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QUESTION 59: ADVANCED CONSOLIDATION 
 

The following draft statements of financial position relate to Ribby, Hall and Zian, all public limited 
companies, as at 31 May 2008:  
 Ribby  Hall  Zian  
 $m  $m  Dinars m  
Assets     
Non current assets     
PPE  250 120 360 
Investment in Hall  98   
Investment in Zian  30   
Financial assets  10 5 148 
Current assets  22 17 120 

Total assets  410 142 628 

    
Ordinary shares  60 40 209 
Other reserves  30 10  
Retained earnings  120 80 299 

Total equity  210 130 508 
Non current liabilities  90 5 48 
Current liabilities  110 7 72 

Total equity and liabilities  410 142 628 

 
The following information needs to be taken into account for in the preparation of the group 
financial statements of Ribby:     
(i) Ribby acquired 70% of the ordinary shares of Hall on 1 June 2006 when Hall’s other 

reserves were $10 million and retained earnings were $60 million. The fair value of the net 
assets of Hall was $120 million at the date of acquisition. Ribby acquired 60% of the 
ordinary shares of Zian for 330 million dinars on 1 June 2006 when Zian’s retained earnings 
were 220 million dinars. The fair value of the net assets of Zian on 1 June 2006 was 495 
million dinars. The excess of the fair value over the net assets of Hall and Zian is due to an 
increase in the value of non depreciable land. There have been no issues of ordinary 
shares since acquisition and goodwill on acquisition is not impaired for either Hall or Zian. 
Goodwill is to be calculated on the proportion of net assets basis i.e. without allocating any 
goodwill to the non controlling interest.     
 

(ii) Zian is located in a foreign country and imports its raw materials at a price which is normally 
denominated in dollars. The product is sold locally at selling prices denominated in dinars, 
and determined by the local competition. All selling and operating expenses are incurred 
locally and paid in dinars. Distribution of profits is determined by the parent of company, 
Ribby. Zian has financed part of its operations through a $4 million loan from Hall which 
was raised on 1 June 2007. This is included in the financial assets of Hall and non current 
liabilities of Zian. Zian’s management has considerable degree of authority and autonomy in 
carrying out the operations of Zian and other than the loan from Hall, is not dependent upon 
the group companies for finance.  
 

(iii) Ribby has a building which it purchased on 1 June 2007 for 40 million dinars and which is 
located overseas. The building is carried out cost and has been depreciated on the straight 
line basis over its useful life of 20 years. At 31 May 2008, as a result of an impairment 
review, the recoverable amount of the building was estimated to be 36 million dinars.  
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(iv) Ribby has a long term loan of $10 million which is owed to a third party bank. At 31 May 

2008, Ribby decided that it would repay the loan early on 1 July 2008 and formally agreed 
this repayment with the bank prior to the year end. The agreement sets out that there will 
be an early repayment penalty of $1 million.  
 

(v) The directors of Ribby announced on 1 June 2007 that a bonus of $6 million would be paid 
to the employees of Ribby if they achieved a certain target production level by 31 May 
2008. the bonus is to be paid partly in cash and partly in the share options. Half of the 
bonus will be paid in cash on 30 Nov 2008 whether or not the employees are still working 
for Ribby. The other half will be given in the share options on the same date, provided that 
the employee is still in service on 30 Nov 2008. The exercise price and the number of the 
options will be fixed by the management on 30 Nov 2008. The target production was met 
and management expect 10% of employees to leave between 31 May 2008 and 30 Nov 
2008. No entry has been made in the financial statements of Ribby.      
 

(vi) Ribby operates a defined pension plan. On 1 June 2007, Ribby improved the pension 
entitlement. This improvement applied to all prior years’ service of the employees. As a 
result, the present value of defined benefit obligation on 1 June 2007 increased by $4 
million.  Ribby had not accounted for the improvement in the pension plan.  
 

