Question 49 – Basic consolidated statement of cash flows
On 1 September 2012 ABC Co acquired 70% of BBC Co for $5,000,000 comprising $1,000,000 cash and 1,500,000 $1 shares.
The statement of financial position of BBC Co at acquisition was as follows:
	
	$000

	Property, plant and equipment
	2,700

	Inventories
	1,600

	Trade receivables
	600

	Cash
	400

	Trade payables
	(300)

	Income tax payable
	(200)

	
	4,800


The consolidated statement of financial position of ABC Co as at 31 December 2012 was as follows:

	
	2012
	2011

	
	$000
	$000

	Non-current assets
	
	

	Property, plant and equipment
	35,500
	25,000

	Goodwill
	1,400
	-

	
	36,900
	25,000

	Current assets
	
	

	Inventories
	16,000
	10,000

	Trade receivables
	9,800
	7,500

	Cash
	2,400
	1,500

	
	28,200
	19,000

	
	
	

	Total assets
	65,100
	44,000

	
	
	

	Equity and liabilities
	
	

	Share capital
	12,300
	10,000

	Share premium
	5,800
	2,000

	Revaluation surplus
	350
	-

	Retained earnings
	32,100
	21,900

	
	50,550
	33,900

	Non-controlling interest
	1,750
	-

	
	52,300
	33,900

	
	
	

	Current liabilities
	
	

	Trade payables
	7,600
	6,100

	Income tax payable
	5,200
	4,000

	
	12,800
	10,100

	
	
	

	Total equity and liabilities
	65,100
	44,000


The consolidated statement of profit or loss and other comprehensive income of ABC Co for the year ended 31 December 2012 was as follows:

	
	$000

	Profit before tax
	16,500

	Income tax expense
	(5,200)

	Profit for the year
	11,300

	Other comprehensive income (not reclassified to P/L)
	

	Revaluation surplus
	500

	Total comprehensive income for the year
	11,800

	
	

	Profit attributable to:
	

	Owners of the parent
	11,100

	Non-controlling interest
	200

	
	11,300

	
	

	Total comprehensive income for the year attributable to
	

	Owners of the parent
	11,450

	Non-controlling interest [200 + (500 × 30%)]
	350

	
	11,800


Notes:
1.
Depreciation charged for the year was $5,800,000. The group made no disposals of property, plant and equipment.
2.
Dividends paid by ABC Co amounted to $900,000.
3.
It is the group’s policy to value the non-controlling interest at its proportionate share of the fair value of the subsidiary’s identifiable net assets.
Required:
Prepare the consolidated statement of cash flows of ABC Co at its proportionate share of the fair value of the subsidiary’s identifiable net assets.
Question 50 – Consolidated statement of cash flows
The following draft group financial statements related to Jocatt, a public limited company.
Jocatt Group
Statement of financial position as at 30 November

	
	2012
	2011

	Assets
	$m
	$m

	Non-current assets
	
	

	Property, plant and equipment
	327
	254

	Investment property
	8
	6

	Goodwill
	48
	68

	Intangible assets
	85
	72

	Investment in associate
	54
	-

	Investments in equity instruments
	94
	90

	
	616
	490

	Current assets
	
	

	Inventories
	105
	128

	Trade receivables
	62
	113

	Cash and cash equivalents
	232
	143

	
	399
	384

	
	
	

	Total assets
	1,015
	874

	
	
	

	Equity and liabilities
	
	

	Equity attributable to the owners of the parent:
	
	

	Share capital
	290
	275

	Retained earnings
	351
	324

	Other components of equity
	15
	20

	
	656
	619

	Non-controlling interest
	55
	36

	Total equity
	711
	655

	
	
	

	Non-current liabilities
	
	

	Long-term liabilities
	67
	71

	Deferred tax
	35
	41

	Long-term provision: pension liability
	25
	22

	Total non-current liability
	127
	134

	
	
	

	Current liabilities
	
	

	Trade payables
	144
	55

	Current tax payable
	33
	30

	Total current liability
	177
	85

	
	
