[image: image1.png]@ CREATING WORLD CLASS g
meassoomnon. ACCOUNTANTS 7

ACCOUNTANTS 7/






EXAM QUESTIONS

FINANCIAL ACCOUNTING
Time allowed - 3 hours
August 2025 

Answer five questions from the set.
Clear workings should be submitted with all your answers.
All calculations should be made to the nearest $ (or $000) as appropriate.

Note :
You are allowed an additional 15 minutes reading time before the exam begins,

during which you should read the question paper and, if you wish, make notes on the question paper.  You are not allowed to open the exam script booklet and start

writing or use your calculator during the reading time.
	1.
	

	
	GOLDEN has many investments, but before 2022 none of these investments met the criteria for consolidation as a subsidiary. One of these older investments was a $2.3m 12% loan to silver which was made in 2019 and is not due to be repaid until 2025.

	
	On 1st November 2022 GOLDEN purchased 75% of the equity of silver for $650,000. The consideration was 35,000 $1 equity shares in GOLDEN with a fair value of $650,000.

	
	Noted below are the draft income statements and movement in retained earnings for GOLDEN and its subsidiary silver  for the year ending 31st December 2022 along with the draft statements of financial position as at 31st December 2022.

	
	INCOME STATEMENTS FOR THE YEAR ENDING 31 DECEMBER 2022

	
	
	
	
	
	
	
	GOLDEN
	sliver

	
	
	
	
	
	
	
	$'000
	$'000

	
	Revenue
	
	
	
	
	
	100
	996

	
	Cost of sales
	
	
	
	
	(36)
	(258)

	
	Gross profit
	
	
	
	
	64
	738

	
	Interest on loan to Alfred
	
	
	
	276
	–

	
	Other investment income
	
	
	
	158
	–

	
	Operating expenses
	
	
	
	
	(56)
	(330)

	
	Finance costs
	
	
	
	
	      –
	(276)

	
	Profit before tax
	
	
	
	
	442
	132

	
	Income tax expense
	
	
	
	
	(112)
	(36)

	
	Profit for the year
	
	
	
	
	330
	96

	
	

	
	STATEMENTS OF FINANCIAL POSITION AS AT 31 DECEMBER 2022

	
	
	
	
	
	
	
	GOLDEN
	sliver

	
	
	
	
	
	
	
	$'000
	$'000

	
	Assets

	
	Non-current assets

	
	Property, plant and equipment
	
	
	
	100
	3,000

	
	Investments

	
	Loan to sliver
	
	
	
	
	2,300
	–

	
	Other investments
	
	
	
	
	600
	      –

	
	
	
	
	
	
	
	3,000
	3,000

	
	Current assets
	
	
	
	
	800
	139

	
	Total assets
	
	
	
	
	3,800
	3,139

	
	

	
	Equity and liabilities

	
	Equity

	
	$1 Equity shares
	
	
	
	
	200
	100

	
	Share premium
	
	
	
	
	500
	85

	
	Retained earnings
	
	
	
	
	2,900
	331

	
	
	
	
	
	
	
	3,600
	516

	
	Non-current liabilities

	
	Loan from GOLDEN
	
	
	
	
	–
	2,300

	
	Current liabilities
	
	
	
	
	
	

	
	Sundry
	
	
	
	
	
	200
	323

	
	Total equity and liabilities
	
	
	
	3,800
	3,139

	
	Notes

	
	(a) GOLDEN has not accounted for the issue of its own shares or for the acquisition of the investment in sliver.

	
	(b) There has been no impairment in the value of the goodwill.

	
	(c) It is the group policy to value the non-controlling interest at acquisition at full fair value. The fair value of the non-controlling interest in sliver at the date of acquisition was estimated to be $125,000.


	
	Required

	
	Prepare the Consolidated income statement for the GOLDEN Group for the year ending 31 December 2022 and a consolidated statement of financial position at that date.


	2.
	
	
	
	
	
	
	
	

	
	Bill Co's income statement for the year ended 31 December 2022 and statements of financial position at 31 December 20X1 and 31 December 2022 were as follows.

