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THE INSTITUTE OF COST AND MANAGEMENT ACCOUNTANTS OF BANGLADESH 
CMA JUNE, 2016 EXAMINATION 

MANAGEMENT LEVEL 
SUBJECT: F2. FINANCIAL MANAGEMENT.  

 
Solution of Q. No. 2. 
 

(a) Basic earnings per share 

Profit after tax (Tk. 1,040,000-Tk.270,000)   Tk.770,000 

Weighted average number of shares:     

At 1 January 2009 30,00,000   

Bonus issue 10,00,000   

Full market price issue (2,000,000 × 4/12) 6,66,667   

  46,66,667   

Basic EPS for 2009 Tk.770,000/4,666,667   Tk. 0.165 per share 

Basic  EPS for 2008 restated Tk. 0.154  х bonus 
fraction of 3/4 

  Tk. 0.116 per share 

(b) Fully diluted earnings per share 

Reported profit after tax (as in part (a))   Tk.770,000 

Plus post-tax savings of finance costs ( 70% × 7% 
× Tk.4m 

  Tk.196,000 

Weighted average number of shares:     

As reported in part (a) 46,66,667   

Dilution from potential share issue 2,400.00   
  70,66,667   
Fully diluted eps Tk.966,000/7,066,667   Tk. 0.137 per share 

(c) A bouns issue does not raise any new finance and therfore the profit for the year will have been 
generated with the same level of resoures throught the year . As the issue result in no adittional 
resources it is treated as if it is had always been in existence. Comperative figures also need to 
be restated as if the bouns issue was made at the earliest reported period.The issue at full 
market price brings additional resources, whice will impact on profit from the date of issue. 
Therfore a weighted average number of shares is used to calculate eps.  

Solution of Q. No. 3. 
 
Assumption 1: All the tables were sold on 20 December 20X5 and were paid for on 15 December 
20X5.  

Income statement 
 
Purchases = $3,600,000 ÷ 1.8 = £2 million  
 
Purchases are recorded at the exchange rate on the date of the original transaction.  
 
Exchange gain on settlement of payable = ($3,600,000 ÷ 1.8) – ($3,600,000 ÷ 1.9) = £105,263  
 
The $ has weakened between the date of the transaction and the date of settlement; so the cost 
of settling the trade payable in terms of £s has reduced thereby producing an exchange gain 
which is recognized in the income statement.  
 
Statement of financial position  
 
No balances are outstanding as all the inventories have been sold and the trade payable is 
settled before the year end.  
 
Assumption 2: All the tables were sold on 3 February 20X6 and were paid for on 15 
December 20X5.  
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Income statement  
 
Purchases = $3,600,000 ÷ 1.8 = £2 million  
 
Exchange gain on settlement of payable = ($3,600,000 ÷ 1.8) – ($3,600,000 ÷ 1.9) = £105,263  
 
The impact on the income statement is as for Assumption 1 as the trade payable was settled on 
the same day.  
 
Statement of financial position  
 
Inventories = $3,600,000 ÷ 1.8 = £2 million  
 
All the purchases were held in inventory at the year end. As a non-monetary item inventories 
remain at their original cost (i.e. at the exchange rate at the date of the original purchase).  
 
Assumption 3: All the tables were sold on 15 December 20X5 and were paid for on 3 
February 20X6.  
 
Income statement  
 
Purchases = $3,600,000 ÷ 1.8 = £2 million  
 
Exchange gain on year end retranslation of payable = ($3,600,000 ÷ 1.8) – ($3,600,000 ÷ 2.0) = 
£200,000  
 
The exchange gain is now determined with respect to the value of the trade payable at the year-
end (as a monetary item trade payables are translated at the year-end exchange rate). The $ has 
weakened between the date of the transaction and the year end, so the cost of settling the trade 
payable in terms of £s has reduced, thereby producing an exchange gain, which is recognized in 
the income statement. The remainder of any exchange gain/loss between the year end and the 
date of eventual settlement is recognized in the 20X6 financial statements.  

