Royal Ltd has a subsidiary, Mall Ltd. Mall is incorporated in America which has the dollar ($)
as its unit of currency and the $ is the functional currency of Mall. The financial statements
of Royal and Mall for the year ended 31 January 2014 are given below :

BALANCE SHEETS AT 31 JANUARY 2014

Royal Mall
£ £ $ $
Fixed assets
Property, plant and equipment 265,456 160,000
Investment in Mall 54,5644 320,000 160,000
Current assets
Debtors 66,000 40,000
Dividend receivable 1896 0
67,896 40,000
Creditors: amounts falling due within one year
Creditors 32,000 32,000
Dividends payable 6,000 4,000
38,000 29,896 36,000 4,000
349,896 164,000
Share Capital & Reserves
Issued share capital (£1/$1 shares) 160,000 80,000
Profit and Loss A/C Reserve 189,896 84,000
349,896 164,000

PROFIT AND LOSS ACCOUNTS
FOR THE YEAR ENDED 31 JANUARY 2014

Royal Mall
3 $
Profit before tax 40,000 24,000
Tax (3,200) (1,600)
Retained profit 36,800 22,400
STATEMENTS OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 JANUARY 2014
Royal Mall
£ $
Balance at 31 January 2013 319,096 145,600
Profit for the period 36,800 22,400
Dividends declared (6,000) (4,000)

Balance at 31 January 2014 349,896 164,000




Notes to the financial statements

1. On 1 May 2004 Royal purchased 72,000 shares in Mall for $120,000. The balance on
the Profit and Loss Account Reserve of Mall on 1 May 2004 was $20,000. Mall has not
issued any additional shares since 1 May 2004.

2. Both Royal and Mall declared their dividends before 31 January 2014.

3. Relevant rates of exchange are as follows:

Date Exchange rate ($ to £1)
1 May 2004 2.2
31 January 2013 1.5
31 January 2014 1.9
Average for the year ended 31 January 2014 1.7

Required

a) Prepare the consolidated balance sheet at 31 January 2014, the profit & loss account
and the statement of consolidated reserves for the year to that date.

(25 marks)

b) Evaluating FRS23 The Effects of Changes in Foreign Exchange Rates explain the
rationale behind the method you have used to translate goodwill.

(5 marks)

(TOTAL
30 MARKS AL
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