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General Comments

The examination consisted of four compulsory questions. Section A contained question 1 for 40 marks. Section
B contained questions 2, 3 and 4 for 20 marks each.

Candidates generally performed well on questions 1a, 1b, 2, 3 (part (a)) and 4 (part (c)). Performance was
variable on question 3 parts (b) and (c)) and question 4 (part (a)). Question 1 (c) required the preparation of a
consolidated statement of changes in equity and, consistent with past performance, candidates found this
requirement challenging. Future candidates would be advised to give the subject further attention. Candidates
also found question 4 part (b) – dealing with the measurement basis of a financial asset difficult. Many
candidates did appear to be familiar with the relevant requirements of IFRS 9 – Financial Instruments.

Previous examiner’s reports have noted ‘a number of candidates lost marks in section B (questions 2, 3 and 4)
by failing to provide explanations to support the financial statement extracts they were asked for. Where the
requirements include the verb ‘explain’ then marks will be given for explanations and candidates who only
provide extracts will not gain full marks even if the figures in the extracts are 100% correct. Other candidates
provided unnecessary written explanations to support the figures they were computing in question 1. Whilst it is
clearly important that the marker can see where figures in question 1 come from, detailed explanations are not
necessary and therefore providing such explanations wastes time in the examination. It is very important to read
the requirements to see whether or not detailed explanations are required.’ It was pleasing that, in general, there
was less evidence of this problem in the June 2017 sitting and candidates and tutors are to be commended for
this improvement.

It was notable that there appeared to be a diversion of approach to the issue of the order of answering the
questions. A majority of candidates answered the questions in numerical order, meaning that the 40 mark
consolidation question was answered first. However some candidates answered the three 20 mark questions first
and left the 40 mark consolidation question until last. There is absolutely no problem in principle with this
approach provided time is managed correctly. There were a number of instances where candidates who took this
approach had clearly not left enough time to complete question one and therefore although they had displayed
good knowledge in the three 20 mark questions they found it difficult to pass the examination overall. Time
allocation and time management is an important aspect of any examination performance.

A recurring theme of the general comments in the examiner’s report is that some candidates continue present
themselves for this examination without having done adequate preparation for it. It is important to realise that
this examination is a demanding one that requires a thorough programme of study in order to achieve success.
The comments in the next section are derived from the performance of candidates who appeared to have made a
reasonable effort to study the syllabus appropriately based on the scripts they submitted.
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Specific Comments

Question One

The scenario for the question was based around a parent entity, Alpha, with two subsidiaries, Beta and Gamma.
Gamma became a subsidiary part-way through the current accounting period (the year ended 31 March 2017).
The question was in three parts. Part (a) – for 7 marks - required the computation of the goodwill arising on the
acquisition of Beta and Gamma. On the whole this part was answered well. However a number of candidates did
not appreciate that the net assets at the date of acquisition of Gamma had to be calculated by taking the opening
net assets of Gamma from its statement of changes in equity (which was provided) and adjust those for pre-
acquisition profits arising in the accounting period and for fair value adjustments.

Part (b) – for 26 marks – required the preparation of a consolidated statement of profit or loss and other
comprehensive income for the Alpha group. As well as the standard consolidation procedures, the question
required candidates to consider two accounting issues that primarily related to the financial statements of the
parent entity – Alpha. These comprised:

 The computation and subsequent accounting treatment of the appropriate provision required for the de-
commissioning of an energy generating facility at the end of its useful life

 Hedge accounting for the use of a derivative to manage the cash-flow risk associated with firm future
commitment designated in a foreign currency.

On the whole, this question was answered satisfactorily. Candidates know that question 1 will always be a
consolidation question and so understandably study the topic thoroughly.

More particularly, most candidates performed well in the following areas:

 The calculation of the depreciation adjustments required due to the fair value changes on acquisition of

Gamma.

 The computation of unrealised profits on intra-group sales.

 The appropriate accounting treatment of the de-commissioning provision.

Areas that were not done as well in some cases were as follows:

 The calculation of the impairment of Beta’s goodwill. A number of candidates were not able to correctly

allocate the goodwill to cash generating units and compute the impairment in three ‘slices’.

 The calculation of the non-controlling interests. Many candidates were unaware which of the

consolidation adjustments impacted on the calculation and which did not.

Most candidates were aware that the derivative that was used to hedge the foreign currency risk of a firm future

commitment needed to be recognised at fair value, and that basically the fair value change was initially

recognised in other comprehensive income rather than profit or loss. However few candidates correctly accounted

for the ineffective part of the fair value movement. Most did not realise that the part of the fair value gain that

was caused by over hedging should have been recognised in profit or loss. Some candidates netted off the gain

on re-measurement of the derivative against the notional un-recognised loss on the fair value of the firm future

commitment. Where this occurred the net movement was either recognised in profit or loss or in other

comprehensive income – roughly a 50:50 split.
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A disappointing number of candidates proportionally consolidated the subsidiaries. This has arisen in a number of

past examinations. Candidates and tutors should take note of this issue. This comment has been made in a

number of previous examiner’s reports

Part (c) – for 7 marks – required the preparation of the consolidated statement of changes in equity for the Alpha

group. This was not well answered, as has been the case in the past when this statement has been asked for.

