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THE INSTITUTE OF COST AND MANAGEMENT ACCOUNTANTS OF BANGLADESH 
CMA DECEMBER-2018 EXAMINATION 

MANAGEMENT LEVEL 
SUBJECT: F2 - FINANCIAL MANAGEMENT  

 

Model Solution  

Solution to the question No. 2 

(a)  

(i)  Income statement expense for pensions is calculated as follows:  

Pension costs:  Tk.000 

Current service cost  450 

Expected return (10% X Tk.1,337,000) (134) 

Interest cost (12% X Tk.1,634,000) 196 

Actuarial losses recognized in the period (W1) 9 

Income statement expense 521 

 

Working 1:  

Actuarial losses to be recognized:  

Corridor- 10% of the higher or opening plan assets and liabilities = opening liabilities, 10% X 

Tk.1,337,000 = 133k.  Unrecognized actuarial losses brought forward are Tk.224k. The 

difference of Tk.91,000 will be spread over the remaining service lives of 10 years giving a 

charge of Tk.9,100 or 9,000 per annum.  

 (ii)  IAS 19 permits the actuarial gains/losses to be recognized faster than is achieved using the 

corridor approach, however to minimize the effect on reported profits the entire gains and 

losses are recognized in equity and shown in other comprehensive income.  

Extracts from statement of comprehensive income for the year end 31 March 20X8  

Income statement  

Staff costs Tk.000 

Pension cost (as per (a) but without the actuarial loss) (512) 

 

Other comprehensive income 

Actuarial gain on pension obligation  55 

Actuarial loss on pension assets (85) 

 

 

(b) 

The statement of comprehensive income is translated using the actual rate on the transaction date.  

Statement of comprehensive income  

 US$ Rate £ 

Revenue  500,000 Actual 200,000 

Costs  (200,000) Actual (80,000) 

Profit 300000 Actual 120,000 

Other Comprehensive income:    

Exchange gain on retranslation (workings)     37,500 

Total comprehensive income   157,500 
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Statement of financial position 

 US$ Rate £ 

Initial share capital  55,000 Opening 20,000 

Retained earnings (as above)  300,000 Actual 120,000 

Exchange differences    37,500 

Equity = net assets 355,000 Closing 177,500 

 

Workings:  

The exchange gain arising on consolidation has two components:  

 An exchange gain arising on retranslating the opening net assets from the opening rate to 

the closing rate:  

Opening net assets= initial share 

Capital = US$55,000 

  

 Rate £ 

US$55,000 Closing 27,500 

US$55,000 Opening 20,000 

  7,500 

 

 A further exchange gain arising from retranslating profits from the actual to the closing 

rate. 

Retained earnings (US$300,000)   

 Rate £ 

US$300,000 Closing 150,000 

US$300,000 Opening  (120,000) 

  30,000 

 

So, total exchange difference= £7,500 + £30,000= £37,500. 

(c) 

(i)  

Workings:     

1. Calculate theoretical ex-rights price 

 Taka 

4 shares X Tk.7.50 30.00 

1 share x Tk.6.50   6.50 

Theoretical value of holdings of 5 shares 36.50 

Theoreitcal ex-rights price of 1 share after rights issue: Tk.36.50/5 7.30 

 

2. Calculate bonus fraction 

Fair value of one share before rights issue/Theoretical ex-rights price of one share (W1) 

=7.50/7.30 

3. Weighted average number of shares in issue in the year to 31 January 2015 

 Number of shares 

1 February-1 March 2014: 3,000,000x7.50/7.30X1/12 256,849 

1 March – 31 January 2015: 3,750,000X11/12 3,437,500 

 3,694,349 

 

 Earnings per share= Tk.725,000/3,694,349= 19.6 

P/E ratio= 625/19.6=31.9 
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(ii)  

The price earnings ratio is a measure of how the stock market views the shares of an entity. A 

relatively high P/E usually suggests that the shares are regarded as a safe investment. Lower P/Es 

suggest risk and volatility. However, it is unsafe to generalize too much. Where a listed entity has 

become a highly fashionable investment for some reason (for example, technology shares have in 

the past been regarded in this way from time to time) its high p/E ratio may help to mask fundamental 

weaknesses.  