	
	Bill CO
	
	
	
	
	
	
	

	
	INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2022
	

	
	
	
	
	
	
	
	$'000
	$'000

	
	Sales
	
	
	
	
	
	
	720

	
	Raw materials consumed
	
	
	
	70
	

	
	Staff costs
	
	
	
	
	94
	

	
	Depreciation
	
	
	
	
	118
	

	
	Loss on disposal of non-current asset
	
	
	18
	

	
	
	
	
	
	
	
	
	300

	
	Operating profit
	
	
	
	
	
	420

	
	Interest payable
	
	
	
	
	
	28

	
	Profit before tax
	
	
	
	
	
	392

	
	Taxation
	
	
	
	
	
	
	124

	
	Profit for the year
	
	
	
	
	
	268


	
	Bill CO
	
	
	
	
	
	
	

	
	STATEMENTS OF FINANCIAL POSITION AS AT 31 DECEMBER
	

	
	
	
	
	
	
	
	2022
	2021

	
	
	
	
	
	
	
	$'000
	$'000

	
	Non-current assets
	
	
	
	
	
	

	
	   Cost
	
	
	
	
	
	1,596
	1,560

	
	   Depreciation
	
	
	
	
	(318)
	(224)

	
	
	
	
	
	
	
	1,278
	1,336

	
	Current assets
	
	
	
	
	
	

	
	Inventory
	
	
	
	
	
	24
	20

	
	Trade receivables
	
	
	
	
	76
	58

	
	Bank
	
	
	
	
	
	48
	56

	
	
	
	
	
	
	
	148
	134

	
	Total assets
	
	
	
	
	1,426
	1,470


	
	
	
	
	
	
	
	2022
	2021

	
	
	
	
	
	
	
	$'000
	$'000

	
	Equity and liabilities
	
	
	
	
	
	

	
	Equity
	
	
	
	
	
	
	

	
	   Share capital
	
	
	
	
	360
	340

	
	   Share premium
	
	
	
	
	36
	24

	
	   Retained earnings
	
	
	
	
	716
	514

	
	
	
	
	
	
	
	1,112
	878

	
	Non-current liabilities
	
	
	
	
	
	

	
	   Long-term loans
	
	
	
	
	200
	500

	
	Current liabilities
	
	
	
	
	
	

	
	   Trade payables
	
	
	
	
	12
	6

	
	   Taxation
	
	
	
	
	
	102
	86

	
	
	
	
	
	
	
	114
	92

	
	Total equity and liabilities
	
	
	
	1,426
	1,470

	
	Dividends paid were $66,000
	
	
	
	
	

	
	During the year, the company paid $90,000 for a new piece of machinery.
	


	
	Required
	
	
	
	
	
	
	

	
	Prepare a statement of cash flows for Bill Co for the year ended 31 December 2022 in accordance with the requirements of IAS 7, using the indirect method.


	3.
	CREATIVE

	
	creative is a publicly listed company that assembles domestic electrical goods which it then sells to both wholesale and retail customers. creative's management were disappointed in the company's results for the year ended 31 March 2021. In an attempt to improve performance the following measures were taken early in the year ended 31 March 2022:

	
	–
	A national advertising campaign was undertaken,

	
	–
	Rebates to all wholesale customers purchasing goods above set quantity levels were introduced,

	
	–
	The assembly of certain lines ceased and was replaced by bought in completed products. This allowed creative to dispose of surplus plant.

	
	creative's summarized financial statements for the year ended 31 March 2022 are set out below:

	
	INCOME STATEMENT
	
	
	
	
	

	
	
	
	
	
	
	
	
	$million

	
	Revenue (25% cash sales)
	
	
	
	
	4,000

	
	Cost of sales
	
	
	
	
	
	   (3,450)

	
	Gross profit
	
	
	
	
	
	550

	
	Operating expenses
	
	
	
	
	
	   (370)

	
	
	
	
	
	
	
	
	180

	
	Profit on disposal of plant (note (i))
	
	
	
	40

	
	Finance charges
	
	
	
	
	
	      (20)

	
	Profit before tax
	
	
	
	
	
	200

	
	Income tax expense
	
	
	
	
	
	      (50)

	
	Profit for the year
	
	
	
	
	
	150


	
	STATEMENT OF FINANCIAL POSITION
	
	
	
	

	
	
	
	
	
	
	
	$million
	$million

	
	Non-current assets
	
	
	
	
	
	

	
	Property, plant and equipment (note (i))
	
	
	
	550

	
	Current assets
	
	
	
	
	
	

	
	Inventory
	
	
	
	
	
	250
	

	
	Trade receivables
	
	
	
	
	360
	

	
	Bank
	
	
	
	
	
	  nil
	610

	
	Total assets
	
	
	
