by increasing production hours of existing machinery and by adding new machinery, with a higher production capacity, to the current production process. Lottoworld Limited entered into negotiations with Jackpot Limited, a local supplier of machinery imported from Australia. The machinery is not of a specialized nature, and according to the supplier, it can be delivered to Lottoworld during the first week of March 2005. The total cost of the new machinery will be R10 000 000. In order to secure the transaction, Jackpot Limited requested a deposit of R5 000 000 from Lottoworld Limited. Lottoworld Limited placed the order for the new machinery but did not have the cash to finance the deposit of R5 000 000 and decided to enter into a sale and leaseback agreement with Jackpot Limited. The details of the sale and leaseback agreement are as follows: Machinery: Lease term: Instalments: Nominal interest rate: Effective interest rate: Legal expenses: Transaction date:



All existing machinery to be sold for R5 000 000. The carrying amount of machinery at transaction date was R4 000 000. 2 years R242 500 per month, payable in arrears 15,03% per annum 16,11% per annum R60 000, to secure the sale and leaseback agreement 1 August 2004



A fair monthly rental for similar machinery would have been R217 280 per month. Lottoworld Limited does not have the option to repurchase machinery at the end of the lease term, however they do have the option to extend the lease term at market related instalments at the end of the initial 2 year contract. Jackpot Limited is responsible for the repairs and maintenance of the machinery. In the event of a breakdown of the machinery Jackpot Limited has to provide Lottoworld Limited with a substitute machine. Machinery that was sold to Jackpot Limited was originally purchased for R6 000 000 on 1 August 2002. It is the company=s policy to depreciate its assets according to the straight-line method over the useful life of its assets. The South African Revenue Service allows wear and tear over 4 years on the straight-line method. The tax base of machinery on 1 August 2004 was R3 000 000 and the fair value at this date was R4 480 000. The company provides for deferred tax on all temporary differences according to the comprehensive basis by using the balance sheet approach. All temporary differences for the current as well as the previous financial year resulted only from transactions relating to machinery. The taxable income for the year before the above transactions but after providing for wear and tear on machinery up to the date of the sale amounted to R3 500 000. Assume a SA Normal tax rate of 29%.
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QUESTION 4 (continued) REQUIRED: Prepare the notes to the annual financial statements of Lottoworld Limited in respect of the above sale and leaseback agreement and the tax effect thereof for the year ended 28 February 2005. Your answer must comply with the requirements of the Companies Act, 1973 and Generally Accepted Accounting Practice. Ignore all VAT implications. In your calculation of deferred tax, include all balances in the balance sheet relating to machinery and the sale and leaseback agreement. Indicate next to each item if it gives rise to a deferred tax asset or deferred tax liability. Accounting policy notes are not required. No comparative figures are required. All figures must be rounded to the nearest rand.



88 QUESTION 5 (30 marks)(36 minutes) Panda Limited had the following number of issued shares at 31 December 2004: Ordinary shares of 50c each.................................................................................. 10% Participating cumulative preference shares of R1 each.................................



6 000 000 500 000



Each participating cumulative preference share is entitled to twice the ordinary dividend per share after the payment of 10 cents per share to the ordinary shareholders. On 1 January 2004 the company issued 4 000 000 debentures of 50 cents each which bear interest at 10% per annum, payable annually in arrears. Each debenture may be converted into one ordinary share on 31 December 2006, if the company elects. Panda Limited has an option to settle the principal amount of the convertible debentures in ordinary shares or cash. When the debentures were issued the prevailing market interest rate for similar debt without a conversion option was 15% per annum. Assume that at the beginning of 2004 the debentures were classified as follows:



Liability................................................................................................................... Equity.....................................................................................................................



