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1. Time allowed: 3 hours 15 minutes.
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2. Section A has one compulsory question carrying 30 marks.
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SECTION A: FINANCIAL REPORTING IN THE PRIVATE SECTOR
Question 1

Great National Limited (GNL), is a multinational company with diverse
product ranges and operating in many geographical markets. GNL is
finalising its financial statements for the year ended 30 November
2010 and seeks your advice on the matters listed below:

(a)

(b)

GNL has a piece of property located in a foreign country, which
was acquired at a cost of US$2 million on 30 November 2009
when the exchange rate was US$1 = Shs 2,000. At 30 November
2010, the property was revalued to US$2.5 million. The exchange
rate at 30 November 2010 was US$1 = Shs 2,200. The property
was carried at its value as at 30 November 2009. The company
policy is to revalue property, plant and equipment whenever
material differences arise between book and fair value.
Depreciation on the property can be assumed to be immaterial.
(5 marks)
GNL manufactures equipment for the retail industry. The
inventory is currently valued at cost. There is market for the
partially completed product at each stage of production. The cost
structure and expected selling structure of the equipment is as
follows:
Cost per Selling price per

unit unit
Shs million Shs million
Production process - 1* stage 2.2 2.5
Conversion costs to finished
product 1.1
Finished product 3.3 3.8

The selling costs are Shs 200,000 per unit of the finished product
and GNL has 100,000 units at the first stage of production and
200,000 units of the finished product at 30 November 2010.
Shortly before the year end, a competitor released a new model
onto the market which caused the equipment manufactured by
GNL to be less attractive to customers. The result was a reduction
in the selling price to Shs 3.2 million of the finished product and
Shs 2.05million for the first stage product.

(5 marks)
The directors of GNL announced on 1 December 2009 that a
bonus of Shs 4 billion would be paid to the employees of GNL if
they achieved a certain production level by 30 November 2010.
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(d)
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The bonus is to be paid partly in cash and partly in share options.
Half of the bonus will be paid in cash on 31 May 2011 whether or
not the employees are still working for GNL. The other half will be
given in share options on the same date, provided that the
employees are still in service on 31 May 2011. The exercise price
and the number of options will be fixed by management on 31
May 2011. The targeted production was met and management
expect 10% of employees to leave between 30 November 2010
and 31 May 2011.

(5 marks)
GNL has decided to close one of its overseas branches. A board
meeting was held on 31 October 2010 when a detailed formal
plan was presented to the board. The plan was formalised and
accepted at that meeting. The information was communicated to
the people affected by this decision on 15 November 2010. The
operations of the branch are to be moved to another country
from December 2010 but the operating lease on the present
buildings of the branch is non-cancellable and runs for another
two years, until 30 November 2012. The annual rental of the
buildings is Shs 2 billion payable in arrears on 30 November and
the lessor has offered to take a single payment of Shs 3.1 billion
on 30 November 2011 to settle the outstanding amount owing
and terminate the lease on that date. GNL has additionally
obtained permission to sublet the building at a rental of Shs 1
billion per year, payable in advance on 1 December. A discount
rate of 18% should be used where necessary.

(5 marks)
GNL owns a building which is currently accounted for using the
cost model in IAS 16: Property, plant and equipment. The
carrying amount of the property was Shs 10 billion on 30
November 2009. The building had a remaining life of 20 years on
30 November 2009, and GNL uses straight line depreciation. GNL
sold the building to a third party on 1 December 2009 and leased
it back under a 20 year finance lease agreement. The sale price
and fair value are Shs 12 billion which is the present value of the
minimum lease payments. The agreement transfers the title of
the building to GNL at the end of the lease at no cost. The rental
is Shs 2 billion per annum in advance commencing 1 December
2009. The implicit interest rate in the lease is 18%.

(6 marks)
GNL operates a defined benefit pension plan that provides a
pension of 1.2% of the final salary for each year of service,
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subject to a minimum of four years service. On 1 December 2009,
GNL improved the pension entitlement so that employees receive
1.4% of their final salary for each year of service. This
improvement applied to all prior years’ service of the employees.
As a result, the present value of the defined benefit obligation on
1 December 2009 increased by Shs, 5 billion as follows:
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Shs billion

Employees with more than four years
service 3
Employees with less than four years
service
(average service of two years) 2

5
GNL had not accounted for the improvement in the pension plan.

(4 marks)

Required:

Discuss how the above items (a) to (f) should be dealt with in the
financial statements of GNL for the year ended 30 November
2010. Your answer should include appropriate and suitable
computations.