	

	Total equity and liabilities
	1,015
	874


Jocatt Group
Statement of profit or loss and other comprehensive income for the year ended 30 November 2012
	
	$m

	Revenue
	432.0

	Cost of sales
	(317.0)

	Gross profit
	115.0

	Other income
	25.0

	Distribution costs
	(55.5)

	Administrative expenses
	(36.0)

	Finance costs paid
	(6.0)

	Gains on property
	10.5

	Share of profit of associate
	6.0

	Profit before tax
	59.0

	Income tax expense
	(11.0)

	Profit for the year
	48.0

	
	

	Other comprehensive income after tax (items that will not be reclassified to profit or loss)
	

	Gain on investment in equity instruments (IEI)
	2.0

	Losses on property revaluation
	(7.0)

	Remeasurement losses on defined benefit plan
	(6.0)

	Other comprehensive income for the year, net of tax
	(11.0)

	
	

	Total comprehensive income for the year
	37.0

	
	

	Profit attributable to:
	

	Owners of the parent
	38.0

	Non-controlling interest
	10.0

	
	48.0

	
	

	
	

	Total comprehensive income attributable to:
	

	Owners of the parent
	27.0

	Non-controlling interest
	10.0

	
	37.0


Jocatt Group
Statement of changes in equity for the year ended 30 November 2012
	
	Share capital
	Retained earnings
	Investments in equity instruments
	Revaluation surplus (PPE)
	Total
	Non-
controlling interest
	Total equity

	
	$m
	$m
	$m
	$m
	$m
	$m
	$m

	Bal. at 1 Dec 2011
	275
	324
	4
	16
	619
	36
	655

	Share capital issued
	15
	
	
	
	15
	
	15

	Dividends
	
	(5)
	
	
	(5)
	(13)
	(18)

	Rights issue
	
	
	
	
	
	2
	2

	Acquisitions
	
	
	
	
	
	20
	20

	Total comprehensive income for the year
	
	32
	2
	(7)
	27
	10
	37

	Bal. at 30 Nov. 2012
	290
	351
	6
	9
	656
	55
	711


The following information relates to the financial statements of Jocatt.
(i)
On 1 December 2010, Jocatt acquired 8% of the ordinary shares of Tigret. Jocatt had treated this as an investment in equity instruments in the financial statements to 30 November 2011 with changes in fair value taken to profit or loss for the year. There were no changes in fair value in the year to 30 November 2011. On 1 January 2012, Jocatt acquired a further 52% of the ordinary shares of Tigret and gained control of the company. The consideration for the acquisitions was as follows.

	
	Holding
	Consideration

	
	
	$m

	1 December 2010
	8%
	4

	1 January 2012
	52%
	30

	
	60%
	34


At 1 January 2012, the fair value of the 8% holding in Tigret held by Jocatt at the time of the business combination was $5 million and the fair value of the non-controlling interest in Tigret was $20 million. The purchase consideration at 1 January 2012 comprised cash of $15 million and shares of $15 million.
The fair value of the identifiable assets of Tigret, excluding deferred tax assets and liabilities, at the date of acquisition comprised the following.
	
