QUESTION 1

(a)
The Institute of Chartered Accountants (Ghana) has in a recent publication (Daily Graphic of 25/8/05), sought public input from users, preparers and auditors of financial statements for the purpose of developing a working document as part of plans to replace the current accounting standards.  This gives an opportunity for interested parties to seek protection and tends to confirm the widely held view that accounting standard setting is subject to substantial lobbying from preparers and users of financial statements.  Indeed, it has been suggested that good accounting standards are the product of intense lobbying, debate, negotiation, and compromise.  

Required:

(i)
Identify two specific protections that each of the following interested parties may seek from the standard setting process: Internal Revenue Service, Parliament of Ghana, External Auditors and Banks (financial institutions). 

(ii)
Briefly explain two constraints faced in the standard setting process.           (10 marks)

(b)
The financial statements of Still Brothers Ltd for the years 2004 and 2005 are as follows:

(i) BALANCE SHEETS AS AT 31ST DECEMBER 

  2004

   2004

   2005

   2005

¢’ million
¢’ million
¢’ million
¢’ million


Net Fixed Assets



  46,500


    48,300


Current Assets

Stock



  9,600



   11,400


Debtors


  6,300



     6,500


Cash & Bank


  3,400



     3,800





19,300



   21,700


Current Liabilities


Creditors


  7,100

  12,200
     5,900
   15,800






  58,700


   64,100

Financed By


Stated Capital




10,000



10,000


Income Surplus



24,700



24,100


14% loan




24,000



30,000







58,700



64,000

PROFIT AND LOSS ACCOUNTS FOR THE YEARS ENDED 31ST DECEMBER

2004      2005

¢’ million


¢’ million
Turnover




   97,850


  100,300

Cost of Sales




   84,600


    84,800







   13,250


    15,500

Selling, General & 

Administrative expenses


     5,660


      5,950
PBIT





     7,590


      9,550

Interest





     3,360


      4,200

Corporate tax




     1,269


      1,605






     2,961


      3,745
Additional Information:

(i)
Dividends were paid at the rate of  ¢70 and ¢105 per share respectively for 2004 and 2005.

(ii) The shares were issued at ¢5,000 per share but are now trading on the Ghana Stock Exchange at ¢6,500.

(iii) Depreciation on fixed assets amounting to ¢4,650 million and ¢5,500 million respectively for 2004 and 2005 are included in cost of sales.

(iv) Included in debtors are investments on fixed deposit amounting to ¢2,400 million and ¢3,200 million respectively for 2004 and 2005.

Required:

(I)
compute the following for 2004 and 2005.

· Dividend Yield

· Price-Earnings Ratio

· Times Interest Earned

· Cash Ratio

· Net Profit Margin

(II)
using the rations you have computed in (I) write a memo to the Board of Directors of 

Still Brothers Ltd commenting on the performance of the company for the two years and stating three (3) limitations of accounting ratios.


        (15 marks)

       








              
(Total: 25 marks) 

QUESTION 2

Small Limited, a privately owned company, is considering a purchase proposal by Big Limited, a company listed on the Ghana Stock Exchange.  The profit and loss account for the year ended 31st December 2005 together with the balance sheet as at that date for 
Small Limited is shown below:


Profit and Loss Accounts for the ended 31st December 2005








¢’ million


Profit before tax



   10,800


Tax





    (2,700)

Profit after tax




     8,100

Proposed Dividend



    (2,500)

Retained profit



     5,600

Income surplus bal. – 1st Jan. 2005

     6,400

Income surplus bal. – 31st Dec. 2005  
   12,000

Balance Sheet as at 31st December 2005






¢’ million

Fixed Assets




  38,030

Investments




  12,600


Stocks 





    8,360


Debtors




    6,450


Bank & Cash




    3,250


Creditors & accruals



   (6,350)


Tax





   (1,540)


Bank overdraft



   (5,000)


Dividend




   (1,700)


20% debentures


             (10,000)







   44,100


Stated Capital:


5,000,000 Ordinary shares


   15,000


2,000,000 15% Preference Shares 
                 8,000


Income surplus



   12,000


Capital surplus



     3,420


Share Deals




     5,680







   44,100

Additional information:

(i)
Small Limited has an employee share ownership scheme which is run by trustees with rules which prevent transfer of the Scheme’s assets to the company.  Small Limited is required to transfer 10% of its pre-tax profits to the scheme each year. The amount due for 2005 is yet to be transferred and the Scheme’s assets amounting to  ¢7,300 million is included in the investments of Small Limited.

(ii)
The cost of Small Limited’s investments is ¢3,600 million but is included in the above balance sheet at its current market value.  Recent investigation has shown that its current market value has declined by ¢2,000 million.

