
Financial Reporting
CPA FR

Version Demo

Total Demo Questions: 10

Total Premium Questions: 100

Buy Premium PDF

https://dumpsboss.co

support@dumpsboss.co

https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1261
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1261
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
mailto:support@dumpsboss.co


dumpsboss.co | Demo Exam - Page 2 of 8

QUESTION NO: 1

Harriet Ltd has proposed the following changes to its current accounting practices to be used in its next financial statements.

(i) Motor vehicles have always been depreciated on a straight-line basis. The company has now decided to change to the 
reducing balance basis as it now believes that this better reflects the consumption of economic benefits.

(ii) In preparing its statement of comprehensive income, Harriet Ltd has previously classified depreciation on motor vehicles 
as administrative expenses. These depreciation charges are now to be classified under cost of sales as the company now 
believes that this gives a more reliable and relevant presentation.

According to IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors - which, if any, of these changes 
represent a change in accounting policy?

A. (i) only

B. (ii) only

C. Neither of the above

D. Both of the above

ANSWER: B 

Explanation:

“(ii) only” is correct. IAS 8 defines accounting policies as the specific principles, bases, conventions, rules and practices that 
an entity applies in preparing and presenting financial statements. The classification of depreciation expense within the 
statement of comprehensive income is part of how Harriet Ltd presents its expenses. Moving the motor-vehicle depreciation 
charge from administrative expenses to cost of sales therefore changes the accounting practice used for presentation. 
Because Harriet Ltd considers the revised classification to provide information that is more reliable and relevant, this is a 
voluntary change in accounting policy under IAS 8. Such a change is generally applied retrospectively, unless doing so is 
impracticable, so that comparative information is presented consistently with the new policy. The change also needs 
appropriate disclosure, including the nature of the change and its effect on the financial statements. IAS 8 distinguishes 
accounting policies from accounting estimates: selecting a depreciation method based on the expected pattern of 
consumption is an estimate-related matter, whereas deciding the functional expense category in which to present 
depreciation is a presentation policy. The IFRS Foundation’s IAS 8 standard page and its issued IAS 8 text set out these 
requirements.

QUESTION NO: 2

NORMAN plc has one subsidiary. On 1 January 2012 NORMAN plc purchased 30% of the ordinary share capital of SEA Ltd 
for $12 million. The summarized statement of financial position of SEA Ltd as at 31 December 2012 was as follows.

                                                                                                  $m

Net asset (at carrying amount)               30

Ordinary share capital ($1 share) 10

Retained earnings 1 January 2012 15

Net profit for the year ended 31 December 2012 5

                                                                                                  30

At 1 January 2012 the fair value of the net assets of SEA Ltd was $5 million greater than their carrying amount. The 
difference, which has not been recorded in SEA Ltd's books, relates to land which is still owned by SEA Ltd at 31 December 
2012.

At what amount should the investment in SEA Ltd be included in NORMAN plc's consolidated statement of financial position 
as at 31 December 2012?

A. $12 million
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B. $13.5 million

C. $17 million

D. $9 million

ANSWER: B 

Explanation:

$13.5 million is the correct carrying amount. A 30% holding is presumed to give NORMAN plc significant influence over SEA 
Ltd, so SEA is accounted for as an associate using the equity method. The investment is initially recognised at cost of $12 
million. NORMAN then increases that amount by its 30% share of SEA’s post-acquisition profit for the year: 30% × $5 million 
= $1.5 million. Therefore, the closing investment is $12 million + $1.5 million = $13.5 million.

The $5 million fair-value uplift on land is relevant when determining the net assets at acquisition and, consequently, the 
goodwill included within the investment’s initial cost. At acquisition, SEA’s carrying net assets were $25 million ($10 million 
share capital plus $15 million retained earnings), and their fair value was $30 million after the land uplift. NORMAN’s share of 
those fair-valued net assets is $9 million, leaving implied goodwill of $3 million within the $12 million purchase cost. Because 
the uplift relates to land that remains held at year-end, it is not depreciated and does not reduce NORMAN’s share of post-
acquisition profit. IAS 28 requires the investor’s share of the associate’s profit or loss to adjust the investment’s carrying 
amount. See IFRS Foundation: IAS 28 and Deloitte IAS Plus: IAS 28 summary.

