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Test your learning answers 

Chapters 16–19 

The complete answers to TYL questions in Chapters 16 to 19 did not publish correctly and were 

unfortunately missing from the Course Book. Please find a full list of answers to these questions 
attached to this document.  

 



 

 
 

 

Chapter 16 

The correct answer is: True 1

Intra-group transactions are eliminated on consolidation so they do not need to be disclosed in 
the consolidated financial statements.  

 

In absence of evidence to the contrary, PT’s shareholding gives it significant influence over ML, 2
making ML an associate and therefore a related party of PT. Disclosure should be made of the   
$600,000 transaction, despite being at an arm’s length price. If PT discloses that related party 
transactions were made on terms equivalent to those that prevail in arm’s length transactions, this 
must be substantiated. If any of the $600,000 is still owed to PT at the year end, the amount 
outstanding must also be disclosed. Finally, the nature of the relationship should be disclosed, but 
no names need to be disclosed. 

 

The director of GF is a member of key management personnel of GF and therefore is a related 3
party of GF. Disclosure should be made of the nature of the relationship, the amount of the 
transaction (a house with a carrying amount of $200,000 was sold for $450,000), any amount 
still owed by the director to GF at the year end and any bad or doubtful debts in relation to the 
$450,000 owed. GF should also disclose that it is guaranteeing the loan of a related party. There 
is no need to disclose the director’s name. 

 

The finance director is a member of key management personnel of RH and is therefore a related 4
party of RH. The finance director’s son is also a related party of RH as he is a member of the close 
family of the finance director. Therefore AP is a related party of RH because it is controlled by a 
related party of RH (the finance director’s son). As such, RH should disclose the nature of the 
relationship, any transactions during the period and the fact that the $50,000 balance has been 
written off during the period. 

There is no requirement to disclose the names of AP, the director of RH or his son. 
 

The correct answer is: False 5

Only entities with shares that are traded on a stock exchange are required to disclose EPS. Other 
entities may disclose EPS if they choose, but they must apply the requirements of IAS 33 if they do 
so.  

 

EPS is important because it is used as a summary measure of an entity’s performance and 6
because it is the denominator in the P/E ratio which is accepted as one of the most significant 
indicators of an entity’s prospects. 

 

Basic EPS for year ended 31.12.X2 7

 

Basic EPS for year ended 31.12.X1 

 

Basic  EPS   =   
Earnings

Weighted  average  number  of  shares  (W1)   =   
$50,000
110,000   =   45.5 cents

EPS   =    
40,000

100,000  40.0 cents
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Restated EPS for year ended 31.12.X1 

 

Workings 

Weighted average number of shares 1

 

Bonus fraction 2

 

 

 

 
 

Calculation as follows: 8

 

Working 

Weighted average number of shares 

 
 

EPS   =   40.0   ×   
1.50
1.60  (W2)   =   37.5 cents

Date Narrative
No. of 

shares Time period

Bonus fraction 

(1)

Weighte
d 

average

1.1.X2 b/d 100,000
×   

9
12 ×   

1.60
1.50  (W2) 80,000

1.10.X2 Rights issue 1 for 5 20,000

  120,000
×  

3
12 30,000

  110,000

$

5 shares @ $1.60 8

1 share @ $1 1

6 shares 9

TERP   =   
9
6   =   $1.50

Bonus  fraction   =   
Fair  value  per  share  immediately  before  exercise of rights

Theoretical  ex - rights  price  (TERP)    =   
1.60
1.50

To restate comparative EPS, we can use the reciprocal    =   
1.50
1.60

Basic  EPS   =   
Earnings

Weighted  average  number  shares  (W)   =   
$300,000
3,300,000   =   9.1 cents

Date Narrative  No. of shares Time period  Weighted average

1.1.X7 B/d   3,000,000 × 8/12 2,000,000

1.9.X7
Issue at full market 

price 900,000

    3,900,000 × 4/12 1,300,000

  3,300,000
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Basic EPS =   16.5   cents 9

Diluted EPS =   11.6   cents 

Calculation as follows: 

 

 

Note. To apply the bonus fraction retrospectively, the EPS disclosed in the prior year is multiplied 
by the reciprocal of the bonus fraction, ie ¾. 