CB’s P/E is a little above the sector average indicating that it is probably regarded as a slightly less 

risky investment within its sector. Its competitor has a substantially higher P/E, which, on the face of 

it, would suggest that it is regarded as a very sound investment, and that its shares are currently 

preferred by the market compared to those of CB.  

 

(d) 
 

Transactions (i) 

This is an equity-settled share-based payment and under IFRS 2 the fair value of the shares will be 

used to estimate the fair value of the services provided by employees. The total fair value will be 

allocated over the vesting period of three years and will be based on the fair value at the grant date 

and will not be re-measured for subsequent changes in the value of the options. The income 

statement will be charged and equity will be credited in each of the three years of the investing 

period.  

20X6- 500 options X Tk.2 per share X (200-20-45)= Tk.135,000 

The charge for 20X6 is then Tk.135,000/3= Tk.45,000. 

 

20X7- 500 options X Tk.2 per share X (200-20-15-20)= Tk.145,000. 

Two-thirds of Tk.145,000 should be recognized to date = Tk.96,667 

Less the amount already recognized in 20X6 of Tk.45,000, results in a charge in 20X7 of Tk.51,667. 

 

20X8- 500 options X Tk.2 per share X (200-20-15-10) = Tk.155,000.  

Less cumulative total recognized to date of Tk.96,667, results in a charge of Tk.58,333 in 20X8.  

 

Transactions (ii) 

This is a cash-settled equity-based transaction. The cost to the income statement will be calculated in 

a similar way but will take account of the change in the fair value of the LM. The income statement 

will be charged with the equivalent expense but as this is cash settled, the credit will be to liability in 

the statement of financial position. 

 

20X6- 80% X 10,000 X Tk.1.60 X (200-20-45) = Tk.1,728,000. Allocated over vesting period of three 

years:  

The charge for 20X6 is then Tk.576,000. 

 

20X7 – 80% X 10,000 X Tk.1.80 X (200-20-15-20) =Tk.2,088,000. 

Two-thirds of Tk.2,088,000 should be recognized to date = Tk.1,392,000. 

Less the amount already recognized in 20X6 of Tk.576,000, results in a charge in 20X7 of 

Tk.816,000. 

 

20X8 -80% X 10,000 X Tk.2.10 x (200-20-15-10)= Tk.2,604,000. 

Less cumulative total recognized to date of Tk.1,392,000 results in a charge of Tk.1,212,000 in 20X8. 
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Section C 

Solution to the question No. 3 

 

 Workings: (all figures Tk.000) 
 
Working-1:  Lavender has acquired 75% (6million/8million) of Twirl.  
 
Working-2: Net assets in Subsidiary: 
 

Particulars At acquisition 
(Tk.000) 

At reporting date 
(Tk.000) 

Share Capital 8,000 8,000 
Share Premium 2,000 2,000 
Retained Earnings 6,000 14,000 
Fair value adjustment 4,000 4,000 
Administration charges  (200) 
Total 20,000 27,800 

 
Fair Value Adjustments: The insurance claim is a contingent asset and cannot be recognized by 
Twirl. IFRS revised required Lavender to make an assessment of all assets, liabilities and contingent 
liabilities of Twirl at the date of acquisition. Contingent assets can only be recognized if they are 
virtually certain, the receipt of the claim is merely ‘highly likely’. Therefore, it is not recognized by the 
group at the date of acquisition.   
Therefore, the fair value adjustment is only for the land. 
 