R 1 771 677 228 323 2 000 000



The profit for 2004 (after taxation) amounted to R5 670 000. No preference dividends were paid during 2004. Assume a SA Normal tax rate of 29%. REQUIRED: Calculate the basic and diluted earnings per share as it would appear in the annual financial statements of Panda Limited for the year ended 31 December 2004. The calculations must comply with the requirements of Accounting Standard IAS 33 (AC 104) - Earnings per share. Comparative figures are not required. Ignore the implications that Secondary Tax on Companies might have on the question. Calculation of percentages and earnings per share should be rounded to one decimal place after the comma, e.g. 12,5. All other calculations should be rounded to the nearest rand.
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SOLUTION 3 PAPENS LIMITED SEGMENT REPORT FOR THE YEAR ENDED 31 MARCH 2005



Business Segments



Stationery Manufacturing R



Revenue External sales (1 250 000 + 976 000 - 156 250) 2 069 750 156 250 Inter segment sales (1 250 000 x 10%/80%) Total revenue 2 226 000



Stationery Retail R



Eliminations R



Consolidated R



605 000 605 000



(156 250) (156 250)



2 674 750 2 674 750



Result 94 500 558 500 Segment result (1) General administration expenses Profit on sale of investments Share of losses of associate Interest paid Profit before tax Income tax expense [78 800 + 66 500 + 62 300 - (20 000 x 25/125 x 29%)] Net profit Other information: Segment assets (510 000 + 91 000 + 455 000 + 87 000); (420 000 + 49 000) Deferred tax (20 000 x 25/125 x 29%) Unallocated corporate assets (50 000 + 25 000) Consolidated total assets Segment liabilities (68 000 + 28 000) 11% Interest bearing borrowing Consolidated total liabilities Depreciation (35 000 + 60 000) Capital expenditure (385 000 + 48 000) Non-cash expenses



1 143 000



469 000



(4 000)



(4 000)



649 000 (28 500) 2 000 (15 000) (49 500) 558 000 (206 440) 351 560



1 608 000 1 160 75 000 1 684 160



96 000



75 000



95 000 433 000 10 000



52 000 35 000



779 500 (95 000) (10 000) (116 000) 558 500



211 500 (52 000) (65 000) 94 500



171 000 450 000 621 000



CALCULATIONS 1. Calculation of segment result: Gross profit (437 500 + 342 000) Depreciation (35 000 + 60 000) Unrealised foreigh exchange losses Other expenses (94 000 + 22 000) Unrealised profits (20 000 x 25/125)



(4 000) (4 000)



991 000 (147 000) (10 000) (181 000) (4 000) 649 000



90 SOLUTION 4 LOTTOWORLD LIMITED NOTES FOR THE YEAR ENDED 28 FEBRUARY 2005 2. Profit before tax Profit before tax is stated after taking the following into account: Lease payments Lease instalments paid (242 500 x 7) Amortisation of profit deferred on sale and leaseback of machinery [(5 000 000 - 4 480 000)/24 x 7] Depreciation [(6 000 000 - 4 000 000)/2 x 5/12] Profit on sale of machinery (4 480 000 - 4 000 000) 3. SA Normal taxation Current tax expense (2) Deferred tax expense (1)



R 1 545 833 1 697 500 (151 667) 416 667 480 000 766 325 1 102 725 (336 400)



4. Deferred tax Analysis of deferred tax Deferred tax asset - Deferred profit on sale and leaseback of machinery (1) 5. Sale and leaseback



106 817



During the year the company disposed of a machine with a carrying value of R4 000 000 at a profit of R1 000 000, in terms of a sale and leaseback agreement. R520 000 of the profit on sale has been deferred and is being credited to the lease instalments over the period of the lease. The company does not have the option to repurchase machinery at the end of the lease term, however they do have the option to extend the lease term, at market related instalments, at the end of the initial 2 year contract. The movement on the deferred profit account is as follows: R Deferred profit on sale and leaseback of machinery 520 000 Amount credited to lease instalments for the year (151 667) Balance of deferred profit remaining to be credited to future lease instalments 368 333 The lease is an operating lease with monthly instalments of R242 500 over 2 years. The future minimum lease payments are: Not later than 1 year 1 to 5 years R R 2 910 0001 1 212 5002 1 2