(vii) Ribby is considering selling its subsidiary, Hall. Just prior to the year end, Hall sold 
inventory to Ribby at a price of $6 million. The carrying value of the inventory in the financial 
records of Hall was $2 million. The cash was received before the year end, and as a result 
the bank overdraft of Hall was virtually eliminated at 31 May 2008. After the year end the 
transaction was reversed and it was agreed that this type of transaction would be carried 
out again when the interim financial statements were produced for Hall, if the company had 
not been sold by that date.  
 

(viii) The following exchange rates are relevant to the preparation of the group financial 
statements:    

 Dinars to $ 
1 June 2006 11 
1 June 2007 10 
31 May 2008 12 
Average for year to 31 May 2008 10.5 

 
(ix) All financial assets, with the exception of the loan by Hall to Zian, referred to in note (ii) 

above are correctly stated at fair value at 31 May 2008. 
 
Required: 
(a) Discuss and apply the principles set out in IAS 21 The effects of changes in foreign 

exchange rates in order to determine the functional currency of Zian. (8 marks) 
(b) Prepare a consolidated statement of financial position of the Ribby Group at 31 May 2008 

in accordance with IFRSs.         (35 marks) 
 

 

ACCA P2 – June 2008 – Q1a  
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ANSWER TO QUESTION 59: ADVANCED CONSOLIDATION 
Part (a) 
The functional currency is the currency of the primary economic environment in which the entity 
operates (IAS21). The primary economic environment in which an entity operates is normally the 
one in which it primarily generates and expends cash. An entity’s management considers the 
following factors in determining its functional currency (IAS21): 

(i) the currency that dominates the determination of the sales prices; and 
(ii) the currency that most influences operating costs 

 
The currency that dominates the determination of sales prices will normally be the currency in 
which the sales prices for goods and services are denominated and settled. It will also normally be 
the currency of the country whose competitive forces and regulations have the greatest impact on 
sales prices. In this case it would appear that currency is the dinar as Zian sells its products locally 
and the prices are determined by local competition. However, the currency that most influences 
operating costs is in fact the dollar, as Zian imports goods which are paid for in dollars although all 
selling and operating expenses are paid in dinars. The emphasis is, however, on the currency of 
the economy that determines the pricing of transactions, as opposed to the currency in which 
transactions are denominated. 
 
Factors other than the dominant currency for sales prices and operating costs are also considered 
when identifying the functional currency. The currency in which an entity’s finances are 
denominated is also considered. Zian has partly financed its operations by raising a $4 million loan 
from Hall but it is not dependent upon group companies for finance. The focus is on the currency 
in which funds from financing activities are generated and the currency in which receipts from 
operating activities are retained.  
 
Additional factors include consideration of the autonomy of a foreign operation from the reporting 
entity and the level of transactions between the two. Zian operates with a considerable degree of 
autonomy both financially and in terms of its management. Consideration is given to whether the 
foreign operation generates sufficient functional cash flows to meet its cash needs which in this 
case Zian does as it does not depend on the group for finance. 
 
It would be said that the above indicators give a mixed view but the functional currency that most 
faithfully represents the economic effects of the underlying transactions, events, and conditions is 
the dinar, as it most affects sales prices and is most relevant to the financing of an entity. The 
degree of autonomy and independence provides additional supporting evidence in determining the 
entity’s functional currency. 
 
Part (b) 

 
Ribby Group 

SFP as at 31 May 2008 
 $m  $m 
PPE $250+120+ [D360+66 J1]/12  + 10 J3  – 0.8 J5   414.7 
Goodwill W3   16.8 
Financial assets $10+5+ [D148]/12 – 4 J4   23.3 
    
Current assets $22+17+ [D120]/12 – 4 J8 + 6 J8   51 

   505.8 
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Share Capital 60   
Other reserves W6 31.8   
Retained earnings W6 121.7   

 213.5   
NCI W5 59.6  273.1 

    
Non-Current Liabilities $90 + 5 + [D(48+ 8 J2)/12] – 10 J6 + 4 J7 – 4 J4    89.7 
    
Current Liabilities $110+7+ [D72]/12 + 11 J6 + 6 J8 + 3 J9   143 

   505.8 

 
W1 GROUP STRUCTURE  
Hall Subsidiary Acquisition: 1 Jun 2006 Group 70% NCI 30% 
Zian Subsidiary Acquisition: 1 Jun 2006 Group 60% NCI 40% 
    $m 
 