Working-3: Goodwill- Proportionate share method: 
           Tk.000 
  Cost of Investment       24,850  
  For 75% Net assets at acquisition (75%x20,000)  (15,000) 
  Goodwill          9,850  
 
Working-4: Non-controlling interest: 25%x27,800= Tk. 6,950  
 
Working-5: Consolidated retained earnings: 
           Tk.000 
  Lavender        63,260  
  Profit on sale of plant (see below)        (360)  
  Twirl Group share post acquisition profits          5,850  
  (27,800-20,000)x75%        68,750 
  
Note: the unrealized profit on the sale of the plant was initially Tk.400,000, of this 10% i.e. Tk.40,000 
has been realized via Twirl’s depreciation charge, giving a net adjustment of TK.360,000 to both 
Lavender’s profits and the carrying of the plant.  
 
Working-6: Share exchange 
Lavender acquired six million shares in Twirl. On the basis of an exchange of five for three, Lavender 
would issue 10 million new shares. The total value of the consideration is Tk.24.85 million of which 
Tk.4.85 million was for cash , therefore, the value of the 10 million shares would be RM20 million, or 
RM2 each i.e. they were issued at a premium of Tk.1 each.  
 
Working-7:  Elimination of current accounts:  
  Non controlling Interest Account Debit…………… Tk.50 
  Consolidated Retained Earnings Account Debit..     150 
  Accounts Payable Account Debit…………………… 620 
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  Accounts Receivable Account Credit……………  Tk.820 
Working-8: Property, plant and equipment: 
  Amount from question-Lavender…………………………….  Tk.78,690 
  -Twirl……………………………………………………………… …27,180  
  Fair value adjustment…………………………………………….     4,000   
  Unrealized profit in transfer of plant……………………..                (360)   
                                    109,510 
 
Lavender consolidated statement of financial position at 30 September 20X1:  
 
 Non-current assets      Tk.000  Tk.000 
 Property, plant and equipment (W8)      109,510  
 Goodwill (W3)             9,850  
           119,360 
 Current assets   
 Inventory (7,450+4,310)     11,760  
 Accounts receivable (12,960+4,330-820 (W7)  16,470  
 Bank             520    28,750 
           148,110  
  
 Equity and liabilities  
 Equity attributable to the equity holders of the parent: 

Ordinary shares of RM1 each (20,000+10,000 (W6))   30,000  
 Reserves: 
 Share premium (10,000+10,000 (W6))   20,000  
 Retained earnings (W5)     68,750    88,750 
                       118,750 
 Non-controlling interests (W4)          6,950  
                      125,700 
 Non-current liabilities 
 8% Loan notes 20X4            6,000  
 
 Current liabilities  
 Trade accounts payable (5,920+4,160-620 W7)    9,460  
 Bank overdraft         1,700  
 Provision for taxation (3,070+2,180)    5,2500      16,410 
 Total equity and liabilities                   148,110  
 
 
Solution to the question No 4 

 

(a)  

Calculation of P/E ratio:  

 2017 2016 

Share price Tk.3.94 Tk.5.29 

EPS TK.18,000,000/40,000,000 

45.0 cents per share 

Tk.23,000,000/40,000,000 

57.5 cents per share 

P/E ratio 8.8 9.2 

 

Explanation 

The share price has fallen significantly following poor interim results being published and the 

announcement about the dividend. Earnings per share have also fallen as a result of reduced 

profit for the year. The profit has been reduced by the impairment of goodwill recorded in the 

year, otherwise reported profit would have shown an increase in operating profit. The market 
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is clearly concerned about FG’s future since the P/E ratio has fallen from 9.2 to 8.8 which is 

not surprising since those investors looking for short term returns will have been disappointed 

by the announcement.  

 

(b) FG’s gross profit margin has fallen from 29.2% to 26.8%, which is likely to be a direct impact 

of the pressure on selling prices from the new market entrant. Combining this with increased 

revenue overall and the fall in inventories in the year suggests that FG has made a deliberate 

move to sell inventories at a reduced price. This is a positive indicator that management has 

responded quickly to market pressures and to avoid being left with obsolete inventories.  