 
Statement of Financial Position  
 
Inventories = Nil. All the inventory is sold during the year.  
 
Trade payables = ($3,600,000 ÷ 2.0) = £1,800,000  
 
As a monetary item, trade payables are translated at the year-end exchange rate.  
 
Assumption 4: 75 of the tables were sold on 15 December 20X5 with the remaining 25 
tables sold on 3 February 20X6. All the tables were paid for on 3 February 20X6.  
 
Income statement  
 
Purchases = $3,600,000 ÷ 1.8 = £2 million  
 
Exchange gain on year end retranslation of payable = ($3,600,000 ÷ 1.8) – ($3,600,000 ÷ 2.0) = 
£200,000  
 
The explanation of the exchange gain is as for Assumption 3.  
 
Statement of financial position  
 
Inventories = 25% x ($3,600,000 ÷ 1.8) = £500,000  
25% of the purchases were still held in inventory at the year end. As a non-monetary item these 
inventories remain at their original cost (i.e. at the exchange rate at the date of the original 
purchase). 

 
 Trade payables = ($3,600,000 ÷ 2.0) = £1,800,000 
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Solution of Q. No. 4. 
 
The company will recognize an expense for the consumption of employee services given in consideration 
for share options granted but will not receive a tax deduction until the share options are actually 
exercised. Therefore, a temporary difference arises, and IAS 12 Income Taxes requires the recognition of 
deferred tax.  

 
A deferred tax asset (a deductible temporary difference) results from the difference between the 
tax base of the services received (a tax deduction in future periods) and the carrying value of 
zero. IAS 12 requires the measurement of the deductible temporary difference to be based on 
the intrinsic value of the options at the year end. This is the difference between the fair value of 
the share and the exercise price of the option.  
 
If the amount of the estimated future tax deduction exceeds the amount of the related cumulative 
remuneration expense, the tax deduction relates not only to the remuneration expense, but to 
equity. If this is the case, the excess should be recognized directly in equity.  
 
Year to 31 May 20X6  
 
Deferred tax asset:               £ 
Fair value (40,000 x £8.50 x 1/2)         170,000 
Exercise price of option (40,000 x £4.00 x 1/2)        (80,000) 
Intrinsic value (estimated tax deduction)       90,000 
Tax at 30%            27,000 
 
The cumulative remuneration expense is £60,000, which is less than the estimated tax deduction 
of £90,000. Therefore:  
 A deferred tax asset of £27,000 is recognized in the statement of financial position  
 There is deferred tax income of £18,000 (60,000*30%)  
 The excess of £9,000 (30,000*30%) goes to equity  
 
 
Year to 31 May 20X7  
 
Deferred tax asset:  

       £ 
Fair value  
(40,000 x £8)          320,000 
(120,000 x £8 x 1/3)         320,000 

 
640,000 

Exercise price of options 
(40,000 x £4)          (160,000) 
(120,000 x £5 x 1/3)          (200,000) 
Intrinsic value (estimated tax deduction)       280,000 
Tax at 30%          84,000 
Less: previously recognize       (27,000) 

57,000 
The cumulative remuneration expense is £220,000, which is less than the estimated tax 
deduction of £280,000. Therefore:  
 
 A deferred tax asset of £84,000 is recognized in the statement of financial position at 31 May 

20X7 
 There is potential deferred tax income of £57,000 for the year ended 31 May 20X7  

Of this, £9,000 (60,000*30% – 9,000) goes directly to equity 

 The remainder (£48,000) is recognized in the income statement for the year 
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Solution of Q. No. 5. 
 