(Total 30 marks)

SECTION B: FINANCIAL REPORTING IN THE PRIVATE SECTOR
Question 2

Excel Ltd acquired two subsidiaries, Tours Ltd and Travel Ltd, on 1
December 2008. The details of the acquisitions at that date are as
follows:

Tours Travel

Ltd Ltd

Shs Shs

billion billion
Ordinary share capital (Shs 100 share) 700 400
Reserves 500 300
Fair value of net assets at acquisition 1,540 800
Fair value of the goodwill attributable to non-
controlling interests 20 10
Cost of investment 1,200 540
Ordinary share capital acquired 500 240

The draft statements of comprehensive income for the year ended 30
November 2010 are:

Excel Tours Travel
Ltd Ltd Ltd
Shs Shs Shs
billion billion billion
Revenue 6,000 4,600 1,200
Cost of sales (4,000) (3.200) (600)
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Gross profit 2,000 1,400 600
Operating expenses (880) (900) (400)
Profit before tax 1,120 500 200
Income tax expense 336 150 (60)
Net profit 184 350 140
Retained earnings 1 December

2009 2,800 800 380

The following information is relevant to the preparation of the

Q

roup

financial statements:

(i)

(ii)

On 1 June 2010, Excel Ltd sold %th holding in Tours Ltd for Shs

300 billion. The carrying amount of Tours Ltd's net assets at the
date of disposal was Shs 2,015 billion.

On 1 September 2010, Excel Ltd disposed of a third of their
shares of Travel Ltd bringing their holding to 40%. The proceeds
of disposal amounted to Shs 212 billion and the carrying amount
of Travel Ltd's net assets at the date of disposal was Shs 985
billion. After the disposal the directors of Excel Ltd had significant
influence over Travel Ltd. The fair value of Excel Ltd's interest in
Travel Ltd after the disposal was Shs 450 billion.

The fair value adjustments have been incorporated into the
subsidiaries' records.

Ignore any tax implications of any capital gains made by Excel

Ltd and assume profits accrue evenly throughout the year.

Excel Ltd measures the non-controlling interest in subsidiaries on
the basis of the "full goodwill" method.

Required:

Prepare a consolidated statement of comprehensive income for Excel
Ltd Group for the year ended 30 November 2010 in accordance with
International Financial Reporting Standards (IFRS).

(15 marks)

Question 3

(a)

(b)

Describe the basis for the recognition of the provision for
deferred taxation under IAS 12: Income Taxes.

(5 marks)
The directors of Partren Ltd are reviewing the procedures for the
calculation of the deferred tax provision for their company for the
year ended 30 November 2010. The directors wish to know how
the provision for deferred taxation would be calculated in the
following situations under IAS 12: Income Taxes:
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(i) A wholly owned overseas subsidiary, MAK Ltd, sold goods
costing Shs 10 billion to Partren Ltd on 1 September 2010,
and these goods had not been sold by Partren Ltd before
the year end. Partren Ltd had paid Shs 15 billion for these
goods. The directors do not understand how this transaction
should be dealt with in the financial statements of the
subsidiary and the group for taxation purposes. MAK Ltd
pays tax locally at 30%.

(5 marks)

(ii) KLD Ltd is a wholly owned subsidiary of Partren Ltd, and is a
cash generating unit in its own right. The carrying amount
of the property, plant and equipment of KLD Ltd at 30
November 2010 was Shs 20 billion and purchased goodwill
was Shs 5 billion before any impairment loss. The company
had no other assets or liabilities.

An impairment loss of Shs 7 billion had occurred at 30
November 2010. The tax base of the property, plant and
equipment of KLD Ltd was Shs 14 billion as at 30 November
2010. The directors wish to know how the impairment loss
will affect the deferred tax provision for the year.
Impairment losses are not an allowable expense for taxation
purposes.

(5 marks)
Required:

Discuss, with suitable computations, how the situations (i)
and (ii) above will impact on the accounting for deferred tax
under IAS 12: Income Taxes in the group financial
statements of Partren Ltd.
(Total 15 marks)
Question 4

(a) There is an increasing global movement towards the
harmonisation of financial reporting standards. Advocates believe
this will reduce troubles that have plagued the accounting
profession over time.

Required:
Analyse the need for harmonisation of International Financial
Reporting standards (IFRS).
(7 marks)
(b) The IFRS for small and medium-sized enterprises (SMEs) was
issued by the International Accounting Standards Board on 9 July
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2009. The Institute of Certified Public Accountants of Uganda
(ICPAU) subsequently issued implementation guidelines In
December 2009.