W2 NET ASSETS AT ACQUISITION Hall  Zian 
Equity share capital ; [D209 / 11] 40  19 
Other reserves 10  - 
Retained earnings ; [D220 / 11] 60  20 
J1 [D66 / 11]   6 
J3 10   

   45 
Transfer to W4   (3.8) 

45 x 11 / 12 120  41.2 

 
W3 GOODWILL Hall  Zian 

Investment  98  30 
Less: [120 W2 x 70%] ; [45 W2 x 60%] (84)  (27) 

   3 
Transfer to W6   (0.2) 

3 x 11 / 12  14  2.8 

 
W4 POST ACQUISITION RESERVES   RE 
  Hall  Zian 
Balance ; [D79 / 12]  20  6.6 
J2    (0.7) 
J8  (4)   

    5.9 
Profit for the year or previous profits adjustment (data not available)     
Transfer from W2    (3.8) 

  16  2.1 
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W5 NON CONTROLLING INTEREST  Hall  Zian 
[120 W2 x 30%] ; [45 W2 x 40%]   36  18 
[16 W4 x 30%] ; [2.1 W4 x 40%] 4.8  0.8 

 40.8  18.8 

 
W6 GROUP RESERVES   OR RE 
Parent reserves  30 120 
Transfer from W3   (0.2) 
J5   (0.8) 
J6   (1) 
J7   (4) 
J9   (3) 
J10  1.8 (1.8) 

  31.8 109.2 
Hall [16 W4 x 70%]    11.2 
Zian [2.1 W4 x 60%]   1.3 

  31.8 121.7 

Exchange reserve cannot be separated from retained earnings as there is no information about 
previous years’ average rates. 
 

JOURNAL ENTRIES WITH WORKINGS 
Dinar / $ m 

Dr. Cr. 

 

(i) 1 
PPE D 66  

 Reserves Pre (Zian)  D 66 

Ordinary shares        209m 
Retained earnings        220m 
Fair value adjustment (β)        66m 
Fair value of net assets       495m 

 

(ii) 2 
RE / exchange loss (Zian)  D 8  

 Non Current Liabilities  D 8 

Loan at historic rate    $4m x 10   = D40m 
Loan at closing rate    $4m x 12  = D48m 
Exchange loss           D8m 

 

(i) 3 
PPE (non-depreciable land) 10  

 Reserves Pre (Hall)  10 
 

Fair value adjustment  Hall 
Share capital  40 
Other reserves  10 
Retained earnings  60 
Fair value adjustment (β)  10 

Total fair value of net assets  120 

. 
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(ii) 4 
Non- current liabilities  4  

 Financial assets  4 

Intra group loan cancelled. 

 

(iii) 5 
RE (Ribby) 0.8  

 PPE  0.8 

Carrying value  D40m /10 = $4m less dep $4m/20years   = $3.8m 
Recoverable amount D36m/12       = $3.0m 
Impairment loss          = $0.8m 

 

(iv) 6 

RE (Ribby) 1  

Non-current liabilities 10  

 Current liabilities  11 

Penalty for early payment of loan. The loan should also be classified as current liability. 

 

(vi) 7 
RE (Ribby) 4  

 Non- Current liabilities (Defined benefit obligation)  4 

Recording of past service costs 

 

(vii) 8 

RE (Hall) 4  

Cash 6  

 Current liabilities (Bank overdraft)  6 

 Inventory  4 

Transactions lack substance, so have been reversed. 

 

(v) 9 
RE (Ribby)  3  

 Current liabilities  3 

Cash bonus to employees 

 

(v) 10 
RE (Ribby) 1.8  

 Equity (Ribby)  1.8 

Share options 
$3m x 90% x 12/18 months = $1.8m 

 
 
 
 
 
 


