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Marking Guide - Question 3 Max. marks awarded
Determination of taxable income and current tax liability 6
Determination of deferred tax assets and liabilities in deferred tax worksheet 8

Journal entries 2
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Question 4 [12 marks]
Revaluation of property, plant and equipment

Firefly Ltd acquired an item of equipment on 1 July 2016 at a cost of $800,000. On 30 June 2017, Firefly’s directors decide to continue using the cost model for equipment. They elect to
depreciate the equipment acquired on 1 July 2016 using the straight-line method, over its useful life of five years. The estimated residual value is $40,000.

The directors then decide to adopt the revaluation model for equipment from 1 July 2017. They determine that the fair value of this item of equipment on this date is $610,000. The
remaining useful life is revised on this date - estimated to be six years from 1 July 2017. The estimated residual value is also revised on this date - to $50,000.

0n 30 June 2018, Firefly’s directors estimate that the fair value of the item of equipment does not differ materially from its carrying amount.
0n 30 June 2019, Firefly’s directors estimate that the fair value of the item of equipment is $550,000.
The item of equipment is sold on 31 December 2019 for $490,000.

Required:

Prepare journal entries to account for all transactions that took place during the period 1 July 2016 to 31 December 2019, including entries for the acquisition of the equipment,
depreciation, revaluations and its disposal. Show all relevant dates, narrations and workings. Note: you are not required to account for income tax associated with revaluations.

Marking Guide - Question 4 Max. marks awarded
Journal entries 9

Workings 3
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Question 5 [17 marks]
Impairment of assets

Flash Ltd has a division that represents a separate cash generating unit. At 30 June 2018, the carrying amounts of the assets of the division, valued pursuant to the cost model, are as
follows:

Assets: N

Cash 143,000
Plant and equipment 750,000
Less: accumulated depreciation (250,000)
Land 300,000
Inventory 220,000
Accounts receivable 163,000
Patent 90,000
Goodwill 30,000
Carrying amount of cash generating unit 1,446,000

The receivables were regarded as collectable, and the inventory’s fair value less costs to sell was equal to its carrying amount. The patent has a fair value less costs to sell of $85,000, and
the land has a fair value less costs to sell of $270,000.

The directors of Flash estimate that, at 30 June 2018, the fair value less costs to sell of the division amounts to $1,360,000, while the value in use of the division is $1,270,000.
As a result, management increased the depreciation of the plant and equipment from $50,000 p.a. to $56,000 for the year ended 30 June 2019.

By 30 June 2019, the recoverable amount of the cash generating unit was calculated to be $30,000 greater than the carrying amount of the assets of the unit.
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Required:

Determine how Flash Ltd should account for the results of the impairment test at 30 June 2018 and 30 June 2019, and prepare any necessary journal entries. Show all workings and
provide references to the relevant accounting standard to support your answer.

Marking Guide - Question 5 Max. marks awarded
Journal entries, calculations and workings for 2018 8.5

Journal entries, calculations and workings for 2019 8.5
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Physical presentation of assignments:

Itis essential that presentation of assignments adheres to accepted standards in relation to neatness and layout, as you are practicing to present material in a work situation. You should
submit a bibliography (using APA referencing style) with your assignment.

For practical questions (if applicable):

* Alljournal entries must include narrations unless otherwise specified;

* Any ledger accounts should preferably be shown in 'T' account format and dates and descriptions are included;

* Journal entries and ledger accounts must reflect the strict order of sequence of events; financial statements (including extracts) should include proper headings and accord with
presentation standards.

Penalties will be imposed if material is not correctly referenced and if presentation is not of an acceptable standard.




image1.png
Question 1 [14 marks]
Financial statement disclosures

You are the financial accountant for Superstore Ltd, and are in the process of preparing its financial statements for the year ended 30 June 2018. Whilst preparing the financial
statements, you become aware of the following situations:

1. Superstore Ltd provides a warranty on goods sold for a period of 12 months from the date of sale. The company has, in the past, always recognised a provision for warranties equal
t0 5% of sales made during the year. Due to increasing warranty costs and the number of goods returned under warranty in previous years, the directors met during the financial
year (ended 30 June 2018), and decided to increase the provision to 8% of sales made during the year. The provision for warranties account currently has a balance of $19,000,
which is the balance carried forward from 30 June 2017. Sales for the year ended 30 June 2018 amounted to $430,000.

2. Two of Superstore Ltd’s major debtors filed for bankruptcy in July 2018. The amounts owing from these two customers totals $420,000, and in the draft financial statements (prior
to Superstore Ltd being aware of the bankruptcies), an allowance for doubtful debts of $40,000 had been recognised. The directors of Superstore Ltd met with the liquidators of
the two debtors on 28 July 2018 (prior to the 2018 financial statements being finalised), and it appears that no amount will be recovered from in respect of either debt.

3.0n5 July 2018 the Commonwealth Government enacted legislation altering the company income tax rate from 30% to 28%, applicable from the financial year commencing on 1
July 2018.