	$m

	Property, plant and equipment
	15

	Intangible assets
	18

	Trade receivables
	5

	Cash
	7


The tax base of the identifiable net assets of Tigret was $40 million at 1 January 2012. The tax rate of Tigret is 30%.
(ii)
On 30 November 2012, Tigret made a rights issue on a 1 for 4 basis. The issue was fully subscribed and raised $5 million in cash.
(iii)
Jocatt purchased a research project from a third party including certain patents on 1 December 2011 for $8 million and recognized it as an intangible asset. During the year, Jocatt incurred further costs, which included $2 million on completing the research phase, $4 million in developing the product for sale and $1 million for the initial marketing costs. There were no other additions to intangible assets in the period other than those on the acquisition of Tigret.
(iv)
Jocatt operates a defined benefit scheme. The current service costs for the year ended 30 November 2012 are $10 million. Jocatt enhanced the benefits on 1 December 2011. The total cost of the enhancement is $2 million. The interest on plan assets was $8 million for the year end and Jocatt recognizes remeasurement gains and losses in accordance with HKAS 19 as revised in 2011.
(v)
Jocatt owns an investment property. During the year, part of the heating system of the property, which had a carrying value of $0.5 million, was replaced by a new system, which cost $1 million. Jocatt uses the fair value model for measuring investment property.
(vi)
Jocatt had exchanged surplus land with a carrying value of $10 million for cash of $15 million and plant valued at $4 million. The transaction has commercial substance. Depreciation for the period for property, plant and equipment was $27 million.
(vii)
Goodwill relating to all subsidiaries had been impairment tested in the year to 30 November 2012 and any impairment accounted for. The goodwill impairment related to those subsidiaries which were 100% owned.
(viii)
Deferred tax of $1 million arose in the year on the gains on investments in equity in the year where the irrevocable election was made to take changes in fair value through other comprehensive income.
(ix)
The associate did not pay any dividends in the year.
Required:
(a)
Prepare a consolidated statement of cash flows for the Jocatt Group using the indirect method under HKAS 7 Statement of Cash Flows.
Note. Ignore deferred taxation other than where it is mentioned in the question.

(35 marks)
(b)
Jocatt operates in the energy industry and undertakes complex natural gas trading arrangements, which involve exchanges in resources with other companies in the industry. Jocatt is entering into a long-term contract for the supply of gas and is raising a loan on the strength of this contract. The proceeds of the loan are to be received over the year to 30 November 2013 and are to be repaid over four years to 30 November 2017. Jocatt wishes to report the proceeds as operating cash flow because it is related to a long-term purchase contract. The directors of Jocatt receive extra income if the operating cash flow exceeds a predetermined target for the year and feel that the indirect method is more useful and informative to users of financial statements than the direct method.
(i)
Comment on the directors’ view that the indirect method of preparing statements of cash flow is more useful and informative to users than the direct method.
(7 marks)
(ii)
Discuss the reasons why the directors may wish to report the loan proceeds as an operating cash flow rather than a financing cash flow and whether there are any ethical implications of adopting this treatment.
(6 marks)
Professional marks will be awarded in part (b) for clarity and expression.
(2 marks)


(Total 50 marks)


(ACCA P2 Corporate Reporting December 2010 Q1)
Question 51 – Consolidated statement of cash flows
The following draft financial statements relate to Zambeze, a public limited company:
Zambeze
Draft group statements of financial position at 30 June

	
	2006
	2005

	Assets
	$m
	$m

	Non-current assets
	
	

	Property, plant and equipment
	1,315
	1,005

	Goodwill
	30
	25

	Investment in associate
	270
	290

	
	1,615
	1,320

	Current assets
	
	

	Inventories
	650
	580

	Trade receivables
	610
	530

	Cash at bank and cash equivalents
	50
	140

	
	1,310
	1,250

	
	
	

	Total assets
	2,925
	2,570

	
	
	

	Equity and liabilities
	
	

	Share capital
	100
	85

	Share premium
	30
	15

	Revaluation surplus
	50
	145

	Retained earnings
	254
	250

	
	434
	495

	Non-controlling interest
	60
	45

	Total equity
	494
	540

	
	
	

	Non-current liabilities
	850
	600

	Current liabilities
	1,581
	1,430

	Total liabilities
	2,431
	2,030

	
	
	

	Total equity and liabilities
	2,925
	2,570


Zambeze
Draft group statements of profit or loss and other comprehensive income for the year ended 30 June 2006

	
	$m

	Revenue
	4,700

	Cost of sales
	(3,400)

	Gross profit
	1,300

	Distribution and administrative expenses
	(600)

	Finance costs
	(40)

	Share of profit in associate
	20

	Profit before tax
	680

	Income tax expense
	(200)