Working 

Weighted average number of shares 

 
 

Diluted EPS =   15.8   cents 10

Calculation as follows: 

 

Workings 

Diluted earnings 1

 

Diluted number of shares 2

 

Restated basic EPS (20X8) =  15.4 cents ×  
3
4 = 11.6 cents

Basic EPS (20X9) =  
$1,040,000−$270,000

4,666,666 (W) = 16.5 cents

Date  Narrative Shares Time period
Bonus 

fraction
Weighted 

average

1.1.X9  b/d 3,000,000 × 4/12 × 4/3 1,333,333

1.5.X9

 Bonus issue  

  (1 for 3)  1,000,000

   4,000,000 × 4/12 1,333,333

1.9.X9
 Full market 
price issue 2,000,000

  6,000,000 × 4/12 2,000,000

   4,666,666

Diluted EPS =
$802,667 (W1)
5,066,666 (W2) = 15.8 cents

$

Basic earnings ($1,040,000 – $270,000) 770,000

Add back interest net of tax ($4m × 7% × 70% × 2/12) 32,667

Diluted earnings 802,667

Basic weighted average no. of shares 4,666,666

On conversion of loan stock (2,400,000 × 2/12) 400,000

  5,066,666
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Notes. 

As interest is a tax-deductible expense, the saving to the company would be net of tax, so 70% 1
of the gross amount. 

The effect of potential ordinary shares must be time-apportioned if they were issued during 2
the current year, as in this example. 

 
 

 

Chapter 17 

The primary purpose of an integrated report is ‘to explain to providers of financial capital how an 1
organisation creates value over time‘ (IIRC, 2013: p.7). 

 

Integrated thinking is ‘the active consideration by an organisation of the relationships between its 2
various operating and functional units and the capitals that the organisation uses or affects. 
Integrated thinking leads to integrated decision-making and actions that consider the creation of 
value over the short, medium and long term’ (IIRC, 2013: p. 33).  

 

Integrated reporting is a process founded on integrated thinking. One of the aims of integrated 3
reporting is to support integrated thinking, decision making and actions that focus on the 
creation of value. 

 

The correct answers are:  4

An integrated report should provide an insight into an organisation’s ability to create value •
in the short, medium and long term. 

An integrated report should provide an insight into how an organisation recognises and •
responds to the interests of its stakeholders. 

 

 

 

The correct answers are:  5

The IIRC is a global coalition of regulators, investors, companies, standard setters, the •
accounting profession and NGOs. 

The current strategy of the IIRC is to promote the international adoption of the •
International <IR> Framework so that integrated reporting becomes the global norm. 

The three fundamental concepts underpinning integrated reporting are value creation for •
the organisation and others, the capitals and the value creation process. 

 

Response option Explanation

An integrated report should provide an 
insight into an organisation’s ability to 
create value in the short, medium and 
long term.

This is true as it reflects the guiding principle that an 
integrated report should provide an insight into an 
organisation’s strategic focus and principle.

An integrated report should provide an 
insight into how an organisation 
recognises and responds to the 
interests of its stakeholders.

This is true as it reflects the guiding principle that an 
integrated report should provide an insight into an 
organisation’s relationships with its key stakeholders.

The primary focus of an integrated 
report is an organisation’s financial 
performance.

This is not true because integrated reporting focuses 
on value generation in a broad sense, not only in a 
narrow financial sense (eg in terms of revenue and 
profit).
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The correct answers are:  6

Risks and opportunities •

Strategy and resource allocation •

Response option Explanation

The IIRC is a global coalition of regulators, 
investors, companies, standard setters, the 
accounting profession and NGOs.

This statement correctly describes the 
composition of the IIRC.

The International <IR> Framework requires an 
organisation’s integrated report to break down 
its business into three distinct categories: 
economic, environmental and social.

There is no requirement in the Framework for 
an organisation to analyse its business under 
these headings. Instead the Framework 
discusses an organisation’s value creation 
process in terms of the capitals (financial, 
manufactured, intellectual, human, social and 
relationship and natural) it uses and affects. 
These categories of capitals are not 
mandatory; an organisation can choose to 
categorise the capitals it uses and affects in 
the way most appropriate to the way it 
operates.

The overarching aim of the IIRC is to prepare a 
set of corporate reporting rules which will 
remove the need for IFRSs and therefore allow 
an organisation to explain more fully how it 
creates value.