QUESTION NO: 3

Julie plc has one associated company, Andrew Ltd, in which Julie plc holds 40% of the issued 100,000 $1 ordinary shares. 
The financial controller of Julie plc is unsure how the following transactions should be reflected in the consolidated statement 
of cash flows and has asked you to confirm the overall impact. 

(1) In the previous accounting period, Julie plc had made a cash advance of $100,000 to Andrew Ltd. During the current 
accounting period, Andrew Ltd repaid $30,000 of this cash advance. 

(2) During the current accounting period, Andrew Ltd sold an item of property, plant and machinery at its carrying amount for 
$20,000 cash. 

(3) During the current accounting period, Andrew Ltd paid a dividend of 20c per share. 

In accordance with IAS 7 Statement of Cash Flows, what is the impact of the above cash transactions on Julie plc's 
consolidated statement of cash flows for the current accounting period?

A. Cash from sale of associate's plant $20,000; dividend paid by associate $20,000 

B. Cash from repayment of cash advance from associate $30,000; cash from sale of associate's plant 
$20,000                             

C. Cash from repayment of cash advance from associate $30,000; dividend received from associate $8,000 

D. Dividend received from associate $8,000 

ANSWER: C 

Explanation:

Cash from repayment of cash advance from associate $30,000; dividend received from associate $8,000 is correct. Andrew 
Ltd is an associate rather than a subsidiary, so it is accounted for using the equity method in Julie plc’s consolidated financial 
statements. Accordingly, Julie does not consolidate Andrew’s individual cash flows on a line-by-line basis. The associate’s 
$20,000 receipt from selling its own property, plant and equipment is therefore not a cash flow of the consolidated group and 
is not shown in Julie’s consolidated statement of cash flows.

The $30,000 repayment is, however, cash actually received by Julie in settlement of a loan or cash advance made by Julie 
to its associate. It is recognised in the consolidated cash flow statement as a cash inflow. IAS 7 identifies cash advances and 
loans made to other parties, and their repayment, as investing cash flows unless the entity is a financial institution and the 
transaction is part of its ordinary revenue-producing activities.
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Andrew paid total dividends of $20,000 (100,000 shares × $0.20). Julie holds 40%, so it receives $8,000 in cash. This actual 
distribution is included in Julie’s consolidated cash flows; its presentation follows the entity’s IAS 7 accounting-policy choice 
for dividends received. See IFRS Foundation: IAS 7 Statement of Cash Flows and IFRS Foundation: IAS 28 Investments in 
Associates and Joint Ventures.

QUESTION NO: 4

On 1 January 20X4, Amber plc acquired 80% of the ordinary shares of Topaz Ltd. At the acquisition date, Topaz Ltd had a 
building with a carrying amount of $600,000 and a fair value of $720,000. The building had a remaining useful life of 10 
years.

What adjustment is required to consolidated profit for the year ended 31 December 20X4 in respect of the fair value 
adjustment?

A. Increase consolidated profit by $12,000

B. Reduction of consolidated profit by $9,600

C. Reduction of consolidated profit by $12,000

D. Reduction of consolidated profit by $120,000

ANSWER: C 

Explanation:

A reduction of $12,000 is correct. IFRS 3 requires identifiable assets of an acquiree to be recognised at their acquisition-
date fair values in consolidated financial statements. The building's fair value uplift is $120,000 ($720,000 − $600,000).

The uplift must be depreciated over the remaining useful life of 10 years. Additional annual depreciation is therefore $12,000 
($120,000 ÷ 10). This additional depreciation reduces consolidated profit in full. The parent's 80% interest affects the 
attribution of profit between owners and non-controlling interests, but not the total consolidated expense.