Statement of financial position for the ZX Group as at 31 December 2012 
 
ASSETS (all workings in $000) $000 
Non-current assets  
Property, plant and equipment (20,250 + 11,000) 31,250 
Goodwill (W1) 2,324 
 33,574 
Current assets (16,000 + 5,000) 21,000 
Total assets 54,574 
  
EQUITY AND LIABILITIES  
Equity attributable to owners of the parent  
Share capital ($1.00 shares) 5,000 
Retained earnings (W2) 27,734 
 32,734 
Non-controlling interest (W3) 2,240 
Total equity 34,974 
Total liabilities (14,800 + 4,800) 19,600 
Total equity and liabilities 54,574 
     

W1 Goodwill $000 $000 
Consideration transferred  8,750 
Non-controlling interest (40% x $10,280,000)  4,112 
  12,862 
Net assets at date of acquisition:   
Share capital 1,000  
Retained earnings at acquisition date 9,280 (10,280) 
Goodwill at acquisition  2,582 
Impairment 10% in 2011  (258) 
Goodwill at 31 December 2012  2,324 

         
     

W2 Consolidated retained earnings ZX Group CV 
 $000 $000 
As reported in SOFP 28,200 10200 
Less pre-acquisition retained earnings  (9,280) 
  920 
Group share of CV ($920,000 x 60%) 552  
Impairment of goodwill (as in W1 above) (258)  
Adjustment to parent’s equity (W4) (760)  
Consolidated retained earnings 27,734  

 
       

W3 Non-controlling interest $000 
Non-controlling interest at acquisition (W1) 4,112 
Plus NCI share of post-acquisition retained earnings (as in W2 above) (40% x 
$920,000) 

368 

NCI at date of transfer of additional 20% to ZX 4,480 
50% transferred on 31 December 2012 (2,240) 
NCI at 31 December 2012 2,240 

   
W4 Adjustment to parent’s equity $000 
Consideration transferred   3,000 
Net assets transferred (W3) (2,240) 
Debit to group retained earnings 760 
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Solution of Q. No. 6. 
 
(a) To friend 

Report on financial performance and position 

The revenue has only marginally increased in the year by 1.6%, however, profit margin have all 
increased significantly. In particular the gross profit margine has increased from 10% to 19%, which likely 
to be as a result of reduced purchase price from the new supplier contract that was secured in the year. 
Whilst this is a very positive and important step for Mango Ltd.(given its low margin in the prepious year) 
it will be important to establish wheter this reduced cost also means a reduced level of quality. If quialty is 
being compromised then this increase in margine maybe short-lived as customer may be driven away in 
the longer term. 

In addition, the switch in supplier may be responsible for the lawsuit. It is a riksy steategy to pursue 
aggressive revenue and margine targets at the expence of supplying good quality products. Although a 
contingent liability of Tk.30 million is included in the notes, the laweyers assessment is that Mango Ltd. is 
likly to lost the court case and the payout may be more. Ther is already serious pressure of the entity 
finance and the entity may not survive if the payout is any more or if other customer deciede to sue.There 
is a potential issue of going concern that would need clarification before you arrive at a final decision 
concerning employment. 

Both administration and distribution cost have increased significantly when compared to a 1.6% increase 
in revenue. whilst these cost are not that large in relation to revenues, it will be important to establish that 
management have good control over expenses for the long term. 

The increase in TCI is largely due to the revaluation gain reported  within other comprehensive income. 
The valuation was performed by an internal members of staff, which is perhaps not as ideal as someone 
external, however you noted that these financial statements were finished and so i assume they have 
been audited and that the valuation are fair. One not of caution though is why the directors have chosen 
this year to change the policy – could it be an attempet to boost income and reduced gearing to make 
further borrowing easier, especially as the long term borrowings will need to be repaid or re-negotiated 
relativly soon. However, it may be shows good commercial sense to insure that assets that are to be 
used as security for finance are the most up-to-date valuation.  

The overall liquidity of Mango Ltd. is on the low side at 1.3:1 and has fallen significantly from 2009. One 
contributing factor to the worsening liquidty is the significant increase in inventories in the year. This 
could be as a result of bad publicity about below standard goods and customer orders being cancelled. 
Ther is then an increased risk of obsolete inventories . This is reinforced by the inventory days which 
have increased from 71 days to 104 days , and this be could be as a result of dispute invoices. Mango 
Ltd. may then have a problem with slow/non-repayment of thoses debts. Payables days have increased 
from 108 days to 171 days and this could be resulting from a deliberate attempt by Mango Ltd. to 
improve the cash flow by delaying payments or extended credit terms given by the new supplier to attract 
Mango Ltd.s business.  

