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(December 2018 Session)



 

(The main purpose of the following report is to summarise candidates’ common weaknesses 

and make recommendations to help future candidates improve their performance in the 

examination.) 

 

General Comments 

 

The overall performance in the December 2018 session was extremely varied.  Some 

candidates demonstrated sufficient preparation while some did not prepare for the 

examination.  This variation was most demonstrable in the alarming performance in  

Section B.  Some candidates simply attempted the consolidation exercise in Section A, 

which was insufficient to obtain a pass in the examination.  Candidates were overall weak in 

expressing their thoughts in a logical manner in the discursive questions.   

 

Specific Comments 

 

Section A – Compulsory Question 

 

Question 1 – 40 marks 

 

Part (a) required candidates to explain whether there is any difference in the accounting 

treatments regarding an internally-generated brand in the subsidiary’s separate financial 

statements and in a business combination.  Many candidates stated that this brand could be 

recognised in a business combination, but not in the separate financial statements without 

any explanation.  Only a few candidates mentioned “identifiability”, which is critical in the 

recognition of intangible asset in a business combination.  This indicated that candidates 

merely reciting the conclusion.  Candidates are expected to explain the reasons behind the 

accounting treatments for a number of topics in PBE Paper I. 

 

Part (b) required candidates to explain what joint control is, and use the concepts of  

HKFRS 11 Joint Arrangements to determine whether the joint arrangement in question is a 

joint venture or joint operation.  Candidates could mention some basic characteristics of joint 

control, including contractual arrangement and unanimous consent.  Yet, candidates had 

difficulty naming the two types of joint arrangement in HKFRS 11.  Many of them understood 

the features of joint venture, but they demonstrated limited awareness of what a joint 

operation is; therefore, these candidates failed to make the right conclusion in this case. 

 

Part (c) assessed candidates’ ability to prepare consolidated financial statements.  In this 

part, candidates were required to deal with two fair value differential adjustments, calculation 

of goodwill and non-controlling interest using the “partial goodwill approach”, upstream 

intra-group sale of inventories, intra-group provision of services and impairment of goodwill.  

Candidates’ performance varied.   

 

The following mistakes were commonly observed in this part: 

 

(i) This consolidation exercise involved an acquisition occurred three years ago.  

Candidates were not familiar with the fact of no consolidated ledger accounts in a 

consolidation.  As the consolidation adjustment journal entries are not posted to the 

financial statements of the member entities, adjustments made in the previous years (in 

this case, in year 1 and year 2 after the acquisition) need to be repeated every time a 



 

consolidation worksheet is prepared (in this case, at the end of year 3 after acquisition).  

Take a common mistake observed in this consolidation exercise as an illustration.  A 

number of candidates understood that the fair value uplift at the acquisition date arising 

from one of the production facilities would lead to extra depreciation every subsequent 

year as consolidation adjustments.  A number of candidates, however, simply provided 

the extra depreciation for the current year (in year 3) and ignored the extra depreciation 

expense provided for the previous two years (in year 1 and year 2), which should have 

been closed to retained earnings (i.e. adjusted to beginning balance of the consolidated 

retained earnings as a reduction).  Some candidates who performed better understood 

that there are no consolidated ledger accounts; yet, they mistakenly provided the total 

extra depreciation expense for three years in the consolidated statement of profit or 

loss.  Candidates should be aware of the fundamental nature of the statement of profit 

or loss, which captures the revenue (and gains) and expenses (and losses) during the 

current year with the net effect (i.e. the net profit) closed to the retained earnings in the 

statement of financial position at the end of the reporting period. 

 

(ii) A lot of candidates mistakenly treated the intra-group sale of inventories occurring in the 

current year and therefore adjusted the consolidated revenue in the current year.  

Further, as all the inventories in this intra-group transaction have already been sold to 

external customers during the current year, candidates should not make any 

adjustment to the consolidated inventory balance.  Candidates should make sure that 

they are able to handle intra-group transactions well, especially when such transactions 

have consequences in subsequent years. 