See IFRS 3 Business Combinations and IAS 16 Property, Plant and Equipment.

QUESTION NO: 5

In 2012 Fiona Co had a basic EPS of 105c based on earnings of $105,000 and 100,000 ordinary $1 shares. It also had in 
issue $40,000 15% Convertible Loan Stock which is convertible in two years' at the rate of 4 ordinary shares for every $5 of 
stock. The rate of tax is 30%. In 2012 gross profit of $200,000 and expenses of $50,000 were recorded, including interest 
payable of $6,000. 

What is the dilution in earnings?

A. 22.3c

B. 25.5c

C. 28.6c

D. 82.7c

ANSWER: A 

Explanation:

22.3c is correct because dilution is the reduction in earnings per share that would result if the convertible loan stock were 
converted into ordinary shares. Under the IAS 33 if-converted method, the calculation assumes conversion at the beginning 
of the period (or date of issue, if later). The earnings numerator is increased by the interest expense that would have been 
avoided, net of tax. Fiona Co’s $6,000 annual interest is tax-deductible, so the after-tax interest added back is $6,000 × (1 − 
30%) = $4,200. Adjusted earnings are therefore $105,000 + $4,200 = $109,200.

https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F1261
https://www.ifrs.org/issued-standards/list-of-standards/ias-7-statement-of-cash-flows/
https://www.ifrs.org/issued-standards/list-of-standards/ias-28-investments-in-associates-and-joint-ventures/
https://www.ifrs.org/issued-standards/list-of-standards/ias-28-investments-in-associates-and-joint-ventures/
https://www.ifrs.org/issued-standards/list-of-standards/ifrs-3-business-combinations/
https://www.ifrs.org/issued-standards/list-of-standards/ias-16-property-plant-and-equipment/


dumpsboss.co | Demo Exam - Page 5 of 8

Conversion produces 32,000 additional ordinary shares: $40,000 ÷ $5 × 4 shares. The adjusted share total is consequently 
132,000 shares. Diluted EPS is $109,200 ÷ 132,000 = $0.827, or 82.7c per share. The dilution in earnings per share is the 
difference between basic EPS of 105c and diluted EPS of 82.7c: 105c − 82.7c = 22.3c. IAS 33 requires potential ordinary 
shares to be reflected when they are dilutive, meaning their assumed conversion reduces EPS. See IAS 33—Earnings per 
Share and IAS Plus summary of IAS 33.

QUESTION NO: 6

On 31 December 20X4, Milan Ltd has a trade receivables balance of $500,000. Based on forward-looking information and 
historical credit-loss experience, Milan Ltd estimates lifetime expected credit losses of 4% of the balance.

In accordance with IFRS 9 Financial Instruments, what amount should Milan Ltd recognise as a loss allowance at 31 
December 20X4?

A. $Nil

B. $5,000

C. $20,000

D. $500,000

ANSWER: C 

Explanation:

$20,000 is correct. Trade receivables within the scope of IFRS 9 are subject to the expected credit loss requirements. For 
trade receivables that do not contain a significant financing component, an entity applies the simplified approach and 
recognises lifetime expected credit losses without first assessing whether credit risk has increased significantly.

The required loss allowance is therefore 4% of the gross receivables balance of $500,000, which is $20,000. Milan Ltd 
recognises an impairment loss in profit or loss and presents the receivables net of the loss allowance in the statement of 
financial position.

See IFRS 9 Financial Instruments.

QUESTION NO: 7

Back plc has one associated company, Beyond Ltd, in which Back plc holds 40% of the issued 100,000 $1 ordinary shares. 
The financial controller of Back plc is unsure how the following transactions should be reflected in the consolidated statement 
of cash flows and has asked you to confirm the overall impact. 

1) In the previous accounting period, Back plc had made a cash advance of $100,000 to Beyond Ltd. During the current 
accounting period, Beyond Ltd repaid $30,000 of this cash advance. 

2) During the current accounting period, Beyond Ltd sold an item of property, plant and machinery at its carrying amount for 
$20,000 cash. 

