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Sample exam questions

Scenario 1

Financial Reporting (FR) Sample Questions - S ber/December 2019

A Symbol a Calculator R Scratch Pad

This scenario relates to three requirements.

Bun Co is a bakery which also owns two shops/cafés. Over the last two years, the company
has experienced declining profitability due to increased competition and so the directors wish to
investigate if this is a sector-wide problem. Consequently, they have acquired equivalent ratios
for the sector, some of which have been reproduced below.

Sector averages for the year ended 30 June 20X7:

Return on capital employed 18.6%
Operating profit margin 8.6%
Net asset turnover 2.01
Inventory holding period 4 days
Debt to equity 80%

The following information has been extracted from the draft financial statements of Bun
Co for the year ended 31 December 20X7:

Statement of profit or loss for the year ended 31 December 20X7:

$'000
Revenue 100,800
Cost of sales (70,000)
Gross profit 30,800
Operating expenses (17,640)
Profit from operations 13,160

Statement of financial position as at 31 December 20X7:

$°000

MNon-current assets 55,000

Inventory 3,960
Equity:

Equity shares of $1 each 17,000

Revaluation surplus 5,400

Retained earnings 10,480

32,880

Non-current liabilities: 10% bank loan 14,400

Other relevant information to Bun Co:

(1) In 20X6, Bun Co acquired a popular brand name. At 31
December 20X7, the brand represented 20% of non-current
assets. The remaining 80% of non-current assets comprises of
the property from which Bun Co operates its bakery and shops.
This property is owned by Bun Co and has no directly associated
finance. The property was revalued in 20X4.

(2) In the year ended 31 December 20X7, Bun Co began offering
discounted meal deals to customers. Bun Co hoped this strategy
would help to reduce perishable inventory and reduce inventory
holding periods.

(3)  InJanuary 20X8, it was decided to discount some slow-moving
seasonal inventory which had a selling price of $1.5m. Under
normal circumstances, these products have a gross profit margin
of 20%. The inventory was sold in February 20X8 for 50% of
what it had cost Bun Co to produce. The financial statements for
the year ended 31 December 20X7 were authorised for issue on
15 March 20X8.

Note: See page 12 for example view of full CBE constructed response workspace



Scenario 1: requirements

(a) Adjust for the information in note (3) and calculate the 20X7 sector average equivalent ratios for Bun Co.
(7 marks)

(b) Assess the financial performance and position of Bun Co for the year ended 31 December 20X7 in
comparison with the sector average ratios.
(10 marks)

(c) Explain three possible limitations of the comparison between Bun Co and the sector average ratios
provided.
(3 marks)

(20 marks)

D)X O B |S o |W( B I Y & |x X |k
Paragaph ~ MH~- E E E E £ [ E E

Note: See page 12 for example view of full CBE constructed response workspace



Scenario 2

0}

()

Financial Reporting (FR) Sample Questions - September/December 2019

ZE Symbol [ Calculator [& Scratch Pad

This scenario relates to two requirements.

On 1 April 20X4, Runner Co acquired 80% of Jogger Co's equity shares when the retained earnings
of Jogger Co were $19.5m. The consideration consisted of cash of $42 5m paid on 1 April 20X4 and
a further cash payment of $21m, deferred until 1 April 20X5. No accounting entries have been made
in respect of the deferred cash payment. Runner Co has a cost of capital of 8%. The appropriate
discount rate 1s 0 926

The draft, summarised statements of financial position of the two companies at 31 March 20X5 are

shown below
Runner Co  Jogger Co
$'000 $'000
ASSETS
Non-current assets
Property plant and equipment 455,800 44 700
Investments 55,000 -
510,800 44,700
Current assets
Inventory 22,000 16,000
Trade receivables 35,300 9,000
Bank 2,800 1,500
60,100 26,500
Total assets 570,900 71,200
Equity and liabilities
Equity
Equity shares of $1 each 202,500 25,000
Retained earnings 286,600 28,600
489,100 53,600
Current liabilities
Trade Payables 81,800 17,600
Total equity and liabilities 570,900 71,200

Runner Co's policy is to value the non-controlling interest at
fair value at the date of acquisition. The fair value of the non-
controlling interest in Jogger Co on 1 April 20X4 was
estimated at $13m

The fair values of Jogger Co's other assets, liabilities and
contingent liabilities at 1 April 20X4 were equal to their
carrying amounts with the exception of a specialised piece of
plant which had a fair value of $10m in excess of its carrying
amount. This plant had a ten year remaining useful life on 1
April 20X4

In December 20X4 Jogger Co sold goods to Runner Co for
$6 4m, earning a gross margin of 15% on the sale. Runner
Co still held $4 8m of these goods in its inventories at 31
March 20X5

Jogger Co still had the full invoice value of $6 4m in its trade
receivables at 31 March 20X5, however, Runner Co's
payables only showed $3 4m as it made a payment of $3m
on 31 March 20X5

Note: See page 12 for example view of full CBE constructed response workspace
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Requirements for Scenario 2

(a) Prepare the consolidated statement of financial position for Runner Co as at 31 March 20X5.
(16 marks)
(b) Runner Co acquired 30% of Walker Co's equity shares on 1 April 20X5 for $13m, Walker Co had been performing
poorly over the last few years and Runner Co hoped its influence over Walker Co would help to turn the company around.
In the year ended 31 March 20X6 Walker Co made a loss of $30m. Runner Co has no contractual obligation to make good
the losses relating to Walker Co.
Explain how Walker Co should be accounted for in the consolidated Statement of financial position of Runner Co
for the year ended 31 March 20X6. Your answer should also include a calculation of the carrying amount of the
investment in the associate at that date.
(4 marks)
(20 marks)
Edit Format
B Y@ C o o 100%Y
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Note: See page 12 for example view of full CBE constructed response workspace
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