 

(iii) Quite a number of candidates could reduce the balance of the goodwill due to 

impairment loss; yet, some candidates attributed such impairment loss to the 

non-controlling interest.  This consolidation exercise was different from that in the  

June 2018 session, as the Group, in this case, chose to measure the non-controlling 

interest in the acquiree at their proportionate share of the fair value of its net identifiable 

assets at the acquisition date.  This implies that the non-controlling interest has not 

been assigned with any goodwill, and therefore no impairment loss of goodwill should 

be shared to the non-controlling interest. 

 

Some candidates simply copied the skeleton of the statement of profit or loss and the 

statement of financial position provided in the question without any further computation.  

Candidates are reminded that credit is not given for merely copying information provided in 

the question. 



 

Section B – Optional Questions 

 

Question 2 – 20 marks 

 

This question assessed candidates’ knowledge on HKAS 33 Earnings per Share.  The 

performance was generally satisfactory. 

 

Part (a) required candidates to outline the limitations of using earnings per share as a 

performance measure.  Candidates were only able to give a very brief account of the key 

limitations.  Candidates are advised to understand more on the use of financial information 

in financial analyses. 

 

Parts (b) and (c) required candidates to compute the basic earnings per share for an entity 

making a rights issue during the year.  Candidates demonstrated good knowledge on the 

basic characteristics of a rights issue.  Quite a number of candidates were able to calculate 

the theoretical ex-rights fair value per share, as well as the adjustment factor to be included in 

the computation of weighted average number of ordinary shares outstanding during the year 

for a rights issue.  Yet, many candidates could not arrive at the correct computation of the 

weighted average number of ordinary shares, as they found it problematic in applying the 

rights issue adjustment factor in the final computation.  Further, many candidates mistakenly 

used the profit for the year (instead of profit attributable to the owners of the parent entity), as 

the “earnings” in the computation of the basic earnings per share and ignored the restatement 

of the basic earnings per share of the previous year (as comparative) triggered by the rights 

issue. 

 

Part (d) focussed on relatively advanced concepts requiring candidates to differentiate 

cumulative and non-cumulative preference shares from the perspective of HKAS 33.  Many 

candidates did not attempt this part. 

 

Question 3 – 20 marks 

 

This question required candidates to apply the concepts in HKAS 37 Provisions, Contingent 

Liabilities and Contingent Assets and HKAS 10 Events after the Reporting Period for a 

restructuring programme.  The performance was not satisfactory. 

 

Part (a) required candidates to define restructuring in accordance with HKAS 37.  

Candidates were only able to give brief examples for this part. 

 

Part (b) required candidates to extensively apply the recognition criteria of a provision for 

restructuring costs, timing for recognition, as well as the measurement principles of such 

provision.  Similar to the performance in the December 2017 session, quite a number of 

candidates were not aware of the specific guidance in HKAS 37 regarding when restructuring 

costs could be recognised.  Some briefly quoted the general recognition criteria for a 

provision, while some better candidates could state that, in order to recognise a provision for 

restructuring costs, an entity should have a detailed formal plan for the restructuring.  Yet, 

many candidates missed the recognition criteria that an entity should have raised a valid 

expectation in those affected that it would carry out the restructuring.  Omitting this condition 

leads to a wrong conclusion regarding the timing of recognition.  Candidates also 

demonstrated weak knowledge on the measurement principles of such provision.  



 

Candidates found it difficult to identify what items provided in the case should be recognised 

as restructuring provision.  Further, very few candidates were able to demonstrate 

awareness that the restructuring in question would be considered as a non-adjusting event in 

accordance with HKAS 10.  On top of mastering the accounting concepts in a stand-alone 

financial reporting standard, candidates are strongly advised to learn how to integrate the 

knowledge together by considering various relevant reporting standards in solving an 

accounting problem. 

 

Part (c) required candidates to understand what a discontinued operation is in accordance 

with HKFRS 5 Non-current Assets held for Sale and Discontinued Operations.  Many 

candidates did not attempt this part. 

 

Question 4 – 20 marks 

 

This question assessed candidates’ application of the concepts in HKAS 16 Property, Plant 

and Equipment and HKAS 40 Investment Property.  This is the most popular question in 

Section B.  Though these two accounting standards are considered relatively 

straightforward, candidates’ performance was unexpectedly poor. 

 

Part (a) required candidates to critically evaluate four statements regarding two properties.  

No computation was involved, yet candidates were expected to write extensively, which has 

consistently been candidates’ weakness.  It was of no exception as demonstrated in this part.  

