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Sample exam questions

Scenario 1

FR September/December 2020 exam (20/21 Syllabus)

$ Symbol [ | ¥ Highligh i gh B C & Scratch Pad
This scenario relates to two requirements.

Loudon Co has prepared a draft statement of profit or loss for the year ended 30 September 20X8 (before any adjustments required by notes (1) to (4) below). The draft
profit has been added to retained earnings and the summarised trial balance of Loudon Co as at 30 September 20X8 Is:

$'000 $'000
Equity shares of $1 each 10,000
Retained earnings as at 30 September 20X8 (draft) 4122
Office building at cost 20,000
Factories cost 1 October 20X7 (note (2)) 40,000
Office building accumulated depreciation 1 October 20X7 4,000
Factories accumulated depreciation 1 October 20X7 11,100
Environmental provision 1 October 20X7 (note (3)) 1,228
Current liabilities 34,500
Current assets 14,700
Proceeds of 5% loan note (note (1)) 5,000
Deferred Tax 1,500
Interest paid (note (1)) 250
Suspense account (note (2)) 3,500

74,950 74,950

The following notes are relevant:

(1) Loan note
A 5% loan note was issued on 1 October 20X7 at its face value of $5m. Direct costs of the issue
amounted to 30 125m and were charged to profit or loss. The loan will be redeemed in five years
time at a substantial premium which gives an effective interest rate of 8%. The annual
repayments of $250,000 ($5m at 5%) are paid on 30 September each year.

(2) Non-current assets
Loudon Co acquired an office building for $20m on 1 October 20X2 with an estimated useful life
of 25 years. Depreciation is charged on a pro-rata basis. On 1 April 20X8, the building was
deemed to be impaired as its fair value was estimated to be $12m_ At that date the estimated
remaining life was revised to 12 years. lgnore the deferred tax consequences of this revaluation.
Loudon Co had ten factories. On 1 October 20X7 Loudon Co sold one of its factories with a
carrying amount of $3m (cost $5m and accumulated depreciation $2m) for $3.5m. The proceeds
were credited to the suspense account.
No depreciation has yet been charged on any non-current asset for the year ended 30
September 20X8. The factories are depreciated at 15% per annum using the reducing balance
method

(3) Environmental provision
Loudon Co has an obligation to clean-up environmental damage caused at one of its factory
sites during 20X7. The clean-up Is due to take place at the end of the factory's useful life. The
liability has been accounted for appropriately and the balance at 1 October 20X7 represents the
correct present value at that date. Loudon Co has a cost of capital of 5%

Deferred tax

At 30 September 20X8, the tax written down value of property, plant and equipment was $25m.
The income tax rate applicable to Loudon Co is 20%.

(4

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



Scenario 1: requirements

(a) Prepare a schedule of adjustments required to the retained earnings of Loudon Co as at 30 September 20X8 as a result of the information in notes (1) to {(4).

(b) Prepare the statement of financial position of Loudon Co as at 30 September 20X8.

Note: The notes to the statement of financial position are not required. All calculations should be rounded to the nearest $°000.

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




Scenario 2

FR September/December 2020 exam (20/21 Syllabus)

$ Symbol [_] ¥ Highlight T~ Strikethrough [F] Calculator # Scratch Pad

This scenario relates to three requirements.

At 1 January 20X8, the Karl group consisted of the parent, Karl Co, and two wholly-owned subsidiaries. There were no intra-group transactions during the
year.

The sale of one of the subsidiaries, Sinker Co, was completed on 31 December 20X8 when Karl Co sold its entire holding for $20m cash. Sinker Co had net
assets of $29m at the date of disposal. The sale does not meet the definition of a discontinued operation and has been correctly accounted for in the

consolidated financial statements. The gain/loss on disposal of Sinker Co Is included in administrative expenses

Karl Co had originally purchased Sinker Co on 1 January 20X2 for $35m_ The fair value and carrying amount of net assets of Sinker Co at the date of
acquisition were $28m_ Goodwill was considered to be impaired by 70% at 31 December 20X8.

Extracts from the consolidated financial statements for the years ended 31 December 20X8 and 20X7 are shown below:

Extracts from the statements of profit or loss for the year ended 31 December:

Consolidated Consolidated

20X8 20X7

$m $m

Revenue 289 272
Cost of sales (165) (140)
Gross profit 124 132
Administrative expenses (45) (23)
Distribution costs (19) (13)
QOperating profit / (loss) 64 96

Extracts from the statements of financial position as at 31 December:

Consolidated Consolidated
20X8 20X7

$m $m

Current assets 12 125
Equity 621 578
Non-current liabilities 100 150
Current liabilities 36 161

The following information is also relevant:

(1) The majonty of non-current liabilities is comprised of bank loans.

(2) Sales of Sinker Co represented 14% of the total group sales for 20X8, howsver, in March 20X8,
Sinker Co lost a significant customer contract resulting in a number of redundancies These
redundancy costs amounted to $15m and are included in administrative expenses. Overall, Sinker Co
made an operating loss of $17m

(3) The Karl group manufactures food packaging. The inventory included in the above consolidated
statements of financial position is:

Group inventory at: Inventory

$m
31 December 20X8 65
31 December 20X7 78

(4) At 31 December 20X8, Sinker Co had inventory of $42m.

10
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Requirements for Scenario 2

(a) Calculate the gain/loss arising on the disposal of Sinker Co in the consolidated financial statements of the Karl group.
(4 marks)

(b) Based on the financial statements provided, calculate the following ratios and comment on the financial performance and position of the Karl
group for the years ended 31 December 20X8 and 20X7:

(i) Gross profit margin;

(ii) Operating profit margin;

(iii) Return on capital employed;

(iv) Current ratio; and

(v) Gearing ratio (debt/(debt+equity)).

Note: a maximum of 5 marks is available for the calculation of ratios

{13 marks)

(c) Comment on how the sale of Sinker Co will affect the comparability of the consolidated financial statements for the years ended 31 December
20X7 and 20X8.

{3 marks)
(20 marks)
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