 

Both operating profit margin and profit for the year have reduced in the year, however, FG 

suffered an additional expense from the impairment of the goodwill arising on its subsidiary. 

Adjusting for this allows us to assess the core operating profits of FG. Without the impairment 

expense of Tk.10 million the operating profit margin would have increased to 7.4%, indicating 

that FG’s directors have controlled operating costs well in the year.  

 

The cost control has not been reflected in the return on capital employed which had 

decreased due to both decreased profits and increased capital employed from short term 

borrowings. The profit margin for the year has fallen by 0.9% and has been affected in part by 

the increased finance costs although the average rate of interest being charged has not 

increased significantly. The fall in profit has affected the interest cover. Cover has fallen from 

8.6 to 5.0, however this would still be adequate cover should FG pursue additional finance 

raising. 

 

The year end overdraft has resulted in an increased gearing level of 33%, compared with 

23.1% the previous year. Long term funding has not increased, other than the amortization of 

the effective interest. The short-term borrowing has been required despite a significant drive to 

collect receivables faster, with collection down from 63 to 55 days. The increase in short-term 

borrowing is likely to be the result of payables falling from 97 days to 62 days during the year, 

possibly suppliers have demanded shorter payment terms as a result of uncertainty in the 

market and increased competitive pressure. Inventory holding period has fallen from 65 days 

to 46 days and this could be a deliberate attempt to clear older items.  

 

There is no evidence that FG has extended its long-term capital in order to acquire further 

PPE so we can only assume that cash has been used. It is not wise to invest in long-term  

capital using short-term funds, however this may have been a forced reaction from the new 

market entrant.  

 

The current and quick ratios do not indicate serious liquidity issues, however the statement of 

financial position shows no cash and outstanding payables that must be settled. FG must 

secure longer term finance especially if it is to continue to invest in PPE and compete with the 

new entrant in the market. It is also important to investors to resume dividend payouts and this 

would hopefully improve the market’s perception of FG. 

 

FG should be able to secure long-term funding as the PPE provides adequate security, with 

only Tk.65 million of existing long term borrowings at the year-end date. The management 

appear to be in the main responsive and commercial, albeit made a poor decision on the 

investment in PPE for cash. I think the investment should be considered further and we may 

be able to take advantage of the current low share price.  
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Workings- Ratios 

Relevant ratios that could be calculated include:  

All workings in Tk. Millions  2017 2016 

Gross profit margin 

(GP/Reveunex100) 

182/680x100= 26.8% 187/640x100= 29.2% 

Operating profit 

(Profit before finance 

costs/revenuex100) 

40/680x100= 5.9% 43/640x100= 6.7% 

 

Profit margin 

PFY/revenue x 100 

22/680x100=3.2% 26/640x100=4.1% 

ROCE % 

Operating profit/ capital employed 

40/(276+65+26)x100=10.9% 43(260+60)x100=13.4% 

Inventories 

Inventories/cost of salesx365 

63/498x365=46 days. 81/453x365= 65 days 

Payables 

Payables(cost of salesx365) 

84/498x365=62 days. 120/453x365= 97 days 

Receivables 

Receivables/revenuex365 

103/680x365=55 days. 110/640x365= 63 days 

Current ratio 

Current assets/current liabilities 

166/110=1.5 210/120=1.8 

Quick 

CA- inventories/current liabilities 

103/110=0.9 129/120=1.1 

Gearing 

Debt/Equity 

(65+26)/276x100= 33.0% 60/260x100= 23.1% 

Interest cover 

Operating profit/finance cost 

40/8=5.0 times 43/5=8.6 times 

Average cost of lending 

Finance costs/interest bearing 

borrowings 

8/(65+26)x100=8.8% 5/60=8.3% 

 

 

= END =  

 

 


