Additional Problem 26

Tigers Ltd has presented the following information regarding its equity at 1 July 2012:

Shareholder’s Equity
Issued Share Capital (5,000,000 shares)		5,000,000
Reserves							   575,000
Retained Earnings						2,830,000
							         $ 8,405,000

On 15th July 2012, Tiger purchased a block of land, the consideration being 200,000 shares.  The fair value of the land was $480,000.  .  

On 4 January 2013, Tiger declared an interim dividend of 10 cents per share.  The dividend was paid on 1 February.

On 10 February 2013, Tiger issued a further 500,000 ordinary shares for cash at an issue price of $2.50 each.

On 30th June 2013, the company reported a profit before tax of $2,342,000. Tax expense was estimated at $371,000.  Directors transferred $300,000 to reserves, and declared a final dividend of $0.12 per share. 

The final dividend and tax was paid on 22nd July 2013.

Required:
(i) Prepare general journal entries for the transactions and events above.
(ii) Prepare Statement of Changes in Equity for year ended 30 June 2013.

Statement of changes in equity

Share capital
Opening balance   5,000,000	              $1			5,000,000
Share Issue	       200,000		$2.40			480,000
Share Issue             500,000                   $2.50			1,250,000
						                           6,730,000

Reserves
Opening Balance 				                          575,000
Transfer from Retained Earnings 		                          300,000
						                          875,000
Retained Earnings
Opening Balance 				                          2,830,000
[bookmark: _GoBack]+ Net profit after tax				                          1,971,000
· Transfer to reserves 			                          (300,000)
· Interim dividend paid 			                          (520,000)
· Final dividend payable 		                          (684,000)
                           3,297,000

TOTAL SHARE EQUITIES					$10,902,000




	Date 
	Details 
	DR 
	CR

	
	Land 
	480,000
	

	
	   Share Capital 
	
	480,000

	
	Interim dividend 
	520,000
	

	
	   Interim dividend payable 
	
	520,000

	
	Interim dividend payable 
	520,000
	

	
	   Cash 
	
	520,000

	
	Cash 
	1,250,000
	

	
	   Share capital 
	
	1,250,000

	
	Income Tax expense 
	371,000
	

	
	   Income Tax Payable 
	
	371,000

	
	Profit and loss summary 
	371,000
	

	
	   Income Tax Expense 
	
	371,000

	
	Profit and loss summary 
	371,000
	

	
	   Reserves 
	
	371,000



Additional Problem 27

Hilltop Hoods Ltd is considering diversifying its operations and is evaluating opportunities in the areas of Exploration of Mineral Resources, or Research and Development. They have asked your advice on the following issues:

(i) Briefly explain the accounting treatment required under appropriate Australian Accounting Standards if they spent money exploring for minerals.
(ii) Briefly explain the accounting treatment required under appropriate Australian Accounting Standards if they spent money on research and development.
(iii) Briefly explain how the rules in i) and ii) are consistent or inconsistent with the definitions and recognition criteria of the elements as detailed in the Conceptual Framework.







(i) Exploration and evaluation model 
a. Expense as incurred OR
b. Can recognise as an Asset if :
i. a) such expenditure is expected to be recouped through successful development and exploitation OR
ii. b) exploration has not reached a stage which permits a reasonable assessment of economic potential.
(ii) Research and development- 
a)  the technical feasibility that on completion it will be available for use or sale
b) the intention to complete and use or sell the IA
c) the ability to use or sell the IA
d) The IA will generate FEB i.e., demonstrate the existence of a market
e) the availability of adequate technical, financial and other resources to complete the development of the IA
f) ability to reliably measure the expenditure related to the development stage of the IA

(iii) In theory, the “expense all research” requirement is in conflict with the CF which would argue that if it passes the A definition and recognition criteria, it should be recognised as an A. In practical terms, the expensing of research expenditure would appear to be consistent with the >.5 probability recognition criteria of an asset as defined under the framework. At that stage it would be difficult to say if there would be ‘future economic benefits’. The 6 tests to recognise development as an Asset are not consistent with the requirement of only two (probable and reliable measurement) within the CF recognition criteria. AASB 138 para 71 makes it clear that expenditure on intangibles that is expensed cannot then be reinstated as an asset – there is no reversal. However, para 71 would appear to be an example of a conservatively mandated understanding of expenses in that even if the probability clearly changes then the recognition of the element cannot change. The CF would argue that if it eventually passes the A definition and recognition criteria, it must be recorded as an A.