	Profit for the year
	480

	Other comprehensive income
	

	Items that will not be reclassified to profit or loss
	

	Impairment losses on property, plant and equipment offset against revaluation surplus
	(95)

	Items that may subsequently be reclassified to profit or loss
	

	Foreign exchange difference of associate
	(5)

	Total comprehensive income
	380

	
	

	Profit attributable to:
	

	Owners of the parent
	455

	Non-controlling interest
	25

	
	480

	
	

	Total comprehensive income attributable to:
	

	Owners of the parent
	355

	Non-controlling interest
	25

	
	380


Draft statements of changes in equity for the year ended 30 June 2006

	
	$m

	Balance at 1 July 2005
	540

	Issue of share capital
	30

	Total comprehensive income for the year
	380

	Acquisition of non-controlling interest of Damp
	48

	Dividends paid (parent and non-controlling interest)
	(504)

	Balance at 30 June 2006
	494


The following relates to Zambeze:
(a)
Zambeze acquired a seventy per cent holding in Damp, a public limited company, on 1 July 2005. The fair values of the net assets acquired were as follows:
	
	$m

	Property, plant and equipment
	70

	Inventories and work in progress
	90

	
	160


The purchase consideration was $100 million in cash and $25 million (discounted value) deferred consideration which is payable on 1 July 2006. The difference between the discounted value of the deferred consideration ($25 million) and the amount payable ($29 million) is included in ‘finance costs’. Zambeze wants to set up a provision for reconstruction costs of $10 million retrospectively on the acquisition of Damp. This provision has not yet been set up.
(b)
There had been no disposals of property, plant and equipment during the year. Depreciation for the period charged in cost of sales was $60 million.
(c)
Current liabilities comprised the following items:

	
	2006
	2005

	
	$m
	$m

	Trade payables
	1,341
	1,200

	Interest payable
	50
	45

	Taxation
	190
	185

	
	1,581
	1,430


(d)
Non-current liabilities comprised the following:
	
	2006
	2005

	
	$m
	$m

	Deferred consideration – purchase of Damp
	29
	-

	Liability for the purchases of property, plant and equipment
	144
	-

	Loans repayable
	621
	555

	Deferred tax liability
	30
	25

	Retirement benefit liability
	26
	20

	
	850
	600


(e)
The retirement benefit liability comprised the following:
	Movement in year
	$m

	Liability at 1 July 2005
	20

	Current and past service costs charged to profit or loss
	13

	Contributions paid to retirement benefit scheme
	(7)

	Liability at 30 June 2006
	26


(f)
Goodwill was impairment tested on 30 June 2006 and any impairment was included in the financial statements for the year ended 30 June 2006.
(g)
The Finance Director has set up a company, River, through which Zambeze conducts its investment activities. Zambeze has paid $400 million to River during the year and this has been included in dividends paid. The money was invested in a specified portfolio of investments are transferred to Zambeze. An investment manager has charge of the company’s investments and owns all the share capital of River. An agreement between the investment manager and Zambeze sets out the operating guidelines and prohibits the investment manager from obtaining access to the investment manager from obtaining access to the investments for the manager’s benefit. An annual transfer of the profit/loss will occur on 30 June annually and the capital will be returned in four years time. The transfer of $400 million cash occurred on 1 January 2006 but no transfer of profit/loss has ye occurred. The statement of financial position of River at 30 June 2006 is as follows:
River: Statement of financial position at 30 June 2006

	
	$m

	Investment at fair value through profit or loss
	390

	
	390

	
	

	Share capital
	400

	Retained earnings
	(10)

	
	390


(h)
It is the group’s policy to value the non-controlling interest at its proportionate share of the fair value of the subsidiary’s identifiable net assets.
Required:
(a)
Prepare a group statement of cash flows for the Zambeze Group for the year ended 30 June 2006 using the indirect method.
(35 marks)
(b)
Discuss the issue which would determine whether River should be consolidated by Zambeze in the group financial statements.
(9 marks)
(c)
Discuss briefly the importance of ethical behaviour in the preparation of financial statements and whether the creation of River could constitute unethical practice by the finance director of Zambeze.
(6 marks)