The mission of the IIRC is to establish 
integrated reporting and thinking within 
mainstream business practice as the norm in 
the public and private sectors. However, 
integrated reporting is not a substitute or 
replacement for historical financial reporting, 
which is necessary for regulatory purposes 
and for the calculation of tax etc. Instead it is 
a way for an organisation to explain how it 
creates and sustains value, rather than just 
profits, over time, rather than at a point in 
time. 

The current strategy of the IIRC is to promote 
the international adoption of the International 
<IR> Framework so that integrated reporting 
becomes the global norm.  

This statement correctly describes the current 
phase of the IIRC’s strategy (known as the 
‘Momentum Phase’).

The three fundamental concepts underpinning 
integrated reporting are value creation for the 
organisation and others, the capitals and the 
value creation process.

The principles-based approach of the 
Framework is founded on these three 
fundamental concepts.

The International <IR> Framework’s guiding 
principle of conciseness necessitates that an 
organisation discloses only the capitals which 
are critical to its business model.  

The guiding principal of conciseness requires 
entities to provide enough information to 
understand the organisation’s strategy, 
performance and prospects without being 
burdened with less relevant information. It 
does not mention capitals which are covered 
elsewhere in the Framework. The Framework 
categorises capitals into financial, 
manufactured, intellectual, human, social and 
relationship, and natural but does not require 
an integrated report to adopt this 
categorisation.
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Governance •

The other content elements are:  

Organisational overview and external environment •

Business model •

Performance •

Outlook •

Basis of preparation and presentation •
 

The six capitals are:  7

Financial •

Manufactured •

Intellectual •

Human •

Social and relationship •

Natural •
 

The correct answers are:  8

Include factors that affect the availability, quality and affordability of the capitals •

Disclose the interdependencies between capitals that are considered when determining •
the organisation’s reporting boundary 

Disclose factors affecting the organisation’s expectations of its ability to produce flows •
from its capitals 

 

 

Response option Explanation

Disclose the effect of the capitals on the 
organisation’s profits

An integrated report is concerned with all 
capitals of an organisation, not only financial 
capital. Disclosures should be determined by 
the effects of the capitals on the 
organisation’s ability to create value over time.

Include factors that affect the availability, 
quality and affordability of the capitals

Correct answer.

Quantitative and qualitative disclosures are 
required for all significant movements in 
capitals

If it is not practicable or meaningful to 
quantify significant movements in capital, 
qualitative disclosures should be made 
instead.

Disclose the interdependencies between 
capitals that are considered when 
determining the organisation’s reporting 
boundary

Correct answer.

Disclose factors affecting the organisation’s 
expectations of its ability to produce flows 
from its capitals

Correct answer.

All capitals are of equal importance so they 
should be disclosed with equal prominence

Not all capitals are of equal importance to 
every organisation. Therefore, there is no 
requirement to disclose information about 
each capital with equal prominence.
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Your answer could include any three of the following benefits: 9

The definition of integrated reporting is based on integrated thinking - successful integrated •
thinking is likely to encourage the different departments of an organisation to work together 

Changes to the systems and procedures driven by the guidance in the Framework are likely to •
result in a better understanding of the business 

The Framework requires an integrated report to be forward looking which is likely to increase •
management’s focus and awareness on the long-term sustainability of the business 

The Framework’s content elements for an integrated report include an organisation’s business •
model and strategy which should encourage management to better articulate these aspects 

The Framework’s content element of ‘outlook’ requires an organisation to focus on the future •
which should enable entities to identify how to improve performance going forward 

One of the Framework’s guiding principles is ‘stakeholder relationships’ – this should •
encourage management to achieve the best possible relationship with its stakeholders 

The Framework’s fundamental concepts, guidance principals and content elements should •
result in a consistent approach between companies 

The Framework’s principles-based approach allows entities to tailor their integrated report to •
their specific circumstances 

 

Your answer could include any of the following limitations: 10

Preparation of an integrated report in accordance with the Framework is likely to result in •
significant time, effort and cost 

Management may be reluctant to disclose the forward-looking information required by the •
Framework for fear of undue reliance by investors and disclosure of sensitive information to 
competitors 

Although the Framework mentions six capitals, these may not be applicable to all entities and •
the disclosure of qualitative information of significant movements is required by the Framework 
where possible but no guidance is given on how to measure these movements 

One of the Framework’s guiding principles is materiality but this is likely to be different to •
materiality in the financial statements and can be challenging to determine 

The Framework is written primarily in the context of private sector, for-profit companies. •
Therefore, it needs to be adapted for use by public sector and not-for-profit organisations. 