4. 0n 30 June 2018, when reviewing the plant and equipment, the reports showed that there was a ‘Trailer’ purchased on 1 July 2016 for $22,000. You looked into this further and
discovered that the invoice was actually for repairs to one of the company’s trailers, not the purchase of a new trailer. The $22,000 should have been recognised as an expense, not
as an asset. Depreciation of $1,000 was recognised in the 2017 financial statements, and no depreciation has been recognised as yet in the 2018 draft financial statements. The
accountant responsible for preparing the company’s income tax returns will amend the 2017 tax return, and the company will receive a tax refund of $6,300 as a result. No journal
entries have been recorded as yet in the accounting records, as the directors are unsure how to account for this situation, and what period adjustments need to be made in.

Assume that each event/situation is material.

Required:

i) State the appropriate accounting treatment for each situation. Provide explanations and references to relevant paragraphs in the accounting standards to support your answers.
Where adjustments to Superstore Ltd’s financial statements are required, explain which financial statements need to be adjusted (ie. 2016, 2017, 2018 or 2019).

i) Prepare any note disclosures and adjusting journal entries that are needed in the 2018 financial statements for each situation.
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Marking Guide - Question 1 Max. marks awarded
Classification of each item 2
Discussion to support classification decision, including references 7

Note disclosures and journal entries where necessary 5
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Question 2 [16 marks]
Accounting for share capital

0n 1 January 2019, Funland Ltd was registered and issued a prospectus, offering 1,000,000 preference shares at $2.00 payable in full on application by 31 March 2019, and 2,000,000
ordinary shares at $6.00 with $4.00 due on application by 31 March 2019, $1.50 due within one month of allotment, and $0.50 due on a call to be made by the directors at a later date.

By 31 March 2019, the company had received applications for 800,000 preference shares and applications for 2,200,000 ordinary shares. On 15 April 2019, the ordinary and preference
shares were allotted. The ordinary shares were allotted to applicants on a pro-rata basis, and the excess application money was retained and credited against amounts due on
allotment. All allotment money was received by 15 May 2019.

The directors made the call on the ordinary shares on 1 August 2019, with amounts due by 1 September. By this date, amounts due on 1,960,000 ordinary shares had been received. On
15 September 2019, the shares on which call money had not been received were forfeited and sold as fully paid. An amount of $5.60 was received for each share sold. Costs of the
forfeiture and reissue amounted to $7,000, and were paid. The constitution allows for the refund of any balance in the forfeited shares account after reissue to former shareholders, so
refunds were made on 30 September 2019.

Required:

Prepare the journal entries to record the transactions of Funland Ltd up to and including that which took place on 30 September 2019. Show all relevant dates, narrations and workings.

Marking Guide - Question 2 Max. marks awarded
Journal entries with narrations 14
Dates 1

Workings 1
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Question 3 [16 marks]
Accounting for income tax

The accounting profit before tax for Splash Ltd, for the year ended 30 June 2018, amounted to $714,000. Itincluded the following revenue and expense items:

Royalties (exempt income)

Interest revenue

Annual leave expense

Doubtful debts expense

Depreciation - plant

Depreciation - motor vehicles

Insurance expense

Impairment loss - goodwill (not tax deductible)
Warranty expense

Entertainment expense (not tax deductible)

15,000 CR
11,000 CR
13,200 DR
22,800 DR
48,750 DR
30,000 DR
23,000 DR
14,000 DR
37,400 DR

3,500 DR
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The draft statement of financial position at 30 June 2018 contained the following assets and liabilitit

Assets

Cash

Accounts receivable

Allowance for doubtful debts
Inventory

Interest receivable

Prepaid insurance

Plant - cost

Less: accumulated depreciation
Motor vehicles - cost

Less: accumulated depreciation
Goodwill

Less: accumulated impairment losses

Deferred tax asset

2018

216,000
195,000
(29,000)
367,100

1,900
6,000
390,000

(146,250)
150,000
(75,000)

60,000

(16,000)

7

2017

212,500
143,800
(12,200)
354,300
1,000
4,000
390,000
(97,500)
150,000
(45,000)
60,000
(2,000)

17,302
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Liabilities

Accounts payable
Provision for annual leave
Provision for warranties
Bank loan

Deferred tax liability

Additional information:
* The plant is depreciated over eight years for accounting purposes, but over six years for taxation purposes (straight-line method, and with an estimated residual value of nil). The

accumulated depreciation for tax purposes as at 30 June 2018 is $195,000.

146,900
21,400
33,100

100,000

7

127,600
14,000
14,600

150,000

11,250

* The motor vehicles are depreciated over five years for accounting purposes, but over eight years for taxation purposes (straight-line method, and with an estimated residual value

of nil). The accumulated depreciation for tax purposes as at 30 June 2018 is $46,875.
* Tax deductions for annual leave, warranties and insurance are available when the amounts are paid, and not as amounts are accrued.
* Amounts received from sales, including those on credit terms, are taxed at the time the sale is made.
* Interest revenue is only taxable when amounts are actually received, and not as amounts are accrued.
* Tax deductions are not available for doubtful debts. Tax deductions are only available when bad debts are written off.
® The taxrate is 30%.

Required:

i)

i)

Determine the balance of any current tax liability, deferred tax assets and deferred tax liabilities for Splash Ltd as at 30 June 2018, in accordance with AASB 112. Use appropriate
worksheets and show all necessary workings.

Prepare the journal entries to record the current tax liability, deferred tax assets and deferred tax liabilities.