242 500 x 12 242 500 x [(2 x 12) - 7 - 12] or 242 500 x (24 - 19)
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SOLUTION 4 (continued) 6. Long term lease liability R 368 333 (260 000)



Deferred profit arising on sale and leaseback of machinery Less: Short term portion (520 000 / 2)



108 333 7. Deferred legal expenses 42 500



Deferred legal expenses in terms of a sale and leaseback agreement [60 000 x (24 - 7)/24] or (60 000 - 17 500) Less: Short term portion (60 000/2)



(30 000) 12 500



CALCULATIONS: 1. Deferred tax Closing balance - 28 February 2005:



Deferred legal expenses Deferred profit



Carrying amount R



Tax base R



Temporary differences R



42 500 (368 333)



-



Exempt 368 333



(325 833)



-



368 333



Closing balance - 28 February 2005 @ 29%



106 817



Asset



Asset



Opening balance - 1 March 2004:



Machinery



Carrying amount R



Tax base R



4 416 6671



3 625 0002



Temporary differences R (791 667) Liability



Closing balance - 28 February 2004 @ 29%



(229 583) Liability



Movement in income statement for the year (credit)



(336 400)



1 2



6 000 000 - [6 000 000 / (6 x 12) x 19 months] or 4 000 000 + 416 667 6 000 000 - [6 000 000 / (4 x 12) x 19 months] or 3 000 000 + (3 000 000/24 x 5)



92 SOLUTION 4 (continued) 2. Current tax expense Lottoworld Limited: Taxable income - given Recoupment of wear and tear (5 000 000 - 3 000 000) Instalments paid (242 500 x 7)



R 3 500 000 2 000 000 (1 697 500)



Taxable income



3 802 500



Current tax expense @ 29%



1 102 725
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SOLUTION 5 BASIC



Total 1.



Participating preference shares



Total



Ordinary shares



Participating preference Shares



Participating rights



6 000 000 x 1 cent; (6 000 000 + 4 000 000) x 1 cent 500 000 x 2 cents; 500 000 x 2 cents



60 000 10 000



60 000



70 000



60 000



Percentage: (60 000/70 000 x 100%);(100 000/110 000 x 100% (10 000/70 000 x 100%)(10 000/110 000 x 100%) Ratio: (85,7/14,3);(14,3/14,3);(90,9/9,1);(9,1/9,1) 2.



Ordinary shares



DILUTED



85,7



7



6



10 000



100 000 10 000



100 000



10 000



110 000



100 000



90,9



14,3



1



11



10



10 000 10 000



9,1



1



Earnings



Profit for the period Interest saving (1 771 677 x 15% x 71%) Fixed preference dividend (500 000 x 10%) Minimum ordinary dividend: (6 000 000 x 10 cents); [(6 000 000 + 4 000 000) x 10 cents]



5 670 000 (50 000) (600 000)



50 000 600 000



5 670 000 188 684 (50 000)



50 000



(1 000 000) 1 000 000



Profit to be divided between ordinary and preference shares 5 020 000 Ordinary: (5 020 000 x 6/7);(4 808 684 x 10/11) 4 302 857 Preference: (5 020 000 x 1/7);(4 808 684 x 1/11)



717 143



4 902 857



767 143



5 371 531



487 153



6 000 000



500 000



6 000 000 4 000 000



500 000



6 000 000



500 000



10 000 000



500 000



3.



4 371 531 437 153



Number of shares



Given Debentures converted



4.



4 808 684



Basic/Diluted EPS



(4 902 857/6 000 000);(5 371 531/10 000 000) (767 143/500 000);(487 153/500 000)
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81,7 cents



153,4 cents



53,7 cents



97,4 cents
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