Required:

Define an SME as per the ICPAU guidelines.
(8 marks)
(Total 15 marks)
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SECTION C: FINANCIAL REPORTING IN THE PUBLIC SECTOR
Question 5

(@) Public sector entities such as national governments and public
sector financial institutions may hold a wide range of financial
instruments. Such transactions in financial instruments may
result in an entity assuming or transferring to another party
financial risks.

Required:

Discuss the risks financial instruments may pose as per IPSAS 15:
Financial Instruments: Disclosure and Presentation.
(5 marks)
(b) IPSAS 15: Financial Instruments: Disclosure and Presentation,
require entities to disclose information about the extent and
nature of financial instruments, including significant terms and
conditions that may affect the amount, timing and certainty of
future cash flows.

Required:

Analyse the terms and conditions that may warrant disclosure
where the financial instrument creates a potentially significant
exposure to risk.
(5 marks)
(c) A local government authority issued 2,000 convertible bonds at
the start of 2010. The bonds have a three year term, and are
issued at par with the face value of Shs 1,000 per bond, giving
total proceeds of Shs 2,000,000. Interest is payable annually in
arrears at a nominal annual interest rate of 6%. Each bond is
convertible at any time up to maturity into 250 ordinary shares.
When the bonds were issued, the prevailing market interest rate
for similar debt without a conversion options was 9%. At the issue
date, the market price of one ordinary share was Shs 3 per share.
The dividends expected over the three year term of the bonds
amount to Shs 0.14 per share at the end of each year. The risk-
free annual interest rate for a three year term is 5%

Required:

Using the residual valuation approach, determine the equity and
liability component in the financial instrument.
(10 marks)
(Total 20 marks)
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Question 6

(a)

International Public Sector Accounting Standards (IPSAS) require
that public entities prepare financial statements that provide
information that meets a number of qualitative characteristics
under 'encouraged additional disclosures'.

Required:

(i)  Explain the four principal qualitative characteristics of
financial reporting.
(4 marks)
(ii) Discuss the major constraints to presentation of qualitative
financial statements.
(4 marks)
(iii) Explain the characteristics of a Government Business
Enterprise under the cash basis of accounting.
(6 marks)
IPSAS 3: Accounting Policies, Changes in Accounting Estimates
and Errors requires an entity to account for a change in
accounting policy resulting from the initial application of an IPSAS
in accordance with the specific transitional provisions, if any, in
that standard.

Aware that you are soon completing your CPA(U) course, the
accounting officer to the Municipal Council of your municipality
has approached you and inquired on how to handle changing
accounting policies under IPSAS to enable him prepare financial
statements for the period ending 31 December 2010.

Required:

Advise the accounting officer, on the necessary disclosures for

changes relating to initial application of an IPSAS, where it is
impracticable to determine the amounts of the adjustable effect.

(6 marks)

(Total 20 marks)
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Question 7

(a)

(b)

(c)

The Permanent Secretary, Ministry of Local Government has
released a circular directing all chief finance officers to prepare
and circulate an explanatory memo to the chief administrative
officers and town clerks on the terms used in the presentation of
budget information in financial statements.

Required:

Assuming that you are a chief finance officer, write a memo
explaining the following terms, giving appropriate examples in
each case:
(i) Appropriation.
(ii) Approved budget.
(iii) Comparable basis.
(iv)Final budget.
(v) Original budget.

(10 marks)
IPSAS 24: Presentation of Budget Information in Financial
Statements, requires public sector entities to make certain
disclosures about the budget and actual amounts in their
financial statements or other reports.

Required:

Explain the disclosures that are required of public sector entities.
(5 marks)
Explain the term aggregation as used in the presentation of
budget information.
(5 marks)
(Total 20 marks)
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Table 1: PVIF- Present Value of Shs 1 Due at the End of n