3) During the current accounting period, Beyond Ltd paid a dividend of 20c per share. 

In accordance with IAS 7 Statement of Cash Flows, what is the impact of the above cash transactions on Back plc's 
consolidated statement of cash flows for the current accounting period?

A. Cash from sale of associate's plant $20,000; dividend paid by associate $20,000

B. Cash from repayment of cash advance from associate $30,000; cash from sale of associate's plant $20,000

C. Cash from repayment of cash advance from associate $30,000; dividend received from associate $8,000

D. Dividend received from associate $8,000
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ANSWER: C 

Explanation:

Cash from repayment of cash advance from associate $30,000; dividend received from associate $8,000 is correct. Beyond 
Ltd is an associate because Back plc holds 40% of its voting shares and therefore has significant influence. Investments in 
associates are accounted for using the equity method in consolidated financial statements, rather than by line-by-line 
consolidation of the associate’s assets, liabilities, income, expenses and cash flows. Accordingly, Back plc’s consolidated 
statement of cash flows includes cash flows that actually pass between Back plc and Beyond Ltd, not cash receipts 
generated by Beyond Ltd in its own operations or investing activities.

The $30,000 repayment is cash received by Back plc in settlement of part of the advance it previously made to Beyond Ltd, 
so it is included in Back plc’s consolidated cash flows. Back plc also receives its 40% share of the dividend: 100,000 shares 
multiplied by $0.20 per share equals $20,000 declared and paid by Beyond Ltd, of which $8,000 is received by Back plc. The 
associate’s $20,000 proceeds from selling its own plant are not cash received by Back plc and do not form part of Back plc’s 
consolidated cash flows. IAS 7 requires cash-flow reporting for the reporting entity, while IAS 28 prescribes the equity-
method treatment for interests in associates. See IAS 7 and IAS 28.

QUESTION NO: 8

The consolidated financial statements of Paulo plc for the year ended 31 March 2013 showed the following. 

Non-controlling interest in the consolidated statement of financial position at 31 March 2013 was $6 million ($3.6 million at 31 
March 2012). Non-controlling interest in the consolidated income statement for the year ended 31 March 2013 was $2 
million. 

During the year ended 31 March 2013, the group acquired a new 75% subsidiary whose net assets at the date of acquisition 
were $6.4 million. On 31 March 2013, the group revalued all its properties and the non-controlling interest in the revaluation 
surplus was $1.5 million. There were no dividends payable to non-controlling shareholders at the beginning or end of the 
year. 

In accordance with IAS 7 Statement of Cash Flows, what was the dividend paid to non-controlling shareholders that will be 
shown in the consolidated statement of cash flows of Paulo plc for the year ended 31 March 2013?

A. $1.2 million 

B. $2.7 million 

C. $4.5 million 

D. $7.5 million

ANSWER: B 

Explanation:

The dividend paid to non-controlling shareholders is $2.7 million. It is derived by reconciling the movement in the non-
controlling interest balance during the year. The opening non-controlling interest was $3.6 million. This increased by the non-
controlling interest’s $2 million share of the year’s consolidated profit, by $1.6 million on acquisition of the new subsidiary 
(25% of net assets of $6.4 million), and by $1.5 million for its share of the property revaluation surplus. These additions total 
$5.1 million, which would produce a balance of $8.7 million before distributions. As the reported closing non-controlling 
interest is $6 million, the difference of $2.7 million represents the dividend distributed to non-controlling shareholders. Since 
no dividends were payable at either reporting date, there is no accrual movement to adjust; the calculated distribution equals 
cash paid. IAS 7 requires cash flows with owners, including dividends paid to non-controlling interests, to be presented as 
financing cash flows. See IFRS Foundation—IAS 7 Statement of Cash Flows and IAS 7 text.

