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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

A plc has acquired holdings in the following companies:

B Ltd –
80% of the ordinary share capital acquired on 1 November 2002 acquired for £16 million cash.  The revenue reserve balance was £4 million.

C Ltd -
25% of the ordinary share capital acquired on 10 March 2002 for £1 million cash.  The revenue reserve balance was £1,200,000.

The draft balance sheets of the companies at 31 October 2006 were:

	

	A plc
	B Ltd
	C Ltd

	
	£000
	£000
	£000

	Non-current assets
	
	
	

	Freehold property
	25000
	8000
	4000

	Fixtures and fittings
	18500
	8300
	1000

	Investments
	17000
	-
	-

	
	50500
	16300
	5000

	Current assets
	
	
	

	Stocks
	3000
	2600
	600

	Debtors
	8600
	1700
	400

	Cash
	-
	700
	-

	
	11600
	5000
	1000

	
	62100
	23300
	6000

	Equity
	
	
	

	Ordinary shares of £1 each
	30000
	12000
	2000

	Revaluation reserve
	12400
	5000
	-

	
	
	
	

	Profit and loss account
	9600
	6000
	2900

	
	52000
	21000
	4900

	Non-current liabilities
	4500
	1000
	800

	Current liabilities
	5600
	1300
	300

	
	62100
	23300
	6000


Additional Information

(1) The fair value of the freehold property in C Ltd was £2 million above book value at the date of acquisition; all of this related to the land element of the property.

Requirements

(a) From the above data, calculate the following amounts for the consolidated balance sheet of A plc as at 31 October 2006:

(i) Goodwill arising on the acquisitions of B Ltd and C Ltd;

(ii) Investment in associate;

(iii) Profit and loss account balance.

(16 marks)

(b) Explain the purpose of group accounts and the concepts underlying their preparation.

(18 marks)

(Total:  34 marks)

Question 2

A Korean operation is a wholly owned subsidiary of a UK company. The UK company takes no part in the day – to – day decision making of the operation. The operation purchases parts from various countries and the final product is assembled using Korean labour in Korea.

The finished product is exported to a number of countries but Australia and the UK are the main markets.

 1) Explain with reference to IAS 21 how the financial statements should be translated into UK pounds.                                                                      

(12 marks)
 2) Discuss how any exchange gains and losses should be shown in the consolidated financial statements.                                                           

(12 marks)
 3) Discuss what guidelines are used to determine the functional currency of an entity. 
 (6 marks)
 4) What causes a foreign currency translation reserve to arise?

(3 marks)               








(Total:  33 marks)
Question 3
In the Ruth Hines academic paper “The FASB’s conceptual framework, financial accounting and the maintenance of the social world” she claims that it is “a comparison of the FASB's reasoning about economic reality, with the reasoning of the African Azande about their poison oracle reality, that shows how those two realities are both socially maintained by the same process of commonsense reasoning. “

 She  then goes on to say “a number of important implications follow which extend beyond CFs and financial accounting practices. These implications relate to the essential culture and value-dependency of logic, reasoning and rationality, and have attendant inferences for the potential role of accounting researchers in influencing society rather than merely participating in the legitimizing and reproduction of the status quo. “

Discuss whether accounting research is useful to society referring to this paper and at least two others.

(33 marks)
Question 4

Discuss the implications of the announcement, by several quoted companies, that they would cease the practice of rewarding board members with stock options, which followed immediately after the publication of IFRS 2. 

(33 marks)
Question 5

A company’s senior financial accountant says “I always follow IFRSs in preparing my company’s financial statements. But in the IASB’s framework is there a lot of conceptual theory that doesn’t affect me directly. It’s not an accounting standard, so I have never read it.” 
(i) Is the IASB Framework a standard? 
(11 marks)
(ii) 
Is it relevant to preparing IFRS financial statements? 

(11 marks)
(iii)
If so how?







(11 marks)
(Total:  33 marks)
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