The first statement required candidates to identify the classification of the two properties in 

question.  Candidates could satisfactorily distinguish the two buildings as owner-occupied 

property and investment property, yet the justification and definitions provided in the answers 

were incomplete. 

 

The second statement related to the use of fair values under revaluation model and fair value 

model.  Many candidates were not aware of the requirement to have the fair value measured 

reliably in the revaluation model and the rebuttable presumption, under the fair value model, 

and that an entity can reliably measure the fair value of an investment property on a 

continuing basis.  These facts formed a critical discussion in this part of the question. 

 

The third statement related to the frequency of the fair value measurement under the two 

models, and candidates were not able to demonstrate sufficient knowledge in this area, 

especially on the concept regarding “sufficient regularity” under the revaluation model. 

 

The last statement related to the accounting treatments of fair value increase under the two 

models.  This concept has been consistently assessed in the examinations, yet only some 

outstanding candidates were able to logically express, in words, the differences.  Further, it 

was noted that candidates were not aware of how the revaluation surplus, under the 

revaluation model, may be transferred to retained earnings within equity. 

 

Parts (b) and (c) assessed candidates’ knowledge on the initial measurement of a property, 

depreciation and the determination of useful life.  These are fundamental concepts in  

HKAS 16, yet candidates’ performance was unexpectedly poor.  Candidates failed to 

demonstrate sufficient understanding of what direct attributable costs are, and when 

depreciation should commence.  It should be noted that depreciation of an asset begins 

when it is available for use, but not when it is actually used. 



 

In accordance with the competency map of the PBE Paper I, candidates were expected to 

demonstrate an ability to apply comprehensive knowledge and a broad range of skills in a 

business setting to solve problems relating to this area.  Candidates’ preparation was 

demonstrably insufficient. 

 

Part (d) required candidates to describe one valuation approach commonly used for property 

interests under HKFRS 13 Fair Value Measurement.  Although these concepts were 

assessed previously, only a very few candidates were able to address this part satisfactorily, 

while a majority did not attempt this part. 

 

Question 5 – 20 marks 

 

This question required candidates to apply concepts relating to HKAS 20 Accounting for 

Government Grants and Disclosure of Government Assistance, HKAS 2 Inventories and 

HKAS 36 Impairment of Assets in a case setting.  This is the least popular question in 

Section B. 

 

Part (a) assessed candidates’ ability to deal with two government grants: one related to asset 

and the other related to income.  In general, candidates performed satisfactorily on the 

accounting treatments of grant related to asset by providing correct journal entries with an 

awareness on the two methods for the presentation of the grant.  Candidates, however, 

were relatively weak in the grant related to income.  Many candidates simply recognised the 

full grant amount in profit or loss without further justification. 

 

Part (b) required candidates to identify two accounting issues upon the introduction of new 

products: (i) old products sold at a discounted price and (ii) an idle machine used to produce 

old products.  Most of the candidates could not identify the first issue, which was an 

application of the concepts relating to net realisable value in HKAS 2, and ignored the 

discussion.  Again, in accordance with the competency map of the PBE Paper I, candidates 

were expected to demonstrate an ability to apply comprehensive knowledge in a business 

setting to solve problems relating to this area.   

 

A number of candidates could identify the second issue, and applied the concepts relating to 

impairment of assets.  Candidates could generally calculate the value in use as the present 

value of future cash flows expected to be derived from the machine.  Yet, candidates were 

weak in the concepts regarding fair value less cost of disposal; therefore, candidates did not 

arrive at the correct recoverable amount in this impairment exercise.  

 

Conclusion and Recommendation 

 

Candidates should note that PBE Paper I covers a broad range of topics; therefore, 

candidates should not be too selective when preparing for the examination.  Candidates 

should also refer to the competency map of the PBE Paper I, as they are expected to know 

how to apply comprehensive knowledge and a broad range of skills in a business setting to 

solve problems for some accounting topics (instead of merely producing journal entries and 

computations).  Last, but not least, candidates are reminded to understand the current 

development of financial reporting by referring to the newly-issued accounting standards to 

equip themselves for the examination.  

 
*  *  *  END OF EXAMINATION PANELIST’S REPORT  *  *  * 


