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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40305 Accounting 8

	Thursday 11th August 2005
	9.30am – 11.30am    2 hours


There are 5 questions in all

Answer question ONE

and ANY TWO other questions

Calculators must not be used to store text and/or formulae nor be capable of communication. 

Invigilators may require calculators to be reset
Answer Question 1 and ANY TWO others

Question 1

On 1 April 2004 Owner plc acquired a controlling interest of 75% of Chattel plc, a previously wholly owned subsidiary of Oldboss plc. At this date Owner plc issued one new ordinary share valued at £5 and paid £1·40 in cash, for every two shares it acquired in Chattel plc. The reserves of Chattel plc at the date of acquisition were:

· Profit and loss reserve 
£180 million

· Revaluation reserve 
£40 million

The balance sheets of Owner plc and Chattel plc at 31 March 2005 were:


[image: image2.emf]£ million £ million £ million £ million

Fixed assets

Land and buildings 600          200        

Plant and equipment 310          130        

Development expenditure 100          nil

Investments (including that in Stimulus plc) 700          60          

1,710       390        

Current assets

Stock 224        120       

Debtors  264        84         

Bank nil 25         

488        229       

Creditors: amounts falling due within one year

Creditors 128        24         

Taxation  94          35         

Proposed dividends 50          20         

Overdraft 86          nil

358        79         

Net current assets 130          150        

Creditors: amounts falling due after more than one year

10% Debenture nil 60          

Net assets 1,840       480        

Ordinary shares of £1 each 1,000       200        

Reserves:

Share premium 300          nil

Profit and loss account 480          240        

Revaluation reserve 60            40          

1,840       480        

Owner plc Chattel plc

 Share capital and reserves: 


The following information is relevant:

(i) 
At the date of acquisition the balance sheet of Chattel plc included an intangible asset of £8 million in respect of the development of a new medical drug. On this date an independent specialist assessed the fair value of this intangible asset at £28 million. Owner plc had been developing a similar drug and shortly after the acquisition it was decided to combine the two development projects. All information and development work on Chattel plc’s project was transferred to Owner plc in return for a payment of £36 million. The carrying value of Chattel plc’s development expenditure at the date of transfer was still £8 million. Chattel plc has taken the profit on this transaction to its profit and loss account. Approval to market the drug is expected in September 2005.

(ii) 
Both companies have a policy of keeping their land at current value. The balances on the revaluation reserves represent the revaluation surpluses at 1 April 2004. Neither company has yet recorded further increases of £10 million and £8 million for Owner plc and Chattel plc respectively for the year to 31 March 2005

(iii) 
During the year to 31 March 2005 Owner plc sold goods at a price of £26 million to Chattel plc at a mark-up on cost of 30%. Half of these goods were still in stock at the year-end.

(iv) 
On 28 March 2005 Chattel plc recorded a payment of £12 million to settle its current account balance with Owner plc. Owner plc had not received this by the year-end. Inter-company current account balances are included in debtors or creditors as appropriate.

(v) 
The impairment review for goodwill on acquisition indicated that there was no impairment.

(vi) 
Owner plc has not accounted for the proposed dividend receivable from Chattel plc.

Required:

(a) 
Prepare the consolidated balance sheet of Owner plc as at 31 March 2005. 

(25 marks)

(b) 
Included within the fixed asset investments of Owner plc is an investment in a wholly owned subsidiary called Upstart Ltd. Prior to the current year Owner plc has consolidated the results of Upstart Ltd. In recent years the profits of Upstart Ltd have been declining and in the year to 31 March 2005 it made significant losses. In January of 2005 the management of Owner plc held a Board meeting where it was decided that the investment in Upstart Ltd would be sold as soon as possible. No buyer had been found by 31 May 2005.

The directors of Owner plc are aware that shareholders often use a company’s published financial statements to predict future performance, and this is one of the reasons why IAS 1 Presentation of Financial Statements requires the results of discontinued operations to be separately identified. Shareholders are thus made aware of those parts of the business that will not contribute to future profits or losses.

In the spirit of the above, the management of Owner plc have decided not to consolidate the results of Upstart Ltd for the current year (to 31 March 2005), believing that if they were consolidated, it would give a misleading basis for predicting the group’s future performance. 

Required:

Comment on the suitability of the Directors’ treatment of Upstart Ltd; and state how you believe Upstart Ltd should be treated in the group financial statements of Owner plc. 

(8 marks)

Note: you are not required to amend your answer to (a) in respect of this information.

(Total: 33 marks)

Question 2

(a)
Explain whether “split accounting” for the treatment of convertible securities provides a superior application of the concept of substance over form than the requirement to classify such instruments as either wholly debt or wholly equity.

 (16 marks)

(b)
Discuss the difficulties associated with separating equity from debt for financial reporting purposes.

(17 marks)

(Total: 33 marks)

Question 3

The UK reaction to FRS 17’s treatment of pension costs bore a strong resemblance to the US reaction to accounting for post-retirement healthcare benefits.

Required:

(a)
Describe the events surrounding these episodes in the development of financial reporting, taking care to identify the role of accounting in the development of the discourse on pensions and post-retirement healthcare.

(16 marks)

(b)
Explain whether it is possible for accounting standards to drive the underlying economic and social relationships that they purport to reflect.

(17 marks)

(Total: 33 marks)

Question 4

Discuss the assertion that the proposals to enhance the ethical content of professional bodies' curricula are an exercise in window dressing.

 (33 marks)

Question 5

International accounting standards are becoming mandatory throughout the European Union and will soon be the de facto standards throughout the world.

Required:

(a)
Explain whether the IASB’s Framework for the Preparation and Presentation of Financial Statements (“Framework”) is an appropriate basis for a set of global accounting standards.

(16 marks)

(b)
Discuss the merits of harmonising accounting standards on a worldwide basis.

(17 marks)

(Total: 33 marks)
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