Part a 
The reporting date of Sun plc is 31 December. Sun plc is embarking on an acquisition strategy and raised the following finance in order to finance a number of acquisitions that it is planning to make. 
On 1 January 2018 Sun plc issued a 5 year zero coupon bond at par. The proceeds of issue amounted to €11,000,000. Issue costs amounted to €24,000. The bond will be repaid at a premium of €3,000,000 on 31 December 2022. Your assistant believes that no interest should be charged in the statement of profit or loss and other comprehensive income on this is a zero coupon bond, and that the premium on redemption should be regarded as an expense in the year that it is paid. Your assistant also wishes to include the issue costs in the 2018 operating expenses.
On 1 January 2018 Sun plc issued 16,000,000 million 7% redeemable preference shares. The nominal value of the preference shares issued is €0.50 per share. The proceeds of issue amounted to €9,000,000.  The issue costs amounted to €105,600. The preference shares are to be redeemed on 1 January 2022 at a premium of €0.125 per share. Your assistant believes that these preference share should be shown be shown under equity as they are part of the company’s share capital, and the finance cost expense should equal the 7% of the proceeds of issue of the preference shares.
Requirement
a. Draft a reply to your assistant addressing his suggestions for the treatment for the zero coupon bond, and the 7% redeemable preference shares.
                                                                                                        6 marks
b Show the ledger accounts in the books of Sun plc for the zero coupon bond and the 7% redeemable preference shares for the year ended 31 December 2018.
                                                                                                        8 marks
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	9%
	10%
	 
	 
	5%
	9%
	10%

	1
	0.952
	0.917
	0.909
	 
	1
	0.952
	0.917
	0.909

	2
	0.907
	0.842
	0.826
	 
	2
	1.859
	1.759
	1.736

	3
	0.864
	0.772
	0.751
	 
	3
	2.723
	2.531
	2.487

	4
	0.823
	0.708
	0.683
	 
	4
	3.546
	3.240
	3.17

	5
	0.784
	0.650
	0.621
	 
	5
	4.329
	3.890
	3.791

	6
	0.746
	0.596
	0.564
	 
	6
	5.076
	4.486
	4.355


Part b
Sky plc whose reporting date is also 31 December sold some non-current assets during 2017 and invested the proceeds of sale in 2018 in the following investments.
[bookmark: _GoBack]On 1 January 2018 Sky plc purchased €4,000,000 corporate bonds issued by Stars plc. The bonds were issued by Stars plc at par and will be redeemed at par on 1 January 2024. The bonds issued by Stars plc pay interest at 6.5% per annumn on 31 December each year.  The effective interest on these bonds is 7%. It is the intention of Sky plc to hold these bonds to maturity and to collect the contractual cash flows of interest and principal on these bonds. The fair value of these bonds at 31 December 2018 was €4,100,000.
On 1 January 2018 Sky plc purchased corporate bonds in Mars plc for €5,000,000 The nominal value of these bonds was also €5,000,000. The coupon interest rate in these bonds was 7%. Interest is paid by Mars plc on 31 December each year.  The effective rate of interest on these bonds is also 7%. Sky plc expects the fair value of the bonds in Mars plc to rise, and it plans to sell these bonds when they make further fair value gains. The fair value of these bonds at 31 December 2018 was €5,250,000.
The corporate bonds held by Sky plc in Stars plc and Mars plc are not hedged.The directors of Sky plc have suggested that the investments in corporate bonds in both Stars plc and Mars plc should be treated in exactly the same manner in the financial statements of Sky plc for the year ended 31 December 2018.
Requirement
b (i). Comment on the directors’ suggestion regarding the application of the same accounting treatment to its holding of corporate bonds in Stars plc and Mars plc.
                                                                                                                 3 marks
b (ii). Show the ledger account in the books of Sky plc for the corporate bonds that it hold in Mars plc for the year ended 31 December 2018.
You are not required to show the ledger account for the corporate bonds that Sky plc holds in Stars plc                                                                                      3 marks
                                                                                                                20 marks                                                                                                            