(iii)
Included in debtors of Small Limited is an amount of ¢5,350 million due from Saayo Limited, a major customer.  Saayo Limited has disputed the balance since 1999 on grounds that goods worth ¢3,850 million purported to have been supplied in 1998 were never received.  Saayo Limited also contended that payments made to Small Limited amounting to ¢1,260 million were not credited to its account.

(iv) Fixed assets of Small Limited include goodwill of ¢3,500 million considered worthless.  It also includes ¢2,500 million paid for patents.  The patents represent a right to trade in a special product which is expected to generate cash flows of ¢950 million per annum indefinitely.

(v) The cost of capital of Small Limited is 20% and the discounted present value of future cash payments in respect of the debentures is ¢13,200 million.

(vi) The following projections were obtained from a five year corporate strategy document of Small Limited:

Net cash flows

Depreciation

Year

   ¢’ million


   ¢’ million

2006

       5,200


     1,020

2007

       7,000


     1,500

2008

       6,400


     2,300

2009

       8,500


     2,450

2010

     10,200


     2,700


Cash flows are assumed to accrue at the end of each financial year.

(vii) Land and buildings is included in fixed assets of Small Limited at its carrying amount of ¢4,300 million.  This has been revalued at ¢6,800 million by independent

valuers for purpose of the impending sale of the company to Big Limited.

(viii) The fair value of the remaining tangible fixed assets of Small Limited is ¢27,500 million.  During the annual stock take in 2005 closing stock of Small Limited was understated by ¢4,700 million.  This error has not been rectified.

(ix) The price-earnings ratio and dividend yield of Big Limited and other quoted companies in the same industrial sector in which Small Limited operates are 18 and 7.5% respectively.

(x) Debenture interest has been paid in full but 40% of preference dividend for 2005 is outstanding.

(xi) Corporate tax provision for 2005 is expected to reduce by ¢500 million due to effects of stocks, bad debts and goodwill adjustments.

(xii) The present value of ¢1.00 at a discount rate of 20% is as follows:




Year  



Discount factor



  0



   1.000

1 0.8333

2 0.6944

3 0.5789

4 0.4823

5 0.4019

6 0.3349

Required:

(a)
Determine the value to be placed on the shares of Small Limited using any four methods of valuation as far as the information given permits.











(Total: 20 marks) 

QUESTION 3

(a)
Explain the following, giving appropriate examples, 

· Replacement Cost

· Net Realised Value

· Economic Value

· Deprival    Value





           (8 marks)

(b)
Historical cost accounts can be misleading but it is often used in financial reporting. Explain any three (3) advantages and three (3) limitations of historical cost accounting.







              (7 marks)










           (Total:  15 marks)

QUESTION  4

The summarised profit and loss accounts of Paa Ltd, Qua Ltd, Sea Ltd and Adom Ltd for the

year ended 31st December, 2005 are set out below:


Profit and Loss Account for the year ended 31st December, 2005



   Paa Ltd

Qua Ltd

Sea Ltd

Adom Ltd



  ¢’ million

¢’ million

¢’ million

¢’ million

Sales 
   
     156,025

    53,353

 42,448
             18,032

Cost of sales
     106,738

    37,347

 25,469

   9,918
Gross profit
       49,287

    16,006

 16,979    

   8,114

Selling, General

& Administrative

Expenses
       33,889

    10,137   

   7,641

   3,156


       15,398

      5,869                        9,338                           4,958

Other Income
         1,415

      1,290

      170
 
      ---


       16,813

      7,159

   9,508

   4,958

Corporate Tax
         5,044

      2,148

   2,852

   1,487
Net profit 

transferred to

Income surplus   

Accounts
       11,769

      5.011

  6,656


  3,471

Income Surplus Accounts for the year ended 31st December, 2005



    Paa Ltd

  Qua Ltd

 Sea Ltd

Adom Ltd



¢’ million

¢’ million

¢’ million

¢’ million

Balance b/f
    27,068

    14,232

    8,361

    7,245

Net profit

for the year
    11,769

      5,011

    6,656

    3,471

Proposed 

Dividend
    (2,200)

    (1,100)

   (1,400)
  
    (625)

    36,637

    18,143

   14,617

  10,091
Additional information:
(i)
On 1st January, 2004 Paa Ltd acquired 25% and 8% of the equity shares of Sea Ltd and Adom Ltd respectively.  The balances on the income surplus accounts on that date were: Sea Ltd ¢6,000 million and Adom Ltd ¢4,000 million.

(ii)
Paa Ltd acquired 70% equity shares in Qua Ltd on 1st April, 2005.