The cash position of Mango Ltd. is clearly a concern as the cash has moved from a positive balance to 
an overdraft and the long term borrowing are soon to be repaid or re-negotiated. This coupled with the 
poor working capital management would indicates that Mango Ltd. must raise some additional funding if 
it is to survive. The gearing ratio shows deteriation on the previous year, despite an increasing in equity 
from the revalution. However, it is likely to be the lack of interest cover that would put lenders off. It is 
unlikly that Mango Ltd. could afford to pay interest on any additional funding. 

I would recommend investigating Mango Ltd. in more detail before making your decision. Losing the court 
case and having a large settelment to pay could result in the entity collapsing and despite the fact that 
details of this are only in the notes, the seriousness of this should not be overlooked. The entity may 
struggle to survive anyway as there is a lack of cash and funding option (and it should be noted that 
Mango Ltd. did not pay a dividend in 2010). The increases in profitability are not enough of an indicator of 
a stable/ growing entity-especially an entity  involved in the buillding trade which is known for its 
sensitivity to the economy around it. 

(b)  Limitation of ratio analysis 

The financial statements provied and reflect only historic information and reflect a point in time (ie: 
the year-ended). However, the situation of the entity in question could have progressed significantly 
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by the time you are analysis the information. For example, with the contingent liability for the court 
case , it could have progressed or be setteled the financial statements will not have relected that. 

The ratio analysis conducted on Mango Ltd. showed an improvement in profitability margines, in cost 
of sales particularly, however it looks likely that quality has been compromised in favour of better 
margins and the result of that has been the filling of a law suit against Mango Ltd.. This is something 
that threatens the future of the business but is not reflected in the ratios calculated. 

Changes in accounting policies can impact ratio calculations. Mango Ltd. has changed the 
accounting policy for subsequent measurement of PPE from depreciation historic cost to revaluted 
amount. The revalution in the year then improves the gearing ratio and reduces non-current assets 
turnover but is due only to a change of policiy rather than changes to the underlying environment. 

Relevant ratios that could be slected calculated: 

  2010 2009 
(Working in Tk.m)     

Gross profit ratio = GP/revenue ×100% 49/252 х 100= 19.4% 25/248 × 100= 10.1% 

Operating profit ratio = profit before finance costs/revenue  
(49-18-16)/252 х 

100=6.0% 
(25-13-11)/248 × 100 

= 0.4%  

Net profit Margin =PFY/revenue х 100% 7/252 × 100= 2.78% (5)/248 х 100=(2.02%) 

Gearing =Debt/ total equity 
(91+39)/231 × 100= 

56.3% 
(91/184) х100=49.5% 

Current ratio (current assets/ current liabilities) 178/134=1.3:1 143/66= 2.2:1 

Quick ratio= CA-inventories / current liabilities (178-106)/134=.5:1 (143-89)/66=.8 :1 

Receivables days= (Receivable/revenue × 365 days) 
(72/252) х 365 days 

=104 days 
(48/248) x 365days 

=71 days 

Payables days=( payables/cost of sales x 365 days) 
(95/203) x 365 days 

=171 days 
(66/223) x 365days 

=108 days 

Inventories days (Inventories /cost of sales x 365days ) 
(106/203) x365days = 

191 days  
(89/223) x 365 days= 

146days  

Return on capital employed = (Profit before finance cost 
/capital employed x 100%) 

(49-18-16)/(231+91) 
=15/322 x100=4.66% 

(25-13-11)/(184+91) 
=1/275 x 100= 0.36% 

Non-current assets turnover =  (Revenue/non-current 
assets) 

252/254=0.99 248/198=1.3 

Interest cover=(profit before finance cost/ finance cost) (10+12)/12=1.83 (7+8)/8=1.88 

 
 

= THE END = 