(Total 50 marks)


(Amended ACCA P2 Corporate Reporting Pilot Q1)
Question 52 – Consolidated statement of cash flows
The following draft group financial statements relate to Warrburt, a public limited company.
Warrburt group: Statements of financial position as at 30 November 2008

	
	2008
	2007

	Assets
	$m
	$m

	Non-current assets
	
	

	Property, plant and equipment
	350
	360

	Goodwill
	80
	100

	Other intangible assets
	228
	240

	Investment in associate
	100
	-

	Investment in equity instruments
	142
	150

	
	900
	850

	Current assets
	
	

	Inventories
	135
	198

	Trade receivables
	92
	163

	Cash and cash equivalents
	288
	323

	
	515
	684

	
	
	

	Total assets
	1,415
	1,534

	Equity and liabilities
	
	

	Share capital
	650
	595

	Retained earnings
	367
	454

	Other components of equity
	49
	20

	
	1,066
	1,069

	Non-controlling interest
	46
	53

	Total equity
	1,112
	1,122

	Non-current liabilities
	
	

	Long-term liabilities
	20
	64

	Deferred tax
	28
	26

	Long-term provisions
	100
	96

	Total non-current liabilities
	148
	186

	Current liabilities
	
	

	Trade payables
	115
	180

	Current tax payables
	35
	42

	Short-term provisions
	5
	4

	Total current liabilities
	155
	226

	
	
	

	Total liabilities
	303
	412

	
	
	

	Total equity and liabilities
	1,415
	1,534


Statement of profit or loss and other comprehensive income for the year ended 30 November 2008

	
	$m

	Revenue
	910

	Cost of sales
	(886)

	Gross profit
	24

	Other income
	7

	Distribution costs
	(40)

	Administrative expenses
	(35)

	Finance costs
	(9)

	Share of profit of associate
	6

	Loss before tax
	(47)

	Income tax expense
	(29)

	Loss for the year
	(76)

	
	

	Other comprehensive income for the year (after tax, not reclassified to profit or loss)
	

	Investment in equity instruments
	27

	Gains on property revaluation
	2

	Actuarial losses on defined benefit plan
	(4)

	Other comprehensive income for the year (after tax)
	25

	
	

	Total comprehensive income
	(51)

	
	

	Profit/(loss) attributable to:
	

	Owners of the parent
	(74)

	Non-controlling interest
	(2)

	
	(76)

	
	

	Total comprehensive income attributable to:
	

	Owners of the parent
	(49)

	Non-controlling interest
	(2)

	
	(51)


Statement of changes in equity for the year ended 30 November 2008
	
	Share capital
	Retained earnings
	Investments in equity instruments
	Revaluation surplus
	Total
	Non-
controlling interest
	Total equity

	
	$m
	$m
	$m
	$m
	$m
	$m
	$m

	Bal. at 1 Dec 2007
	595
	454
	16
	4
	1,069
	53
	1,122

	Share capital issued
	55
	
	
	
	55
	
	55

	Dividends
	
	(9)
	
	
	(9)
	(5)
	(14)

	Total comprehensive income for the year
	
	(78)
	27
	2
	(49)
	(2)
	(51)

	Bal. at 30 Nov. 2008
	650
	367
	43
	6
	1,066
	46
	1,112


Note to statement of changes in equity:
	
	$m

	Profit/(loss) attributable to owners of parent
	(74)

	Actuarial losses on defined benefit plan
	(4)

	Total comprehensive income for year – retained earnings
	(78)


The following information relates to the financial statements of Warrburt.
(i)
Warrburt holds investments in equity instruments which are owned by the parent company. At 1 December 2007, the total carrying amount of those investments was $150m. In respect of $112m of this $150m, Warrburt had made an irrevocable election under HKFRS 9 for changes in fair value to go through other comprehensive income (items that will not be reclassified to profit or loss). The remaining $38m related to an investment in the shares of Alburt, in respect of which changes in fair value had been taken to profit or loss for the year. During the year, the investment in Alburt was sold for $45m, with the fair value gain shown in ‘other income’ in the financial statements. The following schedule summarises the changes:
	