(iii)
During the year one of the leading customers of Qua Ltd was liquidated. Qua wrote off ¢60 million owed by that customer and included it in Selling, General and 

Administrative expenses.  The goods were sold in February 2005.

(iv)
On 1st April, 2005 Qua Ltd revalued its long term assets as follows:






Carrying Amount

Revalued Amount






¢’ million


¢’ million



Land


    15,000


    20,000



Buildings

    80,000


  120,000



Equipment

    22,000


    21,500

The expected useful lives of the assets from the date of the revaluation were: buildings 40 years and equipment 5 years.  The revaluation has not been incorporated in the books of Qua Ltd.

(v)
Paa Ltd invoiced Qua Ltd for ¢500 million for goods supplied in September 2005. The goods were invoiced at cost plus 25%.  As at 31st December, 2005 ¢120 million of the goods were in stock. 



(vi) Paa Ltd has not taken credit for the dividends from the investee companies.

(vii) Paa Ltd uses the Equity Method of accounting for accounting for its associates.

(viii) Revenue and expenses accrued evenly throughout the year unless otherwise stated.

Required:

(a)
Prepare consolidated Profit and Loss Account and Income Surplus Account of Paa Ltd for the year ended 31st December, 2005. Work to the nearest million cedis.











            (15 marks)

(b)
What are the two (2) reasons a subsidiary should be excluded from consolidation?












  (2 marks)

(c)
Opinions differ on the appropriate carrying amount for current investments.  Some maintain that they should be valued at the lower of cost and net realisable value.  According to the others current investments should be valued at fair value, usually market value.


In line with GNASB Standard 23, Accounting for Investments, State the arguments for each of the valuation methods cited.




  (3 marks)










           (Total:  20 marks)

QUESTION 5

(a)
Companies often undertake schemes of capital reconstruction when they experience persistent financial and operational difficulties.

Required:

(i)
Explain the objectives served by a scheme of capital reduction where a company has incurred heavy and persistent losses.

(ii)
Identify various stakeholders who normally bear such losses and give reasons why they should.







              (6 marks)

(b)
Sakasaka Company Ltd has been operating unprofitably for the past five years and a balance sheet produced as at 31st December, 2004 showed the following positions:






Cost
   
Depreciation
          Net Book Value

 

 
¢’ million
¢’ million

¢’ million


Property, Plant and Equipment:





Development cost

     25,000
       --


25,000


Freehold land & building
     37,500
       --


37,500


Plant & machinery 
                 49,250
    7,500

41,750


Motor vehicles

     17,500
    6,250
           
11,250






   129,250
  13,750
          115,500



Current Assets:


Stocks





  37,500


Trade debtors




  34,025


Cash 





       525







  72,050


Current Liabilities:


Trade Creditors



  82,500


Bank Overdraft


  
  25,050







107,550

Net current Liabilities:



                      (35,500)










          
80,000


Stated Capital






          150,000


Income Surplus





          (70,000)











          
80,000

Additional information:

The company is registered with 125,000,000 ordinary shares and 10% preference shares of no par value and its stated capital comprised: 100,000,000 ordinary share issued at ¢1,000 fully paid and 50,000,000 10% cumulative preference shares, issued at ¢1,000 each fully paid.

The dividends on the 19% cumulative preference shares are in arrears for the past four years.

The Board of Directors has recently been reconstituted and the court has approved a scheme of reconstruction, agreed to by all interested parties on the following terms: 

(i)
The ordinary shares are to be written down to ¢250 each and then converted into fully paid ordinary shares at ¢1,000 each.

(ii)
The preference shareholders have agreed to accept 30,000,000 ordinary shares of ¢1,000 each fully paid in place of their preference shares.  They have also waived their rights to the arrears of dividend by agreeing to accept 5,000,000 ordinary shares at ¢1,000 each fully paid in settlement thereof.

(iii)
Assets are to be revalued as follows: Freehold land and buildings  ¢65,000 million; plant and machinery ¢30,000 million; motor vehicle ¢8,750 million; stocks to ¢32,500 million.  

(iv)
A provision of 8% is to be made for bad debts.  Development cost is worthless.

(v)
The creditors have agreed to take 50,000,000 ordinary shares at ¢1,000 each, fully paid in part settlement of their claim.  They have also agreed to provide ¢50,000 million in cash against the issue to them of ¢50,000 million 10% debentures secured by a floating charge.

Required:

Prepare the Reconstruction Account, Cash and Bank Account, and the balance sheet of the reconstructed company, assuming that all the foregoing transactions were completed at 

1st January, 2005.







            (14 marks)










            (Total: 20 marks) 
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