Periods
Perio
d 6% 7% 8% 9% 10% 11% 12% 13% 14% 15% 16% 18% 20%
094 093 092 091 090 090 0.89 0.88 087 0.87 0.86 0.84 0.83
1 3 5 6 7 9 1 3 5 7 0 2 7 3
0.89 0.87 085 084 0.82 0.81 0.79 0.78 0.76 0.75 0.74 0.71 0.69
2 0 3 7 2 6 2 7 3 9 6 3 8 4
0.84 0.81 0.79 0.77 0.75 0.73 0.71 0.69 0.67 0.65 0.64 0.60 0.57
3 0 6 4 2 1 1 2 3 5 8 1 9 9
0.79 0.76 0.73 0.70 0.68 0.65 0.63 0.61 059 0.57 055 051 048
4 2 3 5 8 3 9 6 3 2 2 2 6 2
0.74 0.71 0.68 0.65 0.62 0.59 056 054 051 0.49 0.47 043 0.40
5 7 3 1 0 1 3 7 3 9 7 6 7 2
0.70 0.66 0.63 059 056 053 050 048 045 0.43 0.41 0.37 0.33
6 5 6 0 6 4 5 7 0 6 2 0 0 5
0.66 0.62 058 054 051 048 045 042 040 0.37 0.35 0.31 0.27
7 5 3 3 7 3 2 2 5 0 6 4 4 9
0.62 058 054 050 046 043 040 037 035 0.32 0.30 0.26 0.23
8 7 2 0 2 7 4 4 6 1 7 5 6 3
0.59 054 050 046 042 0.39 036 033 030 0.28 0.26 0.22 0.19
9 2 4 0 0 4 1 1 3 8 4 3 5 4
0.55 050 0.46 0.42 0.38 035 032 0.29 0.27 0.24 0.22 0.19 0.16
10 8 8 3 2 6 2 2 5 0 7 7 1 2
0.52 047 042 038 035 031 0.28 0.26 0.23 0.21 0.19 0.16 0.13
11 7 5 9 8 0 7 7 1 7 5 5 2 5
049 044 039 035 031 0.28 0.25 0.23 0.20 0.18 0.16 0.13 0.11
12 7 4 7 6 9 6 7 1 8 7 8 7 2
0.46 041 036 032 0.29 0.25 0.22 0.20 0.18 0.16 0.14 0.11 o0.09
13 9 5 8 6 0 8 9 4 2 3 5 6 3
0.44 038 034 029 0.26 0.23 0.20 0.18 0.16 0.14 0.12 0.09 o0.07
14 2 8 0 9 3 2 5 1 0 1 5 9 8
0.41 036 031 0.27 0.23 0.20 0.18 0.16 0.14 0.12 0.10 0.08 o0.06
15 7 2 5 5 9 9 3 0 0 3 8 4 5

TABLE 2: PVAF - Present Value of an Annuity of Shs 1 per Period for n
Periods

Perio
d 6% 7% 8% 9% 10% 11% 12% 13% 14% 15% 16% 18% 20%
094 093 092 091 090 090 0.89 0.88 0.87 0.87 0.86 0.84 0.83
1 3 5 6 7 9 1 3 5 7 0 2 7 3
1.83 180 1.78 1.75 1.73 1.71 169 166 164 162 160 156 1.52
2 3 8 3 9 6 3 0 8 7 6 5 6 8
2.67 2.62 257 253 248 244 240 2.36 2.32 2.28 2.24 2.17 2.10
3 3 4 7 1 7 4 2 1 2 3 6 4 6
3.46 3.38 3.31 3.24 3.17 3.10 3.03 297 291 285 2.79 2.69 2.58
4 5 7 2 0 0 2 7 4 4 5 8 0 9
421 410 399 389 3.79 369 360 351 343 3.35 3.27 312 2.99
5 2 0 3 0 1 6 5 7 3 2 4 7 1
491 476 4.62 448 435 423 411 399 3.88 3.78 3.68 3.49 3.32
6 7 7 3 6 5 1 1 8 9 4 5 8 6
5.58 5.38 5.20 5.03 4.86 4.71 4.56 4.42 4.28 4.16 4.03 3.81 3.60
7 2 9 6 3 8 2 4 3 8 0 9 2 5

8 6.21 597 5.74 553 533 514 496 479 463 4.48 434 4.07 3.83
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0 1 7 5 5 6 8 9 9 7 4 8 7

6.80 6.51 6.24 599 575 553 532 513 494 477 460 430 4.03

9 2 5 7 5 9 7 8 2 6 2 7 3 1
736 7.02 6.71 6.41 6.14 5.88 5.65 542 521 5.01 483 449 4.19

10 0 4 0 8 5 9 0 6 6 9 3 4 2
7.88 7.49 7.13 6.80 649 6.20 593 568 545 5.23 502 4.65 4.32

11 7 9 9 5 5 7 8 7 3 4 9 6 7
838 794 753 7.16 681 649 6.19 591 566 542 519 479 443

12 4 3 6 1 4 2 4 8 0 1 7 3 9
885 835 790 7.48 7.10 6.75 6.42 6.12 584 558 5.34 491 453

13 3 8 4 7 3 0 4 2 2 3 2 0 3
929 8.74 824 7.78 736 698 6.62 6.30 6.00 572 546 500 461

14 5 5 4 6 7 2 8 2 2 4 8 8 1
9.71 9.10 855 806 7.60 7.19 6.81 6.46 6.14 584 557 509 4.67

15 2 8 9 1 6 1 1 2 2 7 5 2 5
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