QUESTION NO: 9

The summarised statements of financial position of Track plc and Way plc at 31 December 2012 were as follows:

                            Track plc                                                                                                                 Way plc 
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                                          $’000                                                                                                                                             $’00
0

Total assets 60,000                                                                                                                                             29,000

Share capital 20,000                                                                                                                                             10,000

Retained earnings 24,000                                                                                                                                             4,000

Equity               44,000                                                                                                                                             14,000

Current liability 16,000                                                                                                                                             15,000

Total equity and liabilities 60,000                                                                                                                 29,000

On 1 January 2013 Track pIc bought all the share capital of Way plc for $17,000,000 in cash. The carrying amounts of Way 
plc's assets are considered to be fair values. The amount of retained earnings to be included in the consolidated statement 
of financial position as at 1 January 2013 is __________.

A. $21,000,000

B. $24,000,000

C. $25,000,000

D. $28,000,000

ANSWER: B 

Explanation:

The retained earnings reported in the consolidated statement of financial position immediately on acquisition are 
$24,000,000. At 1 January 2013, the group comprises Track plc and its newly acquired subsidiary, but consolidation does 
not simply add the two entities’ equity balances. Track plc’s investment in Way plc is eliminated against the subsidiary’s 
identifiable net assets at acquisition. Way plc’s share capital and its pre-acquisition retained earnings of $4,000,000 form part 
of the net assets acquired and are therefore not included in group retained earnings. They are used in the acquisition 
analysis, together with the consideration transferred, to determine goodwill (or a bargain-purchase gain where applicable). 
Because the acquisition occurs on 1 January 2013 and no post-acquisition period has elapsed, Way plc has made no post-
acquisition profit that could be attributed to group retained earnings. Consequently, consolidated retained earnings at that 
date consist solely of Track plc’s own retained earnings brought forward: $24,000,000. This reflects the consolidation 
principle that the parent and subsidiary are presented as a single economic entity, while the subsidiary’s equity at the 
acquisition date is eliminated on consolidation. IFRS 3 requires the acquirer to recognise identifiable assets and liabilities 
acquired at acquisition-date amounts; see IFRS 3—Business Combinations. The relevant consolidation requirements are in 
IFRS 10—Consolidated Financial Statements.

QUESTION NO: 10

View-Find Inc. manufactures and sells complex electronic microscope for scientific research projects. It usually produces 
standard type and customized microscope. The sale contract states that View-find Inc. will undertake the entire installation 
process. During December 2012, View-find Inc. undertakes a customized offer from State Metallurgical Engineering 
University of Nowhere. The contract states that View-Find Inc. will manufacture, install and maintain the whole consignment 
for a period of one year. The total cost of making the changes during the maintenance period cannot be reasonably 
estimated at the time of the installation. 

When should the revenue from sale of this special machine be recognized?

A. When the machinery is produced.

B. When the machinery is produced and delivered.

C. When the installation is complete.

D. When the maintenance period as per the contract of sale expires.
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ANSWER: D 

Explanation:

“When the maintenance period as per the contract of sale expires.” is correct because the contract includes manufacture, 
installation, and a one-year maintenance commitment for a customised machine. At installation, View-Find cannot 
reasonably estimate the cost of changes it may be required to make during the maintenance period. Consequently, the 
outcome of the combined arrangement cannot be measured reliably at that stage, and recognition of the sale revenue and 
related profit should be deferred until the material post-sale obligation has been completed and the uncertainty is resolved.

This approach reflects the revenue-recognition principle applicable to the fact pattern: revenue is recognised only when the 
entity has sufficiently completed its contractual obligations and the amount of revenue and associated costs can be 
measured reliably. The maintenance requirement is substantive here, rather than an immaterial assurance-type activity, 
because potentially necessary changes cannot be estimated when installation is complete. Once the contractual 
maintenance period ends, View-Find has completed the promised work and can determine the contract’s overall outcome 
reliably. Guidance on the former IAS 18 framework, applicable to the 2012 scenario, is available in the IFRS Foundation’s 
IAS 18 overview. The subsequent replacement standard, IFRS 15, similarly focuses on recognising revenue as promised 
goods or services are transferred.
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