	Alburt
	Other
	Total

	
	$m
	$m
	$m

	Carrying value at 1 Dec. 2007
	38
	112
	150

	Less: sales of investments in equity instruments at fair value
	(45)
	-
	(45)

	Add: gain on derecognition/revaluation of investments in equity instruments
	7
	30
	37

	Carrying value at 30 Nov. 2008
	-
	142
	142


Deferred tax of $3 million arising on the $30m revaluation gain above has been taken into account in ‘other comprehensive income’ for the year.
(ii)
The retirement benefit liability is shown as a long-term provision in the statement of financial position and comprises the following:
	
	$m

	Liability at 1 December 2007
	96

	Expense for period
	10

	Contributions to scheme (paid)
	(10)

	Actuarial losses
	4

	Liability at 30 November 2008
	100


(iii)
The property, plant and equipment (PPE) in the statement of financial position comprises the following:
	
	$m

	Carrying value at 1 December 2007
	360

	Additions at cost
	78

	Gains on property revaluation
	4

	Disposals
	(56)

	Depreciation
	(36)

	Carry value at 30 November 2008
	350


Plant and machinery with a carrying value of $1 million had been destroyed by fire in the year. The asset was replaced by the insurance company with new plant and machinery which was valued at $3 million. The machines were acquired directly by the insurance company and no cash payment was made to Warrburt. The company included the net gain on this transaction in ‘additions at cost’ and as a deduction from administrative expenses.
The disposal proceeds were $63 million. The gain on disposal is included in administrative expenses. Deferred tax of $2 million has been deducted in arriving at the ‘gains on property revaluation’ figure in ‘other comprehensive income (items that will not be reclassified to profit or loss)’.
The remaining additions of PPE comprised imported plant and equipment from an overseas supplier on 30 June 2008. The cost of the PPE was 380 million dinars with 280 million dinars being paid on 31 October 2008 and the balance to be paid on 31 December 2008.
The rate of exchange were as follows:
	
	Dinars to $1

	30 June 2008
	5

	31 October 2008
	4.9

	30 November 2008
	4.8


Exchange gains and losses are included in administrative expenses.
(iv)
Warrburt purchased a 25% interest in an associate for cash on 1 December 2007. The net assets of the associate at the date of acquisition were $300 million. The associate made a profit after tax of $24 million and paid a dividend of $8 million out of these profits in the year ended 30 November 2008.
(v)
An impairment test had been carried out at 30 November 2008, on goodwill and other intangible assets. The result showed that goodwill was impaired by $20 million and other intangible assets by $12 million.
(vi)
The short term provisions relate to finance costs which are payable within six months.
Warrburt’s directors are concerned about the results for the year in the statement of comprehensive income and the subsequent effect on the cash flow statement. They have suggested that the proceeds of the sale of property, plant and equipment and the sale of investments in equity instruments should be included in ‘cash generated from operations’. The directors are afraid of an adverse market reaction to their results and of the importance of meeting targets in order to ensure job security, and feel that the adjustments for the proceeds would enhance the ‘cash health’ of the business.
Required:
(a)
Prepare a group statement of cash flows for Warrburt for the year ended 30 November 2008 in accordance with HKAS 7 Statement of Cash Flows, using the indirect method.


(35 marks)
(b)
Discuss the key issues which the statement of cash flows highlights regarding the cash flow of the company.
(10 marks)
(c)
Discuss the ethical responsibility of the company accountant in ensuring that manipulation of the statement of cash flows, such as that suggested by the directors, does not occur.


(5 marks)
Note: requirements (b) and (c) include 2 professional marks in total for the quality of the discussion.
(Total 50 marks)

(Amended ACCA P2 Corporate Reporting December 2008 Q1)


102