Candidates found the computation of the opening balance on this statement extremely challenging and correct

answers were rare. Similarly, very few candidates were able to correctly identify the impact of the acquisition of

Gamma on the statement. That said most candidates were able to identify that the comprehensive income of the

group and the non-controlling interests should be added in and the appropriate proportion of the dividends paid

by group entities should be deducted.

Question Two

This 20-mark question required candidates to explain and show the accounting treatment of 3 separate issues in

the financial statements of Delta:

a) The purchase of an asset by Delta which Delta then leased under a finance lease.

b) A joint arrangement between Delta and another entity (entity Y) which was a joint operation rather than

a joint venture.

c) The receipt of information after the reporting date about the credit-worthiness of a customer (entity Z).

Where explanations are asked for in the requirement, marks will be specifically awarded for such explanations

and full marks will not be obtained if the explanations are not given, even if the accounting treatment is correct.

On the whole, all three parts of the question were answered satisfactorily by the majority of candidates. However

the following specific points need to be made:

i. A pleasing majority of candidates were able identify and explain that the lease of the asset by Delta to

entity X (event (a)) was a finance lease. However a number of candidates who made this correct

statement then went on to say that Delta would recognise the lease rentals as income in the statement of

profit or loss. This indicates a lack of basic understanding of the implications of classifying the lease as a

finance lease.

ii. A majority of candidates did correctly state that the joint arrangement with entity Y (event (b)) would

result in a proportion of the joint assets and costs being recognised ‘line-by-line’ in Delta’s financial

statements. However only a minority of candidates satisfactorily explained that the reason for this was

that the joint arrangement was a joint operation rather than a joint venture.

iii. Many candidates did not realise that, according to the provisions of IFRS 9 – Financial Instruments – the
review of a financial asset for impairment should be based upon conditions existing at the reporting date.
The event giving rise to the doubts regarding the going concern status of entity Z (event (c)) occurred
after the year-end and so was non-adjusting.
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Question Three

This 20-mark question required candidates to:

a) Explain the distinction between current and non-current assets as set out in IAS 1 – Presentation of

Financial Statements and between tangible and intangible assets as set out in IAS 16 - Property, Plant

and Equipment and IAS 38 – Intangible Assets

b) Apply the provisions of IAS 16 and IAS 38 to two specific situations relating to Epsilon.

Part (a) was answered satisfactorily by the majority of candidates. Most had clearly studied the relevant financial

reporting standards and were and were able to explain the relevant distinctions. This reflects well on both

candidates and tutors.

Part (b) was also answered satisfactorily by the majority of candidates. However two specific issues should be

noted:

i. Most candidates were able to correctly identify that the top three floors of the head office property should

be accounted for separately from the rest as an investment property (part (b(i)). However a significant

minority of candidates charged depreciation of the investment property despite being told in the question

that the fair value model was to be adopted for the investment property. Other candidates recognised the

change in the fair value of the investment property in other comprehensive income rather than profit or

loss. Both these issues indicate a lack of understanding of the implications of adopting the fair value

model for investment properties.

ii. Most candidates realised that the purchased brand (part (b(ii)) had to be reviewed for impairment on an

annual basis because its estimated useful economic life was indefinite. However a number of candidates

did not realise that the revaluation model was not appropriate for this brand because there was no active

market for it. Some of the candidates who made this initial error then compounded it by saying that, had

the fair value model been available for the brand, the fair value gain would have been recognised in

profit or loss, rather than other comprehensive income.

Question Four

This 20-mark question required candidates, in their capacity as financial controller, to answer questions from an

assistant accountant relating to:

a) The first time adoption of International Financial Reporting Standards (IFRS) by a newly acquired

subsidiary.

b) The accounting treatment of a financial asset that was held under a ‘mixed business model’.

c) The accounting treatment of an equity settled share-based payment transaction.

Answers to part (a) of this question were mixed. A majority of candidates were able to correctly state that the

prior-period financial statements of the subsidiary preparing financial statements under IFRS for the first time

would need to be restated into ‘IFRS format’ for comparison purposes. However only a few candidates specifically

stated the need for an ‘opening IFRS statement of financial position’ and for reconciliations from previously

reported figures to IFRS in the opening set of IFRS financial statements. A disappointing minority of candidates
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misread the question completely and talked about the translation of the financial statements of a subsidiary

whose financial statements were prepared in a currency other than that of the parent.

Candidates found part (b) of the question particularly challenging. Many candidates seemed unaware that the

basis for the classification and subsequent accounting treatment of a financial asset under IFRS 9 – Financial

Instruments - was the contractual cash flows and the business model. A common error was to insist that loan

assets are always measured at amortised cost. Another reasonably common error was to state that, where a

financial asset is measured at fair value through other comprehensive income, the interest income is also

recognised in other comprehensive income. However a minority of candidates produced very good answers to this

part, indicating that careful study of the relevant standard pays dividends.

Answers to part (c) were generally good. Having said this, two errors were relatively common:

 Basing the accounting charge on the number of employees at the year-end rather than the expected

number of employees at the vesting date.

 Basing the accounting charge on the share price at the year-end rather than the option price at the grant

date.