	
	
	1,160


	
	Equity and liabilities
	
	
	
	
	
	

	
	Equity shares of 25 cents each
	
	
	
	
	100

	
	Retained earnings
	
	
	
	
	
	   380

	
	
	
	
	
	
	
	
	480

	
	Non-current liabilities
	
	
	
	
	
	

	
	8% loan notes
	
	
	
	
	
	200

	
	Current liabilities
	
	
	
	
	
	

	
	Bank overdraft
	
	
	
	
	10
	

	
	Trade payables
	
	
	
	
	430
	

	
	Current tax payable
	
	
	
	
	40
	480

	
	Total equity and liabilities
	
	
	
	
	1,160


	
	Below are ratios calculated for the year ended 31 March 2021.

	
	Return on year end capital employed (profit before interest and tax over total assets less current liabilities)
	28.10%

	
	Net asset (equal to capital employed) turnover
	4 times

	
	Gross profit margin
	17%

	
	Net profit (before tax) margin
	6.30%

	
	Current ratio
	1.6:1

	
	Closing inventory holding period
	46 days

	
	Trade receivables' collection period
	45 days

	
	Trade payables' payment period
	55 days

	
	Dividend yield
	3.75%

	
	Dividend cover
	2 times


	
	Notes.
	
	
	
	
	
	
	

	
	(i)
	creative received $120 million from the sale of plant that had a carrying amount of $80 million at the date of its sale.

	
	(ii)
	The market price of creative’s shares throughout the year averaged $3.75 each.

	
	(iii)
	There were no issues or redemption of shares or loans during the year.

	
	(iv)
	Dividends paid during the year ended 31 March 2022 amounted to $90 million, maintaining the same dividend paid in the year ended 31 March 2021.

	
	Required
	
	
	
	
	
	
	

	
	(a)
	Calculate ratios for the year ended 31 March 2022 (showing your workings) for creative, equivalent to those provided above. (10 marks)

	
	(b)
	Analyse the financial performance and position of creative for the year ended 31 March 2022 compared to the previous year. (10 marks)


	4.
	The Framework states that qualitative characteristics are the attributes that make the information provided in financial statements useful to users.
The IASB's Framework for the Preparation and Presentation of Financial Statements requires financial statements to be prepared on the basis that they comply with certain accounting concepts, underlying assumptions and (qualitative) characteristics. Five of these are:

	
	Matching/accruals

	
	Substance over form

	
	Prudence

	
	Comparability

	
	Materiality

	
	

	
	Required

	
	1) Briefly explain the meaning of each of the above concepts/assumptions. (10 mark)

2) provide a relevant example for each of the above concepts/assumptions. (10 mark)

 


	5.
	

	(a)
	Allen has recently purchased an item of plant from bobi, the details of this are:

	
	
	
	
	
	
	
	$
	$

	
	Basic list price of plant
	
	
	
	
	240,000

	
	Trade discount applicable to Allen
	
	12.5% on list price

	
	Ancillary costs:

	
	
	Shipping and handling costs
	
	
	
	2,750

	
	
	Estimated pre-production testing
	
	
	
	12,500

	
	
	Maintenance contract for three years
	
	
	24,000

	
	
	Site preparation costs:
	
	
	
	

	
	
	
	electrical cable installation
	
	14,000
	

	
	
	
	concrete reinforcement
	
	4,500
	

	
	
	
	own labour costs
	
	
	7,500
	

	
	
	Total cost
	
	
	
	
	26,000


	
	Allen paid for the plant (excluding the ancillary costs) within four weeks of order, thereby obtaining an early settlement discount of 3%.

	
	Allen had incorrectly specified the power loading of the original electrical cable to be installed by the contractor. The cost of correcting this error of $6,000 is included in the above figure of $14,000.

	
	The plant is expected to last for 10 years. At the end of this period there will be compulsory costs of  $15,000 to dismantle the plant and $3,000 to restore the site to its original use condition.


	
	Required

	
	Calculate the amount at which the plant will be measured at recognition. (Ignore discounting.) (12marks)

	(b)
	Apex is a publicly listed supermarket chain. During the current year it started the building of a new store. The directors are aware that in accordance with IAS 23 Borrowing costs certain borrowing costs have to be capitalized.

	
	Required

	
	Explain the circumstances when, and the amount at which, borrowing costs should be capitalized in accordance with IAS 23. (8 marks)


[End of question paper]
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