As the Framework does not make integrated reporting mandatory, there is a risk that not many •
entities choose to adopt integrated reporting 

The Framework does not provide a prescribed format for an integrated report, meaning that •
the format is likely to differ between entities, thereby reducing comparability for stakeholders. 

 
 

 

Chapter 18 

According to the Conceptual Framework, the primary users of financial statements are: 1

Existing investors •

Potential investors •

Lenders •

Other creditors •
 

 2

An entity’s ability to generate revenue and profit from its 
assets or net assets

Efficiency
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Capital employed = Equity (share capital plus reserves) + Interest bearing borrowings – Non-3
current assets that do not contribute to operating profit (eg financial assets and investment in 
associates) 

 

Gross profit margin is a measure of how well a company is running its core operations. 4
 

The following factors could explain the movement in gross profit margin: 5

Change in sales price (1)

Change in sales mix  (2)

Change in purchase price and/or production costs (eg due to discounts/efficiencies) (3)

Inventory obsolescence (written off through cost of sales) (4)
 

EBITDA is earnings before interest, tax, depreciation and amortisation. 6
 

Non-current asset turnover is a measure of the productivity of non-current assets in generating 7
sales. 

 

The quick ratio excludes inventory from current assets. So the current ratio is calculated as current 8
assets/current liabilities whereas the quick ratio is calculated as (current assets – 
inventory)/current liabilities. 

 

Working capital cycle = Inventory days + Receivables days – Payables days 9
 

Gearing ratios: 10

 

Or 

 
 
 

 

Chapter 19 

The investing activities section includes purchases and sales of non-current assets in the year. 1
 

The financing activities section includes issuing and repayments of long-term finance in the year. 2
 

The management of an entity’s inventory, trade receivables, 
trade payables and cash to ensure that the entity is able to 
continue its operations and that it has the ability to satisfy 
short-term debt and upcoming operational expenses

Working capital management

An entity’s ability to pay off its current liabilities with its 
current assets

Liquidity

An entity’s ability to generate revenues in excess of its 
expenses

Profitability

An entity’s ability to service and repay long-term finance Solvency

Debt/  (Debt   +   Equity)   =   
Long - term  debt

Long - term  debt   +   Equity ×   100%

Debt/Equity   =
Long - term  debt

Equity    ×   100%
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The operating activities section includes cash inflows and outflows relating to the principal 3
revenue-producing activities of the entity. 

 

The note to the accounts containing the entity’s segment report is useful in analysing how the 4
business is performing by type of product/service and/or geographical area. 

 

A business could reduce its inventory holding period with any three of: 5

Just-in-time ordering system •

Customer discounts on older inventory lines •

Buy inventory on sale or return •

Avoid bulk purchasing •
 

A business could reduce its receivables collection period with any three of: 6

Offer settlement discount to customers •

Reminder notices to slow payers •

Final demands to very overdue customers •

Prompt invoicing •

Month-end deadlines for cash collection targets •

Regular production and actioning of aged debt analysis •

Switch slow payers to cash-only accounts •
 

A business could increase its payables payment period by: 7

Take advantage of full credit term •

Negotiate longer credit term •

Consider alternative suppliers with longer credit term •
 

The four types of analytics in the Gartner data analytics maturity model are: 8

Descriptive (what happened?) •

Diagnostic (why did it happen?) •

Predictive (what will happen?) •

Prescriptive (what should I do?) •
 

Examples of limitations of financial statements in ratio analysis could include any three of: 9

Only contain historic data •

Open to manipulation in selection of accounting policies •

Not sufficiently detailed •

Degree of approximation in accounting estimate •

Typically only one year of comparatives •

Only contain financial information •

Do not take into account inflation •

Quality is dependent on underlying software/IT systems and competence of the preparer •

Auditors may fail to detect errors and/or fraud •
 

Examples: 10

Limitations of inter-segment comparisons could include any three of: (1)

Different accounting policies -
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Operating at different ends of the sector -

Slightly different range of activities within the business  -

Difference in size of entities -

Different classification of costs -

Different business decisions -

Age of the business -

Age of assets -

Limitations of international comparisons could include: (2)

Different accounting standards -

Different economic environments with different cultural pressures -

Listed on stock markets with different levels